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PREFACE  TO  THE   SECOND  EDITION. 


The  present  edition  of  Volume  l.  differs  from  the  first 
only  in  points  of  detail,  and  in  arrangement. 

The  most  important  alteration  is  the  fusion  of  the  old 
Books  V.  and  Vl.,  together  with  some  additional  matter,  into 
the  present  Book  v. ;  the  chief  purpose  of  the  change  being 
to  throw  further  light  on  the  position  held  by  the  element  of 
Time  in  economics,  and  to  show  more  clearly  how  Time 
modifies  the  reciprocal  influences  of  the  earnings  of  workers 
and  the  prices  of  the  goods  made  by  them.  For  as  regards 
fluctuations  in  short  periods  the  leading  r61e  is  held  by  prices, 
and  a  subordinate  one  by  earnings :  but  as  regards  the  slow 
adjustments  of  normal  value  their  parts  are  interchanged ; 
and  the  influence  which  prices  exert  on  earnings,  is  less  than 
that  which  earnings  exert  on  prices. 

Closely  connected  with  this  subject  are  the  alterations 
made  in  the  earlier  and  later  Chapters  of  the  present  Book 
VI.,  (the  Book  vii.  of  the  first  edition).  They  aim  at  em- 
phasizing and  defining  more  fully  the  distinguishing  charac- 
teristics of  the  broad  problem  of  Distribution  as  contrasted 
with  questions  relating  to  the  values  of  particular  things ; 
and  at  showing  more  clearly  how,  though  the  causes  that 
govern  demand,  and  those  that  govern  supply  can  be  studied 
separately,  in  the  case  of  any  single  commodity,  yet  this 
CMmo^s^ke  done  for  the  Agents  of  production  as  a  whole. 
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VI  PREFACE  TO  THE  SECOND  EDITION. 

For  the  demand  for  the  labour  of  the  various  grades  of 
workers,  and  for  that  "service  of  Waiting"  by  which  capital 
is  accumulated,  all  comes  &om  the  aggregate  National 
Dividend  produced  by  those  very  Agents  of  production 
(acting  upon  the  free  gifts  of  nature) :  and  though  they  are 
always  competing  with  one  another  for  the  field  of  employ- 
ment, yet  at  the  same  time  those  Agents  provide  for  one 
another  that  field  of  employment.  A  rise  in  the  eflSciency  of 
any  one  group  of  workers  may  tend  to  glut  the  market  with 
their  wares;  but  a  general  increase  in  the  eflSciency  of  all 
workers  would  increase  the  National  Dividend,  and  raise 
earnings  nearly  in  proportion.  And  thus  the  cost  of  pro- 
duction of  labour  can  not  be  determined  as  definitely  as  can 
that  of  a  commodity ;  for  the  "conventional  necessaries"  of 
labour,  as  well  as  all  superfluous  comforts  and  luxuries  are 
not  a  fixed  sum,  but  depend  on  the  richness  of  the  National 
Dividend ;  that  is,  mainly  upon  the  eflSciency  of  labour.  The 
right  means  therefore  to  raise  wages  is  to  raise,  not  merely 
the  Standard  of  Comfort  or  of  wants,  but  the  Standard  of 
Life  which  includes  activities  as  well  as  wanta 

Another  change  has  reference  to  the  danger  that  the 
reaction  against  the  too  exclusive  study  of  Supply  by  the 
older  economists  may  cause  the  importance  of  wants  to  be 
over-estimated  relatively  to  that  of  activities :  this  point  is 
discussed  in  Book  ill.  Ch.  II.  In  Book  in.  Ch.  v.  a  more 
careful  study  is  made  of  the  relative  attractiveness  of  present 
and  future  pleasures;  and  finally  the  account,  given  in 
Book  L,  of  the  relations  in  which  economics  stands  to  other 
branches  of  social  science  has  been  partly  rewritten. 

To  myself  personally  the  chief  interest  of  the  Volume 
centres  in  Book  V. :  it  contains  more  of  my  life's  work  than 
any  other  part;  and  it  is  there,  more  than  anywhere  else, 
that  I  have  tried  to  deal  with  unsettled  questions  of  the 
science.     But  for  that  very  reason  it  may  prove  unattractive. 
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or  even  repellent  to  the  general  reader ;  fix)m  whose  sugges- 
tions and  co-operation  economics  has  far  more  to  gain  than 
any  other  science  has ;  and  I  venture  therefore  to  repeat  here 
the  hint  given  in  the  text  that  Book  v.  Ch.  vi. — Xlii.,  and 
especially  Ch.  XL,  Xlii.,  may  be  omitted  by  those  whose 
interest  in  economics  is  chiefly  from  the  social  and  practical 
side.  What  use  is  made  of  these  Chapters  in  Book  vi.  is 
chiefly  confined  to  the  last  few  Sections  of  Ch.  v.,  viii., 
IX.,  and  XL  of  that  Book. 

In  preparing  this  Edition  I  have  received  help  and  sug- 
g^tions  from  many  persons  among  whom  I  would  especially 
mention  my  wife,  Dr  Ke3nies,  Prof.  Edgeworth,  Prof.  Ashley, 
Mr  Berry  and  Mr  Flux*. 

I  Qoing  through  the  Volume  in  order  we  find:^ 

In  Book  I.,  Chf  i.— iv.  and  vn.  of  the  second  edition  corresponding  with  bat 
littk  change  to  Ch.  i.— iv.  and  vm.  respectively  of  the  first  edition;  the  old  Ch. 
v.—^m.  have  been  rearranged  and  altered  to  make  the  new  Ch.  v.,  vi. 

In  Book  n.  the  old  Ch.  m.  and  iv.  have  been  thrown  together  to  make  the  new 
Ch.  m.;  and  most  of  the  Chapters,  eepedaDy  that  on  Wealth,  have  been  partially 
rewritten;  hot  there  is  no  snbstantial  change. 

In  Book  m.,  Ch.  n.  and  mnch  of  Ch.  v.  are  new;  Ch.  i.,  m.,  rv.  and  vi.  corre> 
spend  wiUi  con8ideriU>le  changes  to  the  old  Ch.  i.,  n.,  m.  and  iv.  respectively. 

Book  IV.  remains  almost  michanged,  except  that  some  additions  have  been 
made  to  Ch.  vn.  and  xm.;  the  former  of  which  has  also  been  rearranged  and  the 
latter  part  of  it  rewritten. 

In  Book  v.,  Ch.  l,  n.  and  the  first  half  of  Ch.  m.  are  but  little  changed:  the 
second  half  of  Ch.  m.  is  altered  and  inclades  the  first  part  of  the  old  Ch.  v. ;  Ch. 
nr.  is  sobstantially  the  old  Book  vi.  Ch.  v.  and  beginning  of  Ch.  vi. ;  Ch.  v.  is  the 
old  Book  V.  Ch.  iv.  with  several  changes  and  additional  explanations.  Ch.  vi.  is 
the  old  Ch.  VI. ;  and  Ch.  vn.  is  the  remaining  part  of  the  old  Book  vi.Ch.vi. 
almost  nnaltered.  Ch.  vm.— x.  correspond  to  the  old  Book  vi.  Ch.  n.— iv.,  with 
some  changes  and  additions,  and  the  incorporation  of  a  few  passages  oat  of  the  old 
Book  vn.  Ch.  XI.  is  the  latter  part  of  the  old  Ch.  v.  with  additions  dealing 
with  the  diflicalt  notions  of  average  supply  price,  and  the  character  of  the  supply 
schednle  for  a  commodity  that  obeys  the  Law  of  Increasing  Betam.  Ch.  xn. — xiv. 
are  the  old  Ch.  vn.— n.,  the  last  being  rewritten.  The  Note  on  Bicardo  at  the  end 
of  Book  V.  was  at  the  end  of  Book  vi. 

In  Book  VI.,  Ch.  i.  and  n.  are  Ch.  i. — m.  of  the  old  Book  vn.  rearranged  and 
partly  rewritten;  Ch.  m. — x.  are  the  old  Book  vn.  Ch.  rv. — xi.  with  bat  little 
change ;  and  Ch.  xi.  and  xn.  are  Ch.  xn.  and  xm.  of  the  old  Book  vn.  partly  re- 
written and  expanded.  The  aim  of  the  changes  in  the  opening  and  ending 
Chapters  of  the  Book  has  been  explained  above. 

12  June,  1891. 
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PREFACE  TO  THE  FIRST  EDITION. 

Economic  conditions  are  constantly  changing,  and  each 
generation  looks  at  its  own  problems  in  its  own  way.  In 
England,  as  well  as  on  the  Continent  and  in  America,  Eco- 
nomic studies  are  being  more  vigorously  pursued  now  than 
ever  before ;  but  all  this  activity  has  only  shown  the  more 
clearly  that  Economic  science  is,  and  must  be,  one  of  slow 
and  continuous  growth.  Some  of  the  best  work  of  the 
present  generation  has  indeed  appeared  at  first  sight  to  be 
antagonistic  to  that  of  earlier  writers;  but  when  it  has 
had  time  to  settle  down  into  its  proper  place,  and  its  rough 
edges  have  been  worn  away,  it  has  been  found  to  involve 
no  real  breach  of  continuity  in  the  development  of  the 
science.  The  new  doctrines  have  supplemented  the  older, 
have  extended,  developed,  and  sometimes  corrected  them, 
and  often  have  given  them  a  different  tone  by  a  new  dis- 
tribution of  emphasis;  but  very  seldom  have  subverted 
them. 

The  present  treatise  is  an  attempt  to  present  a  modem 
version  of  old  doctrines  with  the  aid  of  the  new  work,  and 
with  reference  to  the  new  problems,  of  our  own  age.  Its 
general  scope  and  purpose  are  indicated  in  Book  I. ;  at  the 
end  of  which  a  short  account  is  given  of  what  are  taken  to 
be  the  chief  subjects  of  economic  inquiry,  and  the  chief 
practical  issues  on  which  that  inquiry  has  a  bearing.  In 
accordance   with   English   traditions,  it   is   held    that    the 
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functions  of  the  science  are  to  collect,  arrange  and  analyse 
economic  fisicts,  and  to  apply  the  knowledge,  gained  by 
observation  and  experience,  in  determining  what  are  likely 
to  be  the  immediate  and  ultimate  effects  of  various  groups 
of  causes ;  and  it  is  held  that  the  Laws  of  Economics  are 
statements  of  tendencies  expressed  in  the  indicative  mood, 
and  not  ethical  precepts  in  the  imperative.  Economic  laws 
and  reasonings  in  &ct  are  merely  a  part  of  the  material, 
of  which  Conscience  and  Common-sense  have  to  make  use 
in  solving  practical  problems,  and  in  laying  down  rules 
which  may  be  a  guide  in  life. 

But  ethical  forces  are  among  those  of  which  the  eco- 
nomist has  to  take  account.  Attempts  have  indeed  been 
made  to  construct  an  absti-act  science  with  i^gard  to  the 
actions  of  an  "economic  man,"  who  is  under  no  ethical 
influences  and  who  pursues  pecuniary  gain  warily  and 
energetically,  but  mechanically  and  selfishly.  But  they 
have  not  been  successful,  nor  even  thoroughly  carried  out ; 
for  they  have  never  really  treated  the  economic  man  as 
perfectly  selfish.  No  one  could  be  relied  on  better  than 
the  economic  man  to  endure  toil  and  sacrifice  with  the 
unselfish  desire  to  make  provision  for  his  fietmily;  and  his 
normal  motives  have  always  been  tacitly  assumed  to  include 
the  family  affections.  But  if  these  motives  are  included, 
why  not  also  all  other  altmistic  motives,*  the  action  of  which 
is  so  far  uniform  in  any  class  at  any  time  and  place,  that 
it  can  be  reduced  to  general  rule  ?  There  seems  to  be  no 
good  reason  against  including  them:  and  in  the  present 
book  normal  action  is  taken  to  be  that  which  may  be  ex- 
pected, under  certain  conditions,  £rom  the  members  of  an 
industrial  group;  and  no  attempt  is  made  to  exclude  the 
influence  of  any  motives,  the  action  of  which  is  regular, 
merely  because  they  are  altruistic.  If  the  book  has  any 
special  character  of  its  own,  that  may  perhaps  be  said  to 
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lie  in  the  prominence  which  it  gives  to  this  and  other 
applications  of  the  Principle  of  Continuity. 

This  Principle  is  applied  not  only  to  the  ethical  quality 
of  the  motives  by  which  a  man  may  be  influenced  in 
choosing  his  ends,  but  also  to  the  sagacity,  the  energy 
and  the  enterprise  with  which  he  pursues  those  ends. 
Thus  stress  is  laid  on  the  fact  that  there  is  a  continuous 
gradation  fipom  the  actions  of  "  city  men,"  which  are  based 
on  deliberate  and  far-reaching  calculations,  and  are  executed 
with  vigour  and  ability,  to  those  of  ordinary  people  who 
have  neither  the  power  nor  the  will  to  conduct  their  affairs 
in  a  business-like  way.  The  normal  willingness  to  save,  the 
normal  willingness  to  undergo  a  certain  exertion  for  a  certain 
pecuniary  reward,  or  the  normal  alertness  to  seek  the  best 
markets  in  which  to  buy  and  sell,  or  to  search  out  the  most 
advantageous  occupation  for  oneself  or  for  one's  children — 
all  these  and  similar  phrases  must  be  relative  to  the  mem- 
bers of  a  particular  class  at  a  given  place  and  time :  but, 
when  that  is  once  understood,  the  theory  of  normal  value  is 
applicable  to  the  actions  of  the  unbusiness-like  classes  in  the 
same  way,  though  not  with  the  same  precision  of  detail,  as 
to  those  of  the  merchant  or  banker. 

And  as  there  is  no  sharp  line  of  division  between  conduct 
which  is  normal,  and  that  which  has  to  be  provisionally 
n^lected  as  abnormal,  so  there  is  none  between  normal 
values  and  "current"  or  "market"  or  "occasional"  values. 
The  latter  are  those  values  in  which  the  accidents  of  the 
moment  exert  a  preponderating  influence;  while  normal 
values  are  those  which  would  be  ultimately  attained,  if  the 
economic  conditions  under  view  had  time  to  work  out  un- 
disturbed their  full  effect.  But  there  is  no  impassable  gulf 
between  these  two ;  they  shade  into  one  another  by  continu- 
ous gradations.  The  values  which  we  may  regard  as  normal 
if  we  are  thinking  of  the  changes  fix)m  hour  to  hour  on  a 
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Produce  Exchange,  do  but  indicate  current  variations  with 
regard  to  the  year's  history:  and  the  normal  values  with 
reference  to  the  year  s  history  are  but  current  values  with 
reference  to  the  history  of  the  century.  For  the  element  of 
Time,  which  is  the  centre  of  the  chief  diflSculty  of  almost 
every  economic  problem,  ia  itself  continuous :  Nature  knows 
no  absolute  partition  of  time  into  long  periods  and  short ; 
but  the  two  shade  into  one  another  by  imperceptible  grada- 
tions, and  what  is  a  short  period  for  one  problem,  is  a  long 
period  for  another. 

Thus  for  instance  the  greater  part,  though  not  the  whole, 
of  the  distinction  between  Bent  and  Interest  on  capital  turns 
on  the  length  of  the  period  which  we  have  in  view.  That 
which  is  rightly  regarded  as  interest  on  "  free  "  or  "  floating  " 
capital,  or  on  new  investments  of  capital,  is  more  properly 
treated  as  a  sort  of  rent — a  Qiiasi-rent  it  is  called  below — on 
old  investments  of  capital.  And  there  is  no  sharp  line  of 
division  between  floating  capital  and  that  which  has  been 
"  sunk  "  for  a  special  branch  of  production,  nor  between  new 
and  old  investments  of  capital ;  each  group  shades  into  the 
other  gradually.  And  thus  even  the  rent  of  land  is  seen, 
not  as  a  thing  by  itself,  but  as  the  leading  species  of  a  large 
genus ;  though  indeed  it  has  peculiarities  of  its  own  which 
are  of  vital  importance  from  the  point  of  view  of  theory  as 
well  as  of  practice. 

Again,  though  there  is  a  sharp  line  of  division  between 
man  himself  and  the  appliances  which  he  uses ;  and  though 
the  supply  of,  and  the  demand  for,  human  efforts  and  sacrifices 
have  peculiarities  of  their  own,  which  do  not  attach  to  the 
supply  of,  and  the  demand  for,  material  goods ;  yet,  after  all, 
these  material  goods  are  themselves  generally  the  result  of 
human  efforts  and  sacrificea  The  theories  of  the  values  of 
labour,  and  of  the  things  made  by  it,  cannot  be  separated : 
they  are  parts  of  one  great  whole;  and  what  differences 
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there  are  between  them  even  in  matters  of  detail,  turn  out 
on  inquiry  to  be,  for  the  most  part,  differences  of  degree 
rather  than  of  kind.  As,  in  spite  of  the  great  differences  in 
form  between  birds  and  quadrupeds,  there  is  one  Funda- 
mental Idea  running  through  all  their  firames,  so  the 
general  theory  of  the  equilibrium  of  demand  and  supply 
is  a  Fundamental  Idea  running  through  the  frames  of  all 
the  various  parts  of  the  central  problem  of  Distribution  and 
Exchange  \ 

Another  application  of  the  principle  of  Continuity  is  to 
the  use  of  terms.  There  has  always  been  a  temptation  to 
classify  economic  goods  in  clearly  defined  groups,  about 
which  a  number  of  short  and  sharp  propositions  could  be 
made,  to  gratify  at  once  the  student's  desire  for  logical  pre- 
cision, and  the  popular  liking  for  dogmas  that  have  the  air 
of  being  profound  and  are  yet  easily  handled.  But  great 
mischief  seems  to  have  been  done  by  yielding  to  this  temp- 
tation, and  drawing  broad  artificial  lines  of  division  where 
Nature  has  made  none.  The  more  simple  and  absolute  an 
economic  doctrine  is,  the  greater  will  be  the  confusion  which 
it  brings  into  attempts  to  apply  economic  doctrines  to  prac- 
tice, if  the  dividing  lines  to  which  it  refers  cannot  be  found 
in  real  life.  There  is  not  in  real  life  a  clear  line  of  division 
between  things  that  are  and  are  not  Capital,  or  that  are 
and  are  not  Necessaries,  or  again  between  labour  that  is  and 
is  not  Productive. 

The  notion  of  Continuity  with  regard  to  development  is 
common  to  all  modem  schools  of  economic  thought,  whether 

1  In  the  E€cnomies  of  Industry  published  by  my  wife  and  myself  in  1879  an 
endeaTonr  was  made  to  show  the  nature  of  this  fundamental  unity.  A  short 
prorisional  account  of  the  relations  of  demand  and  supply  was  given  before  the 
tbeoiy  ai  Distribution;  and  then  this  one  scheme  of  general  reasoning  was 
applied  in  succession  to  the  earnings  of  labour,  the  interest  on  capital  and  the 
Earnings  of  Management.  But  the  drift  of  this  arrangement  was  not  made 
sofBdenUy  clear;  and  on  Professor  Nicholson's  suggestion,  more  prominence  has 
been  given  to  it  in  the  present  volume. 
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the  chief  influences  acting  on  them  are  those  of  biology,  as 
represented  by  the  writings  of  Herbert  Spencer ;  or  of  history 
and  philosophy,  as  represented  by  Hegel's  Philosophy  of 
History,  and  by  more  recent  ethico-historical  studies  on  the 
Continent  and  elsewhere.  These  two  kinds  of  influences 
have  afiected,  more  than  any  other,  the  substance  of  the 
views  expressed  in  the  present  book;  but  their  form  has 
been  most  affected  by  mathematical  conceptions  of  Con- 
tinuity, as  represented  in  Coumot's  Principes  MaiMmatiqaes 
de  la  ThSorie  des  Richesses.  He  taught  that  it  is  necessary 
to  &ce  the  difficulty  of  regarding  the  various  elements  of 
an  economic  problem, — not  as  determining  one  another  in  a 
chain  of  causation,  A  determining  B,  B  determining  0,  and  so 
on — but  as  all  mutually  determining^one  another.  Nature's 
action  is  complex :  and  nothing  is  gained  in  the  long  run  by 
pretending  that  it  is  simple,  and  trying  to  describe  it  in  a 
series  of  elementary  propositions. 

Under  the  guidance  of  Coumot,  and  in  a  less  degree  of 
von  Thiinen,  I  was  led  to  attach  great  importance  to  the 
fact  that  our  observations  of  nature,  in  the  moral  as  in  the 
physical  world,  relate  not  so  much  to  aggregate  quantities, 
as  to  increments  of  quantities,  and  that  in  particular  the 
demand  for  a  thing  is  a  continuous  function,  of  which  the  "mar- 
ginal"^ increment  is,  in  stable  equilibrium,  balanced  against 
the  corresponding  increment  of  its  cost  of  production.  It  is 
not  easy  to  get  a  clear  full  view  of  Continuity  in  this  aspect 
without  the  aid  either  of  mathematical  s3rmbols  or  of  dia- 
grams.   The  use  of  the  latter  requires  no  special  knowledge, 

^  The  tenn  '* marginal"  increment  is  in  harmony  with  von  Thttnen's  methods 
of  thought  and  was  suggested  to  me  by  him,  though  he  does  not  actually  nse  it. 
It  has  been  for  some  time  commonly  nsed  by  Austrian  economists  on  the  initiatiye 
of  Prof.  Wieser,  and*it  has  been  adopted  by  Mr  Wicksteed.  When  Jevons'  Theory 
appeared,  I  adopted  his  word  "final";  bat  I  have  been  gradually  convinced  that 
"  marginal "  is  the  better.  [In  the  first  Edition  this  footnote  implied  wrongly  that 
the  phrase,  as  well  as  the  idea  of,  Marginal  Increment  could  be  traced  to  von 
Thiinen.] 
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and  they  often  express  the  conditions  of  economic  life  more 
accurately,  as  well  as  more  easily,  than  do  mathematical 
symbols;  and  therefore  they  have  been  applied  as  supple- 
mentary illustrations  in  the  footnotes  of  the  present  volume. 
The  argument  in  the  text  is  never  dependent  on  them ;  and 
they  may  be  omitted;  but  experience  seems  to  show  that 
they  give  a  firmer  grasp  of  many  important  principles  than 
can  be  got  without  their  aid ;  and  that  there  are  many  pro- 
blems of  pure  theory,  which  no  one  who  has  once  learnt  to 
use  diagrams  will  willingly  handle  in  any  other  way. 

The  chief  use  of  pure  mathematics  in  economic  questions 
seems  to  be  in  helping  a  person  to  write  down  quickly,  shortly 
and  exactly,  some  of  his  thoughts  for  his  own  use :  and  to 
make  sure  that  he  has  enough,  and  only  enough,  premisses 
for  his  conclusions  (Le.  that  his  equations  are  neither  more 
nor  less  in  number  than  his  unknowns).  But  when  a  great 
many  sjnnbols  have  to  be  used,  they  become  very  laborious 
to  any  one  but  the  writer  himself.  And  though  Coumot's 
genius  must  give  a  new  mental  activity  to  everyone  who 
passes  through  his  hands,  and  mathematicians  of  calibre 
similar  to  his  may  use  their  favourite  weapons  in  clearing  a 
way  for  themselves  to  the  centre  of  some  of  those  difficult 
problems  of  economic  theory,  of  which  only  the  outer  fringe 
has  yet  been  touched;  yet  it  seems  doubtful  whether  any 
one  spends  his  time  well  in  reading  lengthy  translations 
of  economic  doctrines  into  mathematics,  that  have  not 
been  made  by  himself.  A  few  specimens  of  those  applica- 
tions of  mathematical  language  which  have  proved  most 
useful  for  my  own  purposes  have,  however,  been  added  in  an 
Appendix  \ 

i  ICanj  of  the  diagrams  in  thia  book  have  appeared  in  print  already:  and  I 
may  take  this  opportunity  of  giving  their  history.  Mr  Henry  Conynghame  who 
was  attending  my  lectnres  in  1878,  seeing  me  annoyed  by  being  onable  to  draw 
a  series  of  rectangular  hyperbolas,  invented  a  beaatifal  and  original  machine  for 
the  purpose.    It  was  shown  at  the  Cambridge  Philosophical  Society  in  1873;  and, 
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I  have  to  acknowledge  much  assistance  in  preparing  this 
volume  for  the  press.  My  wife  has  aided  and  advised  me  at 
every  stage  of  the  MSS.  and  of  the  proofe,  and  it  owes  a 
very  great  deal  to  her  suggestions,  her  care  and  her  judg- 
ment. Mr  J.  N.  Kejmes,  and  Mr  L.  L.  Price  have  read  all 
the  proofe  and  have  never  returned  me  any  without  improv- 
ing them  much :  Mr  Arthur  Berry  and  Mr  A.  W.  Flux  have 
given  me  valuable  help  in  connection  with  the  mathe- 
matical Appendix;  and  my  father,  Mr  W.  H.  B.  Hall  and 
Mr  C.  J.  Clay  have  assisted  me  on  special  points. 

to  expUun  its  use,  I  read  a  paper  (briefly  reported  in  the  Proceedings,  Part  xv. 
pp.  818—9),  in  which  I  described  the  theories  of  Multiple  Positions  of  Equi- 
librium and  of  Monopoly  values  very  nearly  as  they  are  given  below  (Book  v. 
Ch.  V.  and  vm.).  In  1875 — 7  I  nearly  completed  a  draft  of  a  treatise  on  T%« 
Theory  of  Foreign  Trade,  xoith  some  allied  problems  relating  to  the  doctrine  of 
Laisser  Faire.  The  first  Part  of  it  was  intended  for  general  use,  while  the 
second  Part  was  technical;  nearly  all  the  diagrams  that  are  now  in  Book  v. 
Ch.  v.,  vn.  and  vm.  were  introduced  in  it,  in  connection  with  the  problem  of  the 
relation  of  Protection  to  the  Maximum  Satisfaction  of  the  conminnity;  and  there 
were  others  relating  to  Foreign  Trade.  Bat  in  1877  I  tamed  aside  to  work  at 
the  Economics  of  Industry ,  and  afterwards  was  overtaken  by  an  illness,  whieh 
nearly  suspended  my  studies  for  several  years.  Meanwhile  the  MSS.  of  my  first 
projected  treatise  were  lying  idle :  and  it  is  to  them  that  Professor  Sidgwiok  refers 
in  the  Preface  to  his  Political  Economy,  With  my  consent  he  selected  four 
chapters  (not  consecutive)  out  of  the  second  Part,  and  printed  them  for  private 
circulation.  These  four  chapters  contained  most  of  the  substance  of  Book  v. 
Ch.  V.  and  vu.,  but  not  Ch.  vm.  of  the  present  work ;  together  with  two  chapters 
relating  to  the  equilibrium  of  foreign  trade.  They  have  been  sent  to  many 
economists  in  England  and  on  the  Continent:  it  is  of  them  that  Jevons  speaks 
in  the  Preface  to  the  Second  Edition  of  his  Theory  (p.  xlv);  and  many  of  the 
diagrams  in  them  relating  to  foreign  trade  have  been  reproduced  with  generous 
acknowledgments  by  Prof.  Pantaleoni  in  his  Principii  di  Economia  Pura. 

July,  1890. 
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activity  in  prodaotion  and  in  navigation.  The  capitalist  organization  of 
agriculture  pioneered  the  way  for  that  of  manufacture.  §§  2,  8.  Influence 
of  the  Beformation.  §  4.  Origin  of  large  budness  undertakings.  English 
free  enterprise  had  a  tendency  towards  division  of  labour,  which  was  pro- 
moted by  the  growth  of  consumers  beyond  the  seas,  wanting  large  quanti- 
ties of  goods  of  simple  patterns.  The  undertakers  at  first  merely  organized 
supply,  without  supervising  industry:  but  later  collected  into  their  own 
factories  large  bodies  of  workers.  §  5.  Henceforth  manufacturing  labour 
was  hired  wholesale.  The  new  organization  increased  production,  but  was 
accompanied  by  great  evils ;  many  of  which  were,  however,  due  to  other 
causes.  §  6.  The  pressure  of  war,  of  taxes  and  of  the  scarcity  of  food 
forced  down  real  wages.  But  the  new  system  had  saved  England  from 
French  armies.  §  7.  Progress  during  the  nineteenth  century.  The  tele- 
graph and  printing-press  enable  the  people  now  to  decide  on  their  own 
remedies  for  their  evils ;  and  we  are  gradually  moving  towards  forms  of 
collectivism,  which  will  be  higher  than  the  old,  because  they  will  be  based 
on  strong  self-disciplined  individuality.  §  8.  The  influence  of  American, 
Australian,  and  German  experience  on  England.       .        .        •    pp*  31—49 

Chapter  17.  The  Qrowth  of  Economic  Science.  §1.  Modem  economic 
science  owes  much  to  ancient  thought  indirectly,  but  little  directly.  The 
study  of  economics  was  stimulated  by  the  discovery  of  the  mines  and  the 
trade-routes  of  the  New  World.  The  early  fetters  on  trade  were  a  little 
relaxed  by  the  Mercantilists.  §  2.  The  Physiocrats  insisted  that  restriction 
is  artificial,  and  liberty  is  natural ;  and  that  the  welfare  of  the  common 
people  should  be  the  first  aim  of  the  statesman.  §  3.  Adam  Smith 
developed  the  doctrine  of  free  trade,  and  showed  how  value  measures 
motive.  §  4.  The  study  of  facts  was  carried  on  by  Toung,  Eden,  Malthus, 
Tooke  and  others.  §  5.  The  English  economists  at  the  beginning  of  the 
century  were  many  of  them  business  men,  but  they  had  a  strong  bias 
towards  rapid  generalization  and  deductive  reasoning.  Their  work  was 
excellent  so  long  as  they  treated  of  money  and  foreign  trade ;  nor  did  they 
neglect  statistics  and  inquiries  into  the  condition  of  the  working  classes. 
§  6.  But  they  did  not  allow  enough  for  the  dependence  of  man's  character 
on  his  circumstances,  a  point  insisted  on  by  the  Socialists ;  whose  influence 
gradually  made  itself  felt.  §  7.  The  growing  tendency  of  economists  to 
take  account  of  the  pliability  of  human  nature  is  partly  due  to  the  influence  of 
biological  studies.  John  Stuart  Mill.  Characteristics  of  modem  work. 
§  8.    Economists  of  other  countries. pp.  50 — 70 

Chapter  V.  The  Scope  of  Economics.  §§  l.  2.  A  unifled  social  science 
is  desirable,  but  unattainable.  The  value  of  Gomte's  suggestions,  the  weak- 
ness of  his  negations.  §§  3,  4.  All  branches  of  social  science  deal  with  the 
qualities  of  human  motives ;  but  Economics  is  chiefly  concemed  with  the 
measures  of  their  quantities,  by  means  of  money.  §  5.  Economic 
motives  are  not  exclusively  selfish.  §§  6,  7.  The  desire  for  money  does  not 
exclude  other  influences ;  and  may  itself  arise  from  noble  motives.  The 
range  of  economic  measurement  may  gradually  extend  to  much  philanthro- 
pic action.  The  motives  to  collective  action  are  of  great  and  growing 
importance  to  the  economist pp.  71 — 81 


Digitized  by  VjOOQ  iC 


CONTENTS.  xix 

Obaptar  VL    Nature  of  Economic  Law.    Methods  of  Study.    §  l. 

Functions  of  the  machinery  of  science.  Social  Lawt,  Economic  Laws, 
NormaL  The  Action  of  a  Law,  §  2.  All  scientific  doctrines,  including 
Eeonomio  doctrines  Msome  certain  conditions  and  are  in  this  sense  hypo- 
thetical. §  8.  Reason  interprets  experience.  The  nntmstworthiness  of 
prima  facie  evidence  drawn  from  foots.  §  4.  Induction  and  Deduction 
mntoally  depend  on  one  another. pp.  82 — 89 

Cniapter  VIL  Summary  and  Oondnsion.  §  i.  Summary.  §  2.  Scien- 
tific  inqoiries  are  to  be  arranged  with  reference,  not  to  the  practical  aims 
which  they  snbseire,  but  to  the  nature  of  the  subjects  with  which  they  are 
concerned.  §  3.  The  chief  subjects  of  economic  investigation.  §  4.  Prac- 
tical issues  which  stimulate  the  inquiries  of  the  English  economist  at  the 
present  time,  though  they  do  not  lie  wholly  within  the  range  of  his 
pp.  90—97 


BOOK    11. 

SOME  FUNDAMENTAL  NOTIONS. 

Chapter  L  Introductory.  §  l*  Economics  regards  Wealth  as  satisfying 
Wants,  and  as  the  result  of  Efforts.  But  it  is  best  to  make  a  preliminary 
study  of  wealth  itself.  §  2.  Principles  of  classification.  The  difficulties  of 
classifying  things  which  are  changing  their  characters  and  their  uses.  §  8. 
£U)onomic8  must  follow  the  practice  of  every-day  life;  but  that  is  not  always 
definite  or  consistent;  for  different  classes  of  things  shade  off  imperceptibly 
towards  one  another.  §  4.  Each  term  must  have  a  definition  correspond- 
ing to  its  leading  use:  and  this  must  be  supplemented  by  an  interpretation 
clause  when  neceasai^. pp.  101 — 105 

Chaptez^^  Wealth.    §  l.    The  technical  use  of  the  term  Goods,   Material 
\            goods.    Personal  goods.    External  and  Internal  goods.    Transferable  and 
non-transferable  goods.    Free  goods.    Exchangeable  goods,    §  2.    A  person's 
wealth  consists  of  those  of  his  External  goods  which  are  capable  of  a  money      ;  ^  J 
measure.    §  3.    But  sometimes  it  is  well  to  use  the  term  Wealth  broadly  so    ^  ^  'L 
as  to  include  all  Personal  wealth.    §  4.    The  individual's  share  of  Collective  ^       '^ 
goods,     S  ^-    National  Wealth,    Cosmopolitan  wealth.    The  juridical  basis 
of  rights  to  wealth pp.  106— 118 

Chapter  in.  Ftodnction.  Oonsnmption.  Labour.  NecessarieB. 
S  1.  Man  can  produce  and  consume  only  utilities,  not  matter  itself. 
Goods  of  the  Firsts  Second  and  higher  Orders,  Consumption  and  Production 
Goods.  I  2.  Productive  is  a  transitive  adjective ;  when  precision  is  neces- 
sary the  implied  substantive  must  be  supplied.  §8.  Necessaries  for  exist- 
ence, and /or  eJUciency,  §  4.  There  is  waste  when  any  one  consumes  less 
than  is  strictly  necessary  for  efficiency.    Conventional  necessaries, 

pp.  114— 122.    * 

Chapter  IV.  CapitaL  §  l.  The  term  Capital  has  many  different  uses.  In- 
dividual capital  includes  Trade-capital,    Two  attributes  of  capital;  pros- 


Digitized  by 


(S?)ogle 


XX  CONTENTS. 

pectiveness  and  prodaotiyeness.  §  2.  Social  capital,  CorummpHon  capitals 
A uxiliary  capital.  The  necessaries  of  the  higher  as  well  as  of  the  lower  grades 
of  indastiy  mnst  be  included.  §  8.  Circulating  and  Fixed  capital,  Spe^ 
cialized  capital.  Pertonal  capital.  Historical  Note  on  Definitions  of  tha 
Term  Capital. •        PP- 128— ISa 

Ohapter  V.  Income*  §  l.  Gross  and  Net  Income,  Money  income.  Elements 
of  real  income  not  in  the  form  of  money  are  likely  to  be  overlooked. 
§  2.  Net  Advantages.  The  usance  of  wealth.  Interest.  Prqfits  on  Capital. 
Earnings  of  Management,  Rent,  §  8.  Social  income.  §  4.  National 
income  a  better  measure  of  general  economic  prosperity  than  national 
wealth pp.  134— 138. 


BOOK  III. 

DEMAND  AND  CONSUMPTION. 

Ohapter  L  Introductory.  §  1*  The  relation  in  which  the  present  Book 
stands  to  the  three  following.  §  2.  Little  attention  has  been  paid  till 
recently  to  Demand  and  Consumption;  but  several  causes  are  now  bringing 
them  into  greater  prominence. pp.  141 — 14& 

Ohapter  IL  Wants  in  relation  to  Activities.  §  i.  Desire  for  variety. 
§§  2,  3.  Desire  for  distinction.  §  4*  Desire  for  distinction  for  its  own 
sake.    The  position  held  in  Economics  by  the  theory  of  Consumption. 

pp.  144— 14» 

Ohapter  IIL  The  Law  of  Demand.  ^  §  1.  The  Law  of  Satiable  Wants  or 
Diminishing  UtiUty.  Total  Utility.  Marginal  Increment,  Marginal 
Utility.  §  2.  Marginal  Demand  Price,  §  8.  Account  must  be  taken  of 
variations  in  the  utility  of  money.  §  4.  A  person's  Demand  Schedule. 
Meaning  of  the  term  an  increase  of  demand.  §  5.  Demand  of  a  Market. 
Law  of  Demand pp.  150 — 159 

Ohapter  17.    Law  of  Demand,  continued.    Elasticity  of  Demand. 

§  1.  Definition  of  Elasticity  of  Demand.  §§  2,  8.  A  price  which  is  low 
relatively  to  the  rich  may  be  high  relatively  to  the  poor.  §  4.  Demand  for 
Necessaries  and  for  Luxuries.  §  5.  Difficulties  connected  with  the  element 
of  Time.  §  6.  Changes  in  fashion.  §  7.  Difficulties  in  the  way  of  obtaining 
the  requisite  statistics.    Note  on  Statistics  of  consumption,     pp.  160 — 174 

Ohapter  V.    The  choice  between  different  uses  of  the  same  thing. 

§§  1,  2.  The  distribution  of  a  person's  means  between  the  gratifications  of 
different  wants;  so  that  the  same  price  measures  equal  utilities  at  the 
margin  of  different  purchases.  §  8.  The  distribution  between  present  and 
future  needs.  Discounting  future  pleasures.  §  4.  Distinction  between 
discounting  ftiture  pleasures,  and  discounting  future  pleasurable  events. 

pp.  175—180 

Ohapter  VL  The  Measurement  of  the  Utility  of  Wealth.  §1.  Price 
and  Utility.    Consumers*  Rent.    §  2.    Individual' differences  of  character 
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may  be  neglected  when  we  consider  the  average  of  large  numbers  of  people ; 
and  if  these  include  rich  and  poor  in  equal  proportions,  price  becomes  a  fair 
measure  of  utility ;  provided  allowance  is  made  for  collective  wealth.  §  3. 
Bernoulli's  suggestion.  The  edge  of  enjoyment  blunted  by  familiarity. 
Superior  nobili^  of  collective  over  private  use  of  wealth.  .        pp.  181 — 190 


BOOK  IV.  K  \ 


SUPPLY  OR  PRODUCTION. 


Chapter  L  Introductory.  §§  li  2*  Marginal  disutility.  Although  labour 
is  sometimes  its  own  reward,  we  may  regard  its  supply  as  governed  by  the 
price  which  is  to  be  got  for  it.  The  Supply  Schedule  for  a  commodity. 
Supply  Price pp.  193—196 

Chapter  IL  The  Fertility  of  Land.  §  l.  The  notion  that  hmd  is  a  free 
gift  of  nature  while  the  produce  of  land  is  due  to  man's  work  is  not  strictly 
accurate :  but  there  is  a  truth  underlying  it.  §  2.  Mechanical  and  chemi- 
cal conditions  of  fertility.  §  3.  Man's  power  of  altering  the  character  of 
the  soil.  §  4.  The  original  qualities  count  for  more,  and  the  artificial  for 
less,  in  some  cases  than  in  others.  In  any  case  the  extra  return  to  addi- 
tional capital  and  labour  diminishes  sooner  or  later.         .        pp.  197 — 205 

Chapter  IIL  The  Fertility  of  Land,  continued.  The  Law  of 
>  Diminishing  Betnrn.  §  l*  Land  may  be  under-cultivated  and  then 
the  Betum  due  to  extra  capital  and  labour  will  increase,  until  a  maximum 
rate  has  been  reached,  after  which  it  will  diminish  again.  Improved 
methods  may  enable  more  capital  and  labour  to  be  profitably  applied.  The 
Law  relates  to  the  amount  of  the  produce,  not  its  value.  Final  statement 
of  the  Law.  §  2.  A  Do$e  of  capital  and  labour.  Marginal  dose,  marginal 
return^  margin  of  cultivation.  The  marginal  dose  is  not  necessarily  the  last 
in  time.  SurpluM  Produce.  Its  relation  to  rent.  Bicardo  confined  his 
attention  to  the  circumstances  of  an  old  country.  §  3.  Eveiy  measure  of 
fertility  must  be  relative  to  place  and  time.  §  4.  As  a  rule  the  poorer  soils 
rise  in  value  relatively  to  the  richer,  as  the  pressure  of  population  increases. 
I  5.  Bicardo  said  that  the  richest  lands  were  culivated  first ;  this  is  true  in 
the  sense  in  which  he  meant  it.  But  it  is  apt  to  be  misunderstood ;  as  it 
was  by  Carey,  who  has  collected  striking  instances  of  new  settlers  passing 
hj  lands  which  have  ^ultimately  become  the  most  valuable.  §  6.  But 
Bicardo  had  underrated  the  indirect  advantages  which  a  dense  population 
offer  to  agriculture,  and' this  has  an  important  bearing  on  the  doctrine  of 
population.  §  7.  The  Laws  of  Betum  from  fisheries,  mines  and  building 
ground.    Note  on  the  meaning  of  the  phrase  **  a  Dose  of  capital  and  labour/' 

pp.  206—228 

Chapter  17.  The  Snpply  of  Labour.  The  Growth  of  Numbers. 
§§  1,  2.  History  of  the  doctrine  of  population.  §  3.  Malthus,  §§  4—6. 
Causes  that  determine  marriage-rate  and  birth-rate.  §§  7,  8.  History  of 
population  in  England.  Note  on  International  Statistics  representing  the 
Growth  of  Numbers. pp.  229—249 
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Ohapter  V.  The  Supply  of  Labour,  contdnnecL  Health  and 
Strength.  §§  l,  2.  General  conditions  of  health  and  strength.  §  3. 
The  necessaries  of  life.  §  4,  Hope,  freedom  and  ohange.  §  5.  Inflaenoe 
of  ooonpation.  §  6.  Inflaenoe  of  town  life.  §§  7, 8.  Natnxe  left  to  heraelT 
tends  to  weed  out  the  weak.  But  much  well  meant  homan  action  ohecka 
the  increase  of  the  strong,  and  enables  the  weak  to  survive.  Practical 
conclusion.         . pp.  250 — 262 

Ohapter  VL  The  Snpply  of  Labour,  continued.  Industrial 
Training.  §§  it  2.  Unskilled  labour  a  relative  term.  Skill  with  whicli 
we  are  familiar,  we  often  do  not  recognise  as  skill.  Mere  manual  skill  is 
steadily  losing  importance  relatively  to  general  intelligenoe  and  vigour  of 
character.  General  ability  and  specialized  skill.  §§  8,  4,  5.  Liberal  and 
technical  education.  Apprenticeships,  their  past,  and  their  possible  future. 
§  6.  Education  in  art.  §  7.  Mill  thought  that  the  industrial  classes  were 
divided  into  four  well  marked  grades ;  but  all  such  sharp  lines  of  division 
are  tending  to  fade  away 263— 27^ 


Chapter  Vn.  The  Ghrowth  of  Wealth.  §§1— 3.  UntU  reoenUy  there  was 
little  use  of  expensive  forms  of  auxiliary  capital ;  but  they  are  now  increas- 
ing fast,  as  is  also  the  power  to  accumulate.  §  4.  Security  as  a  condition  of 
saving.  §  5.  The  growth  of  a  money  economy  gives  new  temptations  to 
extravagance ;  but  it  has  enabled  people  who  have  no  faculty  for  business 
to  reap  the  fruits  of  saving.  §  6.  The  chief  motive  of  saving  is  family 
affection.  §  7.  Sources  of  accumulation  of  Material  and  Personal  capital. 
The  public  accumulations  of  democracies.  Co-operation.  §  8.  Choice 
between  present  and  deferred  pleasures.  The  postponement  of  gratification 
which  is  generally  involved  in  the  accumulation  of  wealth,  has  been  called 
abstinencet  but  is  better  described  by  Prof.  M'Vane  as  waiting.  Interest 
is  the  reward  of  waiting.  §§  9,  10.  The  higher  the  reward,  the  greater  the 
rate  of  saving  as  a  rule.  But  there  are  exceptions.  Note  on  the  statistics 
of  the  growth  of  wealth pp.  280 — ^298 

^^  Chapter  VIIL  Industrial  Organization.  §§  i,  2.  The  doctrine  that 
organization  increases  efficiency  is  old,  but  Adam  Smith  gave  it  a  new  life» 
Economists  and  biologists  have  worked  together  in  examining  the  influence 
which  the  struggle  for  survival  exerts  on  organization ;  its  harshest  features 
softened  by  heredity.  §  3.  Ancient  castes  and  modem  classes.  ^  4,  5. 
Adam  Smith  more  cautious  than  many  of  his  followers ;  their  indiscriminate 
eulogies  of  natural  organization.  They  took  too  Uttle  account  of  the 
development  of  faculties  by  use pp.  299 — 808 

^Chapter  EL  Industrial  Organization,  continued.  Division  of 
Labour.  The  Influence  of  Machinery.  §  i*  Practice  makes  perfect. 
§  2.  In  the  lower,  but  not  always  in  the  higher  grades  of  work  extreme 
specialization  increases  efficiency.  §  3.  Machinery  takes  over  sooner  or 
later  all  monotonous  work  in  manufacture,  and  after  a  time  requires  less 
and  less  watching.  §  4.  Machine-made  machinery  is  introducing  the  new 
era  of  Interchangeable  Parts.  §  6.  Illustration  from  the  printing  trade. 
§  6.    Machinery  relieves  the  strain  on  human  muscles ;  jind  thus  prevents 
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monotony  of  work  from  myolving  monotony  of  life.    §  7.    Speoialized  skill 
and  speoialized  machinery  compared.    External  and  Internal  economies. 

pp.  809—325 

Cnutpter  X.  Industrial  Organization,  continued.  The  Ooncentra- 
tion  of  Spedaliaed  Indnstries  in  Particalar  Localities.  §  i. 
PrimitiTe  forms  of  localized  industries.  Even  in  early  stages  of  civilization 
there  has  been  considerable  traffic  in  light  and  valuable  wares.  §  2.  Their 
▼arioua  origins.  §  3.  Their  advantages ;  hereditary  skill;  the  growth  of 
subsidiaiy  trades ;  the  use  of  highly  speoialized  machinery ;  a  local  market 
for  special  skill.  §  4.  The  influence  of  improved  means  of  communication 
on  the  geographical  distribution  of  industries.  Illustration  from  the  recent 
history  of  England. pp.  336 — 386 

Cniapter  XL  Industrial  Organization,  continued.  Production  on 
a  Large  Scale.  §  l*  The  typical  industries  for  our  present  purpose 
are  those  of  manufacture.  The  economy  of  material.  §§  2 — i.  The 
advantages  of  a  large  factory  in  the  use  of  specialized  machinery,  in  the 
invention  of  improved  machinery,  in  buying  and  selling;  in  specialized 
skill ;  and  in  the  subdivision  of  the  work  of  business  management.  Advant- 
sges  of  the  small  manufacturer  in  the  detailed  work  of  superintendence. 
Modem  developments  of  knowledge  act  in  a  great  measure  on  his  side. 
1 5.  Large  and  small  trading  establishments.  §  6.  The  transport  trades. 
Mines  and  quarries.    §  7.    Advantages  of  large  and  of  small  holdings. 

pp.  387—848 

Chapter  XTT,    Industrial  Organization,  continued.    Business  Man- 
agement.   §  1*    The  primitive  handicraftsman  dealt  directly  with  the 
consumer ;  and  so  do  as  a  rule  the  learned  professions  now.    §  2.    But  in 
most  businesses  the  services  of  a  special  class  of  undertakers  intervene. 
|§  3,  4.    The  chief  risks  of  undertaking  sometimes  separated  from  the 
^        detailed  work  of  management  in  the  building  and  some  other  trades.    The 
3  ^            undertaker  who  is  not  an  employer.    §  5.    The  faculties  required  in  the 
y^     ^     ideal  manufacturer.    §  6.    The  son  of  a  business  man  starts  with  so  many 
y    uh       advantages,  that  one  might  expect  business  men  to  form  something  like  a 
'           caste ;  reasons  why  this  result  does  not  follow.    §  7.     Private  partnerships. 
^  8,  9.    Public  joint  stock  companies.    Government  undertakings.    §  10. 
Co-operative   association.     Profit-sharing.     §    11.    The   working   man's 
opportunities  of  rising.    He  is  hindered  less  than  at  first  sight  appears,  by 
his  want  of  capital;  for  the  Loan-Fund  is  increasing  rapidly.    But  the 
growing  complexity  of  business  is  against  him.     §  12.    An  able  business 
man  speedily  increases  the  capital  at  his  command ;  and  one  who  is  not 
able  generally  loses  his  capital  the  more  rapidly,  the  larger  his  business  is. 
These  two  forces  tend  to  adjust  capital  to  the  ability  required  to  use  it  well. 
Business  ability  in  command  of  capital  has  a  fairly  defined  supply  price  in 
such  a  country  as  England pp.  349 — 370 

Ghapter  "^ttt  Conclusion.  The  Law  of  Increasing  in  Relation  to 
that  of  Diminishing  Betum.  §  l.  Summary  of  the  later  chapters  of 
this  Book.  §  2.  Cost  of  production  should  be  taken  with  reference  to  a 
Repreientative  Firm,  which  has  normal  access  to  the  economies  Internal 
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and  External  belonging  to  a  given  aggregate  volume  of  prodaotion.  The 
Lawi  of  CatutatU  Return  and  Increating  Return,  §  8.  An  increase  of 
nombers  generally  leads  to  a  more  than  proportionate  increase  of  collective 
efficiency 871—379 

BOOK  V. 

THE  THEORY  OF  THE  EQUILIBRIUM  OF  DEMAND  AND 

SUPPLY. 

Chapter  L  On  Markets.  §  l*  Most  economic  problems  have  a  kernel 
relating  to  the  equilibrium  of  demand  and  supply.  §  2.  Definition  of  a 
Market,  §  3.  Limitations  of  a  market  with  regard  to  Space,  General 
conditions  which  affect  the  extent  of  the  market  for  a  thing ;  suitability 
for  grading  and  sampling;  portability.  §  4.  Highly  organized  markets. 
§  5.  Limitations  of  market  with  regard  to  Space,  A  market  which  seems 
to  be  narrowly  confined,  is  often  subject  to  indirect  infiuences  from  great 
distances.    §  6.    Limitations  of  market  with  regard  to  Time, 

pp.  883—389 

Ohapter  IL    Temporary  Eqnilibrium  of  Demand  and  Snpply.   §  i. 

In  a  casual  barter  there  is  generally  no  true  equilibrium.  §  2.  In  a  local 
com  market  a  true,  though  temporary,  equilibrium  is  generally  reached* 
§  3.  The  latent  assumption,  that  the  marginal  utility  of  money  to  the 
several  dealers  does  not  appreciably  change  during  the  dealing.  This  is 
generally  true  in  a  com  market,  but  not  in  a  labour  market.  Note  on 
Barter. pp.  390—397 

Ohapter  IH    Eqnilibrium  of  Normal  Demand  and  Supply.    §  i. 

Nearly  all  dealings  in  commodities  that  are  not  very  perishable,  are  affected 
by  calculations  of  the  future.  §  2.  Real  and  Money  Cott  of  productum. 
Expenses  of  production.  Factors  of  production,  §  3.  The  Law  of  Sub- 
stitution, §  4.  The  position  from  which  we  start  Laws  of  Demand  and 
Supply.  Quasi-rent,  Cost  of  production  by  a  Representative  Firm.  §  5. 
Supply  Schedule.  §  6.  Equilibrium-amount  and  equilibrium-price.  Stable 
equilibria.  Looseness  of  the  connection  between  the  supply-price  of  a 
commodity  and  its  real  Cost  of  production.  Trae  significance  of  a  position 
of  Kormal  Equilibrium.    Meaning  of  the  phrase  In  the  long  run, 

pp.  398—409     ,  . 

Chapter  IV.  The  Investment  of  Capital  in  a  Business.  Prime  Cost 
and  Total  Cost.  §  l.  Motives  determining  the  investment  of  capital  in 
the  case  of  a  man  who  makes  a  thing  for  his  own  use.  Balancing  of  future 
pleasuies  againt  present.  §  2.  Investment  of  capital  by  the  modem 
Undertaker.  Accumulation  of  past  and  discounting  of  future  outli^s  and 
receipts.  Difficulty  of  distinguishing  between  expenditure  on  current  and 
on  capital  account.  §  3.  The  margin  of  profitableness  is  not  a  point  on 
any  one  route,  but  a  line  intersecting  all  routes.  §  4.  Prime  cost.  Supple^ 
mentary  and  Total  cost.  Where  there  is  much  fixed  capital,  prices  can  UlU 
far  below  their  normal  level  without  reaching  Prime  cost.        pp.  410 — 417    ^ 
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Chapter  V.  Eanllibriiim  of  Normal  Demand  and  Snpply,  continned. 
The  Term  Normal  with  Reference  to  Long  and  Short  Periods. 
§  1.  Elasticity  of  the  term  Normal.  §§  2,  8.  Long  periods  and  short 
periods.  Studies  of  the  equilibrimn  of  normal  demand  and  supply  may  be 
divided  into  two  classes  as  the  periods  to  which  they  relate  are  long,  or 
comparatively  short.  §  4.  For  short  periods  appliances  of  prodaotion  have 
to  be  taken  for  granted,  and  the  income  derived  firom  them  is  to  be  regarded 
as  yielding  a  Qnasi-Reni  §  5.  But  for  long  periods  the  supply  price  is 
that  which  is  just  needed  to  call  forth  those  new  investments  of  capital, 
material  and  personal,  which  are  required  to  make  up  a  certain  aggregate  i 

volume  of  production.    §  6.    Scope  of  the  remaining  Chapters  of  Book  Y.,        .       | 
some  of  which  may  be  provisionally  omitted.  .        .        pp.  418 — 429 

Chapter  VL  Joint  and  Composite  Demand :  Joint  and  Composite 
Supply.  §  1.  Derived  demand  e^nd  joint  demand,  Blustration  taken  from 
a  labour  dispute  in  the  building  trade.  General  Law  of  Derived  Demand. 
§  8.  Conditions  under  which  a  check  to  supply  may  raise  much  the  price 
of  a  factor  of  production.  §  8.  Composite  demand.  The  distribution  of  an 
economic  good  between  several  uses.  §  4.  Joint  Supply,  Derived  supply 
schedule.    §  5.     Compotite  Supply.    Rival  commodities  cannot  generally  ^ 

remain  in  the  field  together,  if  any  of  them  ob^y  the  Law  of  Increasing  ,, 

Betum.    §  6.    Complex  problems pp.  480—441         4 

Chapter  VIL  Prime  and  Total  Cost  in  relation  to  Joint  Products.  '^^ 
Cost  of  Marketing.  Insurance  against  Bisk.  Cost  of  Reproduc- 
tion. §§  1*  2.  Difficulties  of  assigning  to  each  branch  of  a  mixed  business 
its  proper  share  of  the  expenses  of  production,  and  especially  of  marketing. 
§  8.  Insurance  against  loss  by  fire  or  sea.  Other  business  risks.  §  4. 
Uncertainty  is  an  evil  in  itself.    §  5.    Cost  of  Beproduction. 

pp.  442—450 

Chapter  VHX  Cn  the  value  of  an  appliance  for  production  in  rela- 
tion to  that  of  the  things  produced  by  it.    Bent  and  Quasi-Bent. 

$§  1,  2.  The  question  whether  the  inoome  derived  from  a  factor  of  produc- 
tion is  to  be  regarded  as  due  to  a  differential  advantage  and  therefore  as 
partaking  of  the  nature  of  a  Bent.  General  proposition  as  to  the  incidence 
of  taxes  on  Bents,  Quasi-Bents,  Profits.  §§  3 — 5.  Bicardo's  doctrine  that 
Rent  does  not  enter  into  cost  of  production  contains  an  important  truth;  but 
it  is  ambiguously  worded,  and  is  often  taken  in  a  sense  in  which,  though  true 
with  regard  to  agricultural  produce  as  a  whole,  it  is  not  true  as  to  any  one 
kind  of  produce.  §  6.  When  rightly  interpreted,  it  is  as  true  of  urban  as 
of  rural  rents.    §  7.    Blining  royalties  are  not  rents.        .        pp.  451 — 464 

Chapter  EL  Cn  the  value  of  an  appliance  for  production  in  relation 
to  that  of  the  things  produced  by  it,  continued.  §  i.  When  a  new 
country  is  first  settled,  land  is  to  be  regarded  as  yielding  profits  rather  than 
rent  §  2.  Bent  emerges  later ;  and  the  shorter  the  period  under  conside- 
ration, the  wider  are  the  classes  of  improvements,  the  income  from  which 
is  to  be  regarded  as  rent.  §  8.  The  Quasi-rent  of  machinery  and  other 
implements.  §  4.  The  analogy  between  Quasi-rent  and  rent  relates  only 
to  short  periods,  and  has  no  bearing  on  the  broader  problems  of  economic 
progress pp.  465— 472 
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Ohapter  X.  On  the  value  of  an  appliance  for  prodnction  in  relation 
to  that  of  the  things  produced  by  it,  continued.  Situation  Bent. 
Composite  Bent.  §  l.  Influenoe  of  sitoation  on  the  value  of  agrieoltoral 
land.  In  all  trades  aooesa  to  External  economies  depends  partly  on  sitaa- 
tion.  §  2.  Situation  rent,  §  3.  Exceptional  oases  in  whioh  the  income 
derived  from  advantageous  situation  is  to  be  regarded  as  profits  rather  than 
rent.  §  4.  The  several  elements  of  a  Composite  Bent  cannot  always  be 
distinguished pp.  478 — 479 

Chapter  XL  The  equilibrium  of  Normal  Demand  and  Supply,  con- 
cluded. Multiple  positions  of  equilibrium.  §1.  The  terms  average 
and  aggregate  expenses  of  production  have  a  definite  meaning  only  in  a 
perfectly  Stationary  State ;  but  in  that  State  average  and  normal  expenses 
would  be  identical.  §  2.  Modes  of  action  of  the  Law  of  Increasing  Betum. 
§  3.  Theory  of  stable  and  unstable  equilibria.  §  4.  Limitations  of  the 
theory.    §  6.    Deficiencies  of  the  statical  method  in  economics. 

pp.  480—497 

Chapter  XTI.  Theory  of  Changes  in  Normal  Demand  and  Supply, 
in  relation  to  the  Doctrine  of  Maiimum  SatisfEtction.  §  i.  In- 
troduction. §  2.  Effects  of  an  increase  of  normal  demand.  §  3.  Effects  of 
an  increase  of  normal  supply.  §  4.  The  cases  of  Constant,  Diminishing 
and  Increasing  Betum.  §§  5 — 7.  Statement  and  limitations  of  the  doctrine 
of  Maximum  Satisfaction pp.  498 — 611 

Chapter  Xm  TheTheory  of  Monopolies.  §l.  We  are  now  to  compare 
the  monopolist's  gains  from  a  high  price  with  the  benefits  to  the  public  of 
a  low  price.  §  2.  The  primd  facie  interest  of  the  monopolist  is  to  get  the 
maximum  Net  Revenue,  §  3.  The  Monopoly  Revenue  Schedule.  §  4.  A 
tax,  fixed  in  total  amount,  on  a  monopoly,  will  not  diminish  production ; 
nor  will  one  proportioned  to  Monopoly  Net  Bevenue ;  but  it  will  have  that 
effect  if  it  is  proportional  to  the  quantity  produced.  §  5.  A  monopolist 
can  often  work  economically.  §  6.  He  may  lower  his  price  with  a  view  to 
the  future  development  of  his  business,  or  from  a  direct  interest  in  the 
welfare  of  consumers.  §  7.  Total  Benefit.  Compromise  Benefit,  §  8.  The 
public  importance  of  the  statistical  study  of  the  Law  of  Demand  and  of 
Consumers'  Bent pp.  612 — 527 

Chapter  ZIV.  Summary  of  the  General  Theory  of  Equilihrium  of 
Demand  and  Supply.    Note  on  Bicardo's  Theory  of  value. 

pp.  528—545 

BOOK  VI. 

VALUE,  OR  DISTRIBUTION  AND  EXCHANGK 

Chapter  L    Preliminary  Survey  of  Distrihution  and  TSrchange.   §  l. 

The  Physiocrats  assumed,  in  accordance  with  the  peculiar  circumstanoes  of 
their  time  and  country,  that  wages  were  at  their  lowest  possible  level,  and 
that  much  the  same  was  true  of  the  interest  on  Capital.  These  rigid 
assumptions   were  partially  relaxed  by  Adam  Smith,  and  by  Bialthns. 
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Bieardo*B  language  was  loose ;  bat  he  did  not  hold  the  **iron  law  of  wages*" 
commonly  attributed  to  him.  §  2.  The  deteriorating  e£Feot  of  low  wages 
has  been  insisted  on  by  Mill,  and  more  fully  by  General  Walker  and  other 
American  economists.  §§  3,  4.  Progressive  Modifications  of  the  assump- 
tions of  the  Physiocrats.  The  amounts  and  prices  of  the  several  agents  of 
production  mutually  determine  one  another,  subject  to  the  general  economic 
conditions  of  time  and  place.  §  5.  But  rent  proper  stands  in  an  excep- 
tional position. pp.  549 — 561 

Ohapter  IL  Preliminary  Survey  of  Distribution  and  Exchange,, 
continued.  §  l*  The  aggregate  Net  product  of  the  agents  of  produc- 
tion is  the  Sational  Dividend,  Sense  in  which  it  is  true  that  the  eaminga 
of  labour  depend  on  advances  made  by  capital.  The  National  Dividend  is  at 
once  the  product  of,  and  the  source  of  demand  for,  all  the  agents  of  pro- 
duction. §  2.  An  increase  in  the  supply  of  any  agent  will  generally  lower 
its  price  to  the  benefit  of  other  agents.  §  8.  The  statement  that  wages 
tend  to  equal  the  Net  product  of  the  worker's  labour  is  true,  but  requires 
to  be  carefully  interpreted.  §  4.  Wages  of  a  worker  expressed  provision- 
ally in  terms  of  the  Net  products  of  workers  in  the  same  grade  or  in 
other  grades.  The  dependence  of  wages  on  the  efficiency  of  labour.  An 
increased  supply  of  business  ability  raises  the  wages  of  manual  labour, 
and  80  does  an  increase  of  capital  ultimately.  §  5.  But  its  immediate 
effect  may  be  different.  §  6.  We  assume  competition  to  be  normally 
active  but  not  perfect.  Nora  on  the  Wages-Fund  theory,  and  on  two  of 
IGll's  fundamental  propositions  on  Capital.      *.        .        .       pp.  562 — 576> 

Chapter  IIL  Demand  and  Supply  in  relation  to  Labour.  Eeal  and 
Nominal  T^m^iigg,  §  l.  Competition  tends  to  make  weekly  wages  in 
similar  employments  not  equal,  but  proportionate  to  the  efficiency  of  the 
workers.  Time-earnings.  Payment  by  Piecework,  Efficienqf-eamings, 
Time-earnings  do  not  tend  to  equality  but  efficiency-earnings  do.  §§  2, 3. 
Real  wages  and  Nominal  wages.  Allowance  must  be  made  for  variations 
in  the  purchasing  power  of  money,  with  special  reference  to  the  consump- 
tion of  the  grade  of  labour  concerned ;  and  for  trade  expenses  and  all  inci- 
dental advantages  and  disadvantages.  §  4.  Wages  partly  paid  in  kind. 
§  5.  The  Truck  System.  §  6.  Uncertainty  of  success  and  irregularity  of 
employment.  §  7.  Supplementary  earnings.  Family  earnings.  §  8. 
The  attractiveness  of  a  trade  does  not  depend  merely  on  its  money- 
earnings,  but  its  Net  Advantages.  Influence  of  individual  and  national 
character.    Peculiar  conditions  of  the  lowest  grade  of  workers. 

•  pp.  677—590 

Ohapter  17.  Demand  and  Supply  in  relation  to  Labour,  continued. 
§  1.  The  importance  of  many  peculiarities  in  the  action  of  demand  and 
supply  with  regard  to  labour  depends  much  on  the  cumulativeness  of  their 
effects ;  thus  resembling  the  influence  of  custom.  §§  2 — i.  First  peculiarity: 
the  worker  sells  his  work,  but  he  himself  has  no  price.  Consequently  the 
investment  of  capital  in  him  is  limited  by  the  means,  the  fore-thought,  and 
the  unselfishness  of  his  parents.  Importance  of  a  start  in  life.  Influence 
of  moral  forces.  §  5.  Second  peculiarity.  The  worker  inseparable  from  hia 
work.  §  6.  Third  and  fourth  peculiarities.  Labour  is  perishable,  and  the 
•eUers  of  it  are  often  at  a  disadvantage  in  bargaining.  pp.  591— 60a 
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Chapter  V.  Demand  and  Snpiily  in  rdation  to  Labour,  condoded. 
§  1.  The  fifth  peenliArity  of  labour  consists  in  the  great  length  of  time 
required  for  providing  additional  supplies  of  specialized  ability.  §  2. 
Parents  in  choosing  trades  for  their  children  most  look  forward  a  whole 
generation;  difllenlties  of  ftmyasting  the  fntore.  §  3.  Movements  of 
adult  labour  are  of  increasing  importance  in  consequence  of  the  growing 
demand  for  general  abilitj.  $  4.  B^snm^  of  the  distinction  between 
long  and  short  periods  with  reference  to  normal  value.  §  5.  The  Quasi- 
rent  of  labour  is  seen  most  dearly  in  the  case  of  indqiendent  handi- 
crafts-men ;  but  it  can  also  be  traced  under  the  modem  system  of  industry. 
§  6.  In  estimating  the  Quasi-rent  of  the  labourer's  skill,  account  must 
be  taken  not  only  of  his  wear  and  tear,  but  also  of  his  fatigue.  §  7.  The 
extra  income  earned  by  natural  abilities  may  be  regarded  as  a  rent,  when 
we  are  considering  the  sources  of  the  incomes  of  individuals,  but  not  with 
reference  to  the  normal  earnings  of  a  trade.  pp.  604 — 614 

Chapter  VL    Demand  and  Snpply  in  relation  to  Capital   §  i.    B^ 

sum^  of  the  causes  that  govern  the  supply  of  accumulated  wealth.  §  2. 
Causes  that  govern  the  demand  for  accumulated  wealth.  §  8.  The  rate 
of  interest  is  determined  by  the  mutual  actions  and  re-actions  of  these  two 
sets  of  causes.  §§  4,  5.  The  Grots  interest  paid  by  the  borrower  includes 
some  Insurance  against  Bisks,  both  Real  and  Personal^  and  some  Earnings 
of  Management  as  well  as  true  or  Net  interest.  It  therefore  does  not  tend 
to  equality  as  Net  interest  does.  §  6.  The  true  nature  of  interest  has 
been  in  t^e  main  well  understood  by  most  economists,  since  the  time  of 
Bicardo.  §  7.  But  it  was  misconceived  in  the  Middle  Ages,  §  8.  and  by 
Bodbertus  and  Marx.  Note  on  the  Purchasing  Power  of  Money  in  relation 
to  the  Beal  Bate  of  Interest pp.  615— 683 

Chapter  VIL  Demand  and  Snpply  in  relation  to  Capital,  Bnsiness 
Power  and  Industrial  Organization.  §  i.  The  one-sided  action  of 
the  Law  of  Substitution.  The  ultimate  and  indirect  services  rendered 
by  any  form  of  business  management  play  very  little  part  in  determining 
its  success  in  the  Struggle  for  SurvivaL  Services  of  those  who  pioneer. 
§§  2,  3,  4.  The  action  of  the  Law  of  Substitution  in  controlling  Earnings 
of  Management,  illustrated  by  comparing  firstly  the  services  of  foremen 
with  those  of  ordinary  workmen,  secondly  those  of  heads  of  businesses  with 
thoBe  of  foremen,  and  lastly  those  of  the  heads  of  la^e  and  small  busi- 
nesses. §  5.  Position  of  the  undertaker  who  uses  much  borrowed  capital 
§  6.  Joint-stock  companies.  §  7.  Modem  methods  of  business  tend  to 
adjust  Earnings  of  Management  to  the  difficulty  of  the  work  done.  Busi- 
ness ability  is  non-specialized. pp.  634—646 

Chapter  VIIL  Demand  and  Snpply  in  relation  to  CapitaPknd 
Business  Power,  COndnded.  I  1.  We  have  next  to  inquire  whether 
there  is  any  general  tendency  of  the  rate  of  profits  to  equality.  In  a 
large  business  some  Earnings  of  Bianagement  are  classed  as  salaries; 
and  in  a  small  one  much  wages  of  labour  are  classed  as  profits ;  and  in 
consequence  profits  appear  higher  in  small  businesses  than  they  really 
are.  §  2.  The  normal  annual  rate  of  profits  on  we  capital  employed 
is  high  where  the  Circulatiug  capital  is  large  relatively  to  the  Fixed ;  and 
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especiallj  where  the  wagea-bill  is  very  large  relatively  to  the  capital. 
^  3,  4.  Each  branch  of  trade  has  its  cnstomary  or  foir  rate  of  profits  on 
the  turnover.  §  5.  Profits  are  a  constituent  element  of  nonnal  supply- 
price  ;  but  the  income  derived  from  capital  already  invested,  in  a  material 
form  or  in  the  acquisition  of  skill,  is  generally  a  Quasi-rent.  §§  6—9.  A 
comparison  between  profits  and  other  earnings ;  with  a  study  of  the  points 
in  which  profits  resemble,  and  those  in  which  they  differ,  from  professional 
earnings  and  wages.  §  10.  The  so-called  Bent  of  rare  natural  abilities  is 
more  prominent  in  business  profits  than  in  many,  though  not  all,  profes- 
sional earnings pp.  647—662 

Ghapter  IX.  Demand  and  Supply  in  relation  to  Land.  %  l,  2.  The 
rent  of  land  is  a  species  of  a  large  genus.  For  the  present  we  suppose 
land  to  be  cultivated  by  its  owners.  B6sum6  of  earlier  discussions.  §  3. 
A  rise  in  the  real  value  of  produce  generally  raises  the  produce  value  of 
the  surplus,  and  its  real  value  even  more.  Distinction  between  the  labour 
value,  and  the  general  purchasing  power  of  produce.  §  4.  Effects  of 
improvements  on  Producer's  Surplus.  §  5.  Ricardo's  doctrine  of  Bent, 
or  Producer's  Surplus,  is  generally  applicable  to  nearly  all  systems  of  land 
tenure.  But  in  the  modem  English  system  the  broad  line  of  division 
between  the  landlord's  and  the  farmer's  share  is  also  that  which  is  most 
important  for  science.  §§  6,  7.  Land,  whether  agricultural  or  urban,  when 
regarded  from  the  point  of  view  of  its  individual  owner  or  purchaser,  is 
merely  a  particular  form  of  capital.    §  8.    The  highest  urban  rents  are  ^ 

chiefly  paid  by  traders :  but  ground  rent  does  not  enter  into  the  marginal       k^^ 
price  of  the  services  of  the  trader  in  any  sense  in  which  it  does  not  enter     ^  fif  ^ 
into  those  of  the  farmer  or  manufacturer.    §  9.    The  capital  value  of  land. 
Note  on  Bicardo's  doctrine  as  to  the  incidence  of  Taxes  and  the  influence 
of  Improvements  in  Agriculture. pp.  668 — 679 

Chapter  X.  Demand  and  Snpply  in  relation  to  Land,  continued. 
Land  Tenure.  §  l.  Early  forms  of  Land-tenure  have  generally  been 
based  on  partnerships,  the  terms  of  which  are  determined  by  custom,  rather 
than  by  conscious  contract ;  the  so-called  landlord  is  generally  the  sleeping 
partner.  §§  2,  3.  But  custom  is  much  more  plastic  than  at  first  appears, 
as  is  shown  even  by  recent  English  history.  Caution  is  needed  when 
applying  Bicardian  analysis  to  modem  English  land  problems ;  as  well  as 
to  earlier  systems.  The  terms  of  partnership  in  them  were  vague,  elastic, 
and  capable  of  unconscious  modification  in  many  ways.  §§  4,  5.  The 
advantages  and  disadvantages  of  Metayage  and  Peasant-Proprietorship. 
§§  6,  7.  The  English  system  enables  the  landlord  to  supply  that  part  of  the 
capital  for  which  he  can  be  easily  and  effectively  responsible ;  and  it  gives 
considerable  freedom  to  the  forces  of  selection,  though  less  than  there  is  in 
other  branches  of  industry.  §§  8,  9.  Large  and  small  holdings.  §  10. 
Difficulty  of  deciding  what  are  normal  prices  and  harvests.  The  tenant's 
freedom  to  make  and  reap  the  fruits  of  improvements.  §  11.  Conflict 
between  public  and  private  interests  in  the  matter  of  building,  open  spaces, 
and  in  other  matters pp.  680—703 

Chapter  XL  General  view  of  Distribution.  §§  1—4.  Summary  of  the 
preceding  eight  chapters,  in  which  is  traced  a  thread  of  continuity  lying 
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across  that  traoed  in  Book  y.  CbMpter  xnr.,  and  establishing  a  unity  between 
the  causes  that  govern  the  nonnal  Talnes  of  the  Tarioos  agents  and  appliances 
of  production,  material  and  hnman.  §  5.  The  Tarioos  agents  of  produc- 
tion may  be  ocmpetitorB  for  employment,  but  they  are  also  the  sole  source 
of  employment  fat  one  another.  $  6.  How  an  increase  of  capital  enriches 
the  field  of  oni^qyment  for  labour.  §  7.  An  increase  either  in  the  number 
or  in  the  efficiency  of  any  group  of  workers  generally  benefits  other  workers : 
but  the  former  injures,  iHiile  the  latter  benefits  themselyes.  $§  8 — 10. 
Belations  between  the  interests  of  different  citssos  of  workers  in  the  same 
business  and  in  the  same  trade. pp.  704 — 716 

ObapterXIL  Theinflntneeof  Frogrenon  Valua.  §1.  The  richness 
of  the  field  of  employment  for  capital  and  labour  in  a  new  oountiy 
depends  partly  on  the  access  to  markets  in  which  it  can  sell  its  goods 
and  mcnrtgage  its  future  incomes  for  ptesent  supplies  of  what  it  wants. 
K  2,  8.  England*s  foreign  trade  in  last  coitury  increased  her  command 
orer  comforts  and  luxuries,  and  only  within  recent  years  has  much  in- 
creased her  command  over  necessaries.  §  4.  Her  direct  gains  from  the 
progress  of  manufactures  have  been  less  than  at  first  sight  appears ;  but 
those  from  the  new  means  of  transport  have  been  greater.  §  5.  Changes 
in  the  labour  Talues  of  com,  meat,  house-rocnn,  fuel,  dothing,  water, 
light,  news,  and  travd.  §§  6 — ^9.  Progress  has  raised  the  labour-value  of 
Knglish  land,  urban  and  rural,  taken  together ;  though  it  has  lowered  the 
value  of  most  kinds  of  material  appliances;  and  the  increase  of  ci^ital  has 
lowered  its  proportionate,  but  not  its  total  income.  ^  9, 10.  Nature  and 
causes  of  changes  in  the  earnings  of  different  industrial  dasses.  §  11.  The 
enmings  of  exceptional  ability.  §  12.  Progress  has  done  more  than 
is  generally  thought  to  raise  the  wages  of  labour,  and  has  probably  lessened 
rather  than  increased,  the  inconstancy  of  employment  of  free  labour ;  but 
yery  great  evils  remain.  §  13.  The  broader  influences  of  progress.  Earn- 
ings in  relation  to  the  Standard  of  Life,  that  isof  activities  as  vrell  as  of 
wants,  liischievous  ambiguity  of  the  phrase  the  Standard  of  Comfort, 
§  14.  Progress  in  relation  to  leisure.  The  wastefulness  of  excessive  work. 
§  15.  In  some  trades  shorter  hours  combined  with  double  shifts  would 
bring  almost  unmixed  gain.  §  16.  But  in  many  trades  shortening  the 
hours  of  labour  would  lessen  the  output.  §  17.  Fallacy  of  supposing  that 
such  a  diminution  of  the  hours  of  work,  as  did  not  increase  efficiency  at 
least  in  proportion,  could  permanently  increase  the  demand  for  labour  or  the 
constancy  of  emj^oyment.  §  18.  Fallacy  of  supposing  that,  because  one 
trade  can  gain  by  making  its  labour  scarce,  therefore  all  trades  can  do  so. 
The  untrustworthiness  of  direct  appeals  to  facts  and  of  the  arguments  po$t 
hoc  ergo  propter  hoc,  §  19.  General  conclusions  as  to  the  good  and  evil  of 
a  reduction  of  the  hours  of  labour pp.  717 — ^748 

Mathematical  Appendix. PP.  749—764 

Index. pp.  766—770 
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P.  40,  footnote  1,  L  4,  the  reference  shonld  be  Bk,  vi.  CA.  vn.  vin.  xi.  xn. 
P.  lao,  footnote  1, 1.  2,  for  NoU  iv.  read  NoU  v. 

P.  221,  L  14,  this  should  read  "he  was  bronght  ap  in  the  tenets  of  Ricardo,  by  a 
father  who  had  emigrated  from  Ireland  to  America,  and  he  began  to  write  as 
an  advocate  of  Free  Trade ;  bat  after  a  while  he  was  stmck  by  the  facts  that 
etc" 
P.  234,  footnote  1, 1.  7,  this  shoold  read  "he  osed  an  unfortnnate  phrase  which  did 
not  by  itself  express  his  real  meaning,  and  which  he  did  not  explain  in  his 
first  edition:  viz. — " 
P.  234,  footnote  2,  for  was  not  made  prominent  read  was  treated  slightingly 
P.  251,  for  the  Berlin  University  Corps  which  read  University  Students  toho 
P.  259,  footnote  L  2,  for  1883  read  1884 
P.  397,  last  line,  for  Note  xn.  read  Xote  xn.  bis 

P.  427,  L  19,  the  definition  of  Coi^'unctw  on  P.  660  should  have  been  inserted  here 
P.  483,  footnote,  last  line,  for  Note  xrv.  read  Note  xiv.  his 
P.  471,  L  18,  for  second  read  first 
P.  603,  L  2,  for  the  last  ChapUr  read  ChapUr  vi. 
P.  515,  last  line,  for  Note  xxi.  read  Note  xxi.  his 
P.  597,  footnote,  L  31,  for  Note  xxvu.  read  Note  xxrv. 
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BOOK   I. 

PRELIMINARY   SURVEY. 

CHAPTER  I. 
INTBODUCnON. 

§  1.    Political  Economy,  or  Economics,  is  a  study  of  book  l 
man's  actions  in  the  ordinary  business  of  life ;  it  inquires     ^'^' 
how  he  gets  his  income  and  how  he  uses  it.     Thus  it  is  on  Economics 
the  one  side  a  study  of  wealth,  and  on  the  other,  and  more  im-  ddeastadj 
portant  side,  a  part  of  the  study  of  man.   For  man's  character  Indon  the 
has  been  moulded  by  his  e very-day  work,  and  by  the  material  Jj^^of 
resources  which  he  thereby  procures,  more  than  by  any  other  *^e  »*"^ 
influence  unless  it  be  that  of  his  religious  ideals ;  and  the  The 
two  great  forming  agencies  of  the  world's  history  have  been  the  ^rW 
the  religious  and  the  economic.     Here  and  there  the  ardour  ^Snbeen 
of  the  military  or  the  artistic  spirit  has  been  for  a  while  ^Vf^  by 

.    .  ,      .  religioiis 

predominant :   but  religious  and  economic  influences  have  and 
nowhere  been  displaced  from  the  front  rank  even  for  a  time ;  forces, 
and  they  have  nearly  always  been  more  important  than  all 
others  put  together.     Religious  motives  are  more  intense 
than  economic ;  but  their  direct  action  seldom  extends  over 
80  large  a  part  of  life.     For  the  business  by  which  a  person  Man's 
earns  his  livelihood  generally  fills  his  thoughts  during  by  far  fo^^  by 
the  greater  part  of  those  hours  in  which  his  mind  is  at  its  ^j^^ 
best;  during  them  his  character  is  being  formed  by  the 
way  in  which  he  uses  his  fetculties  in  his  work,  by  the 
thoughts  and  the  feelings  which  it  suggests,  and  by  his 
relations  to  his  associates  in  work^  his  employers  or  his 
employ^ 

And  very  often  the  influence  exerted  on   a   person's 

/O        M.  .1 
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BOOK  I.    character  by  the  amount  of  his  income  is  hardly  less,  if  it 

^^'^     is  less,  than  that  exerted  by  the  way  in  which  it  is  earned. 

Poverty      It  makes  indeed  little  real  diflference  to  the  life  of  a  family 

Cft11868 

degra.  whether  its  yearly  income  is  £1000  or  £5000.  But  it  makes 
^^^^  a  very  great  difference  whether  the  income  is  £30  or  £150 : 
for  with  £150  the  family  has,  with  £30  it  has  not,  the  material 
conditions  of  a  complete  life.  It  is  true  that  in  religion,  in 
the  family  affections  and  in  friendship,  even  the  poor  may 
find  scope  for  many  of  those  faculties  which  are  the  source 
of  the  highest  happiness.  But  the  conditions  which  surround 
extreme  poverty,  especially  in  densely  crowded  places,  tend 
to  deaden  the  higher  facultiea  Those  who  have  been  called 
the  Residuum  of  our  large  towns  have  little  opportunity  for 
friendship;  they  know  nothing  of  the  decencies  and  the 
quiet,  and  very  little  even  of  the  unity  of  family  life ;  and 
religion  often  fails  to  reach  them.  No  doubt  their  physical, 
mental,  and  moral  ill-health  is  partly  due  to  other  causes 
than  poverty,  but  this  is  the  chief  cause. 

And  in  addition  to  the  Residuum  there  are  vast  numbers 
of  people  both  in  town  and  country  who  are  brought  up  with 
insufficient  food,  clothing,  and  house-room,  whose  education 
is  broken  off  early  in  order  that  they  may  go  to  work  for 
wages,  who  thenceforth  are  engaged  during  long  hours  in 
exhausting  toil  with  imperfectly  nourished  bodies,  and  have 
therefore  no  chance  of  developing  their  higher  mental  faculties. 
Their  life  is  not  necessarily  unhealthy,  or  unhappy.  Rejoicing 
in  their  affections  towards  God  and  man,  and  perhaps  even 
possessing  some  natural  refinement  of  feeling,  they  may  lead 
lives  that  are  far  less  incomplete  than  those  of  many  who 
have  more  material  wealth.  But,  for  all  that,  their  poverty 
is  a  great  and  almost  unmixed  evil  to  them.  Even  when  they 
are  well,  their  weariness  often  amounts  to  pain,  while  their 
pleasures  are  few ;  and  when  sickness  comes,  the  suffering 
caused  by  poverty  increases  tenfold.  And  though  a  contented 
spirit  may  go  far  towards  reconciling  them  to  these  evils, 
there  are  others  to  which  it  ought  not  to  reconcile  them. 
Overworked  and  undertaught,  weary  and  careworn,  without 
quiet  and  without  leisure,  they  have  no  chance  of  making 
the  best  of  their  mental  faculties. 
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Although  then  some  of  the  evils  which  commonly  go  with    book  i. 
poverty  are  not  its  necessary  consequences;   yet,  broadly     ^°''' 
speaking,  "  the  destruction  of  the  poor  is  their  poverty,"  and 
the  study  of  the  causes  of  poverty  is  the  study  of  the  causes 
of  the  degradation  of  a  large  part  of  mankind. 

§  2.     Slavery  was  regarded  by  Aristotle  as  an  ordinance  The  world 
of  nature,  and  so  probably  was  it  by  the  slaves  themselves  in  grown  ie 
olden  time.     The  dignity  of  man  was  proclaimed  by  the^^,^* 
Christian  religion :  it  has  been  asserted  with  increasing  vehe-  "^S?S?*^' 
mence  during  the  last  hundred  years :  but  it  is  only  through  ont«ow 
the  spread  of  education  during  quite  recent  times  that  we  are  that 
beginning  at  last  to  feel  the  full  import  of  the  phrase.     Now  ^^J^^J^j 
at  last  we  are  setting  ourselves  seriously  to  inquire  whether 
it  is  necessary  that  there  should  be  any  so-called  "lower 
classes"  at  all:  that  is,  whether  there  need  be  large  numbers 
of  people  doomed  from  their  birth  to  hard  work  in  order  to 
provide  for  others  the  requisites  of  a  refined  and  cultured 
life;  while  they  themselves  are  prevented  by  their  poverty 
and  toil  from  having  any  share  or  part  in  that  life. 

The  hope  that  poverty  and  ignorance  may  gradually  be 
extinguished  derives  indeed  much  support  from  the  steady 
progress  of  the  working  classes  during  the  present  century. 
The  steam-engine  has  relieved  them  of  much  exhausting 
and  degrading  toil;  wages  have  risen;  education  has  been 
improved  and  become  more  general;  the  railway  and  the 
printing-press  have  enabled  members  of  the  same  trade  in 
different  parts  of  the  country  to  communicate  easily  with 
one  another,  and  to  undertake  and  carry  out  broad  and  fieir- 
seeing  lines  of  policy ;  while  the  growing  demand  for  intel- 
ligent work  has  caused  the  artisan  classes  to  increase  so 
rapidly  that  they  now  outnumber  those  whose  labour  is 
entirely  unskilled.  A  great  part  of  the  artisans  have  ceased 
to  belong  to  the  "lower  classes"  in  the  sense  in  which 
the  term  was  originally  used;  and  some  of  them  already 
lead  a  more  refined  and  noble  life  than  did  the  majority  of 
the  upper  classes  even  a  century  ago. 

This  progress  has  done  more  than  anything  else  to  give 
practical  interest  to  the  question  whether  it  is  really  impos- 
sible that  all  should  start  in  the  world  with  a  fair  chance  of 
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BOOK  I.    leading  a  cultured  life,  free  from  the  pains  of  poverty  and 

^•''     the  stagnating  influences  of  excessive  mechanical  toil ;  and 

this  question  is  being  pressed  to  the  front  by  the  growing 

earnestness  of  the  age. 

This  The  question   cannot  be  fully  answered  by  economic 

Svesite     science;  for  the  answer  depends  partly  on  the  moral  and 

^^gt  to  P<^li*ical  capabilities  of  human  nature ;  and  on  these  matters 

ea>noimc    the  economist  has  no  special  means  of  information ;  he  must 

scieiice. 

do  as  others  do,  and  guess  as  best  he  can.     But  the  answer 

depends  in  a  great  measure  upon  fietcts  and  inferences,  which 

are  within  the  province  of  economics ;  and  this  it  is  which 

gives  to  economic  studies  their  chief  and  their  highest 

interest. 

Bat  first  §  3.    It  might  have  been  expected  that  a  science,  which 

Sqii^     deals  with  questions  so  vital  for  the  wellbeing  of  mankind, 

is^S^t       would  have  engaged  the  attention  of  many  of  the  ablest 

economic    thinkers  of  every  age,  and  be  now  well  advanced  towards 

science  is 

in  the  main  maturity.  But  the  fact  is  that  the  number  of  scientific 
^r^JJS"*  economists  has  always  been  small  relatively  to  the  diflSculty 
of  the  work  to  be  done ;  and  that  the  science  is  still  almost 
in  its  infancy.  The  chief  causes  of  this  paradoxical  result 
are  two.  Firstly,  the  bearing  of  economics  on  the  higher 
wellbeing  of  man  has  been  overlooked ;  and  a  science  which 
has  wealth  for  its  subject-matter,  is  often,  repugnant  at  first 
sight  to  many  students ;  for  indeed  those  who  do  most  to 
advance  the  boundaries  of  knowledge,  seldom  care  much 
about  the  possession  of  wealth  for  its  own  sake.  And, 
secondly,  many  of  those  conditions  of  industrial  life,  and  of 
those  methods  of  production,  distribution  and  consumption, 
with  which  modem  economic  science  is  concerned,  are  them- 
selves only  of  recent  date. 
This  will  The  ordinary  business  of  life  is  entirely  different  in  form 

to  be^  from  what  it  was  even  a  little  while  ago.  It  is  indeed  true 
^^  ^"  that  the  change  in  substance  is  in  some  respects  not  so  great 
many         as  the  chantfe  in  outward  form ;  and  much  more  of  modern 

of  the  .11  n  1111 

phenomena  economic  theory  than  at  first  appears  can  be  adapted  to  the 

it  is  now     conditions  of  backward  races.    But  unity  in  substance  under- 

are^^  lying  many  varieties  of  form  is  not  easy  to  detect ;  and  the 

changes  in  form  have  had  the  effect  of  making  writers  in  all 
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ages  profit  less  than  they  otherwise  might  have  done  by  the  book  i. 
work  of  their  predecessors.  Modem  economic  phenomena  how-  ^''' 
ever,  though  very  complex,  are  in  many  ways  more  definite  ^f®*^* 
than  those  of  earlier  times.  Business  is  more  clearly  marked 
off  from  other  concerns  of  life ;  the  rights  of  individuals  as 
against  others  and  as  against  the  community  are  more 
sharply  defined;  and  above  all  the  emancipation  from 
custom,  and  the  growth  of  fi-ee  activity,  of  constant  fore- 
thought and  restless  enterprise  have  given  a  new  precision 
and  a  new  prominence  to  the  causes  that  determine  the 
relative  exchange  values  of  different  things.  The  starting 
point  of  our  science  therefore  cannot  be  made  clear  without 
a  brief  account  of  the  growth  of  modem  forms  of  business ; 
and  to  that  we  proceed  next.  We  are  however  in  difficulty 
for  want  of  a  word  to  express  properly  the  special  character 
of  modem  business. 

§  4.     It  is  often  said  that  the  modem  forms  of  business  The  funda- 
are  distinguished  fi*om  the  earlier  by  being  more  competitive  ^hiuiicter. 
But  this  account  is  not  quite  satisfactory.     The  strict  mean-  ^^^ 
ing  of  competition  seems  to  be  the  racing   of  one   person  business  is 
against  another,  with  special  reference  to  bidding  for  the  sale  petition, 
or  purchase  of  anything.     This  kind  of  racing  in  business  is  onij  a 
no  doubt  both  more  intense  and  more  widely  extended  than  JJ^S^^ 
it  used  to  be :  but  it  is  only  a  secondary,  and  one  might 
almost  say,  an  accidental  consequence  fi*om  the  fundamental 
characteristics  of  modern  business. 

There  is  no  one  term  that  will  express  these  characteris-  bat  self- 
tics  adequately.   They  are,  as  we  shall  presently  see,  a  certain  J^^**^* 
independence  and   habit  of  choosing  one's  own  course  forj^^^^ 
oneself,  a  self-reliance;  a  deliberation  and  yet  a  promptness  choice  and 
of  choice  and  judgment,  and  a  habit  of  forecasting  the  future  thought 
and  of  shaping  one's  course  with  reference  to  distant  aims. 
They  may  and  often  do  cause  people  to  compete  with  one 
another ;  but  on  the  other  hand  they  may  tend,  and  just  now 
indeed  they  are  tending,  in  the  direction  of  co-operation  and 
combination  of  all  kinds  good  and  evil.   But  these  tendencies 
towards  collective  ownership  and  collective  action  are  quite 
different  from  those  of  earlier  times,  because  they  are  the 
result  not  of  custom,  not  of  any  passive  drifting  into  associa- 
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BOOK  I.    tion  with  one's  neighbours,  but  of  free  choice  by  each  indi- 
^°'''     vidual  of  that  line  of  conduct  which  after  careful  deliberation 
seems  to  him  the  best  suited  for  attaining  his  ends,  whether 
they  are  selfish  or  unselfish. 
"Compe-  Further  the  term  "competition"  not  only  fails  to  go  to 

imi^estoo  ^^^  ^oot  of  the  matter,  and  thus  errs  by  defect;  it  also  errs 
wSl^  *"  by  excess.  For  it  has  gathered  about  it  evil  savour,  and  has 
toolitue.  come  to  imply  a  certain  selfishness  and  indiflference  to  the 
wellbeing  of  others.  Now  it  is  true  that  there  is  less  delibe- 
rate selfishness  in  early  than  in  modern  forms  of  industry; 
but  there  is  also  less  deliberate  unselfishness.  It  is  the  deli- 
berateness,  and  not  the  selfishness,  that  is  the  characteristic 
of  the  modem  age. 
Man  is  not  Custom  in  a  primitive  society  extends  the  limits  of  the 
seiflah  fitmily,  and  prescribes  certsdn  duties  to  one's  neighbours 
^^  which  fall  into  disuse  in  a  later  civilization ;  but  it  also  pre- 
scribes an  attitude  of  hostility  to  strangers.  In  a  modem 
society  the  obligations  of  femily  kindness  become  more  in- 
tense, though  they  are  concentrated  on  a  narrower  area ;  and 
neighbours  are  put  more  nearly  on  the  same  footing  with 
strangers.  In  ordinary  dealings  with  both  of  them  the  stan- 
dard of  fairness  and  honesty  is  lower  than  in  some  of  the 
dealings  of  a  primitive  people  with  their  neighbours,  but  it 
is  much  higher  than  in  their  dealings  with  strangers.  Thus 
it  is  the  ties  of  neighbourhood  alone  that  have  been  relaxed. 
The  ties  of  family  are  far  closer  and  stronger  than  before ; 
family  affection  leads  to  much  more  self-sacrifice  and  devotion 
than  it  used  to  do.  And  again  sjrmpathy  with  those  who  are 
strangers  to  us  is  a  growing  source  of  a  kind  of  deliberate 
unselfishness  that  never  existed  before  the  modem  age. 
That  country  which  is  the  birthplace  of  modem  competition 
devotes  a  larger  part  of  its  income  than  any  other  to  charitable 
uses,  and  spent  twenty  millions  on  purchasing  the  freedom  of 
the  slaves  in  the  West  Indies.  In  every  age  poets  and  social 
reformers  have  tried  to  stimulate  the  people  of  their  own 
time  to  a  nobler  life  by  enchanting  stories  of  the  virtues  of 
the  heroes  of  old.  But  neither  the  records  of  history  nor  the 
contemporary  observation  of  backward  races,  when  carefully 
studied,  give  any  support  to  the  doctrine  that  man  is  on  the 
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whole  harder  and  harsher  than  he  was,  or  that  he  was  ever  book  i. 
more  willing  than  he  is  now  to  sacrifice  his  own  happiness  ^^  '* 
for  the  benefit  of  others  in  cases  where  custom  and  law 
have  left  him  firee  to  choose  his  own  course.  Among  races 
whose  intellectual  capacity  seems  not  to  have  developed  in 
any  other  direction,  and  who  have  none  of  the  originating 
power  of  the  modem  business  man,  there  ¥dll  be  found  many 
who  show  an  evil  sagacity  in  driving  a  hard  bargain  in  a 
market  even  ¥dth  their  neighboura  No  traders  are  more 
unscrupulous  in  taking  advantage  of  the  necessities  of  the 
unfortunate  than  the  corn-dealers  and  money-lenders  of  the 
East 

Again  the  modem  era  has  undoubtedly  given  new  open-  nor  more 
ings  for  dishonesty  in  trade.  The  advance  of  knowledge  has 
discovered  new  ways  of  makinjj  things  appear  other  than  they 
are,  and  has  rendered  possible  many  new  forms  of  adultera- 
tion. The  producer  is  now  far  removed  fix)m  the  ultimate 
consumer;  and  his  wrong  doings  are  not  visited  with  the 
prompt  and  sharp  punishment  which  Mis  on  the  head  of  a 
person  who,  being  bound  to  live  and  die  in  his  native  village, 
plays  a  dishonest  trick  on  one  of  his  neighboura  The  oppor- 
tunities for  knavery  are  certainly  more  numerous  than  they 
were ;  but  there  is  no  reason  for  thinking  that  people  avail 
themselves  of  a  larger  proportion  of  such  opportunities  than 
they  used  to  do.  On  the  contrary,  modem  methods  of  trade 
imply  habits  of  trustfulness  on  the  one  side  and  a  power  of 
resisting  temptation  to  dishonesty  on  the  other,  which  do  not 
exist  among  a  backward  people.  Instances  of  simple  truth 
and  personal  fidelity  are  met  ¥dth  under  all  social  conditions : 
but  those  who  have  tried  to  establish  a  business  of  modem 
type  in  a  backward  country  find  that  they  can  scarcely  ever 
depend  on  the  native  population  for  filling  posts  of  trust.  It 
is  even  more  difficult  to  dispense  with  imported  assistance 
for  work  which  calls  for  a  strong  moral  character  than  for 
that  which  requires  great  skill  and  mental  ability\ 

^  Adulteration  and  fraud  in  trade  were  rampant  in  the  middle  ages  to  an 
extent  that  is  rery  astonishing  when  we  consider  the  difficulties  of  wrong  doing 
without  detection  at  that  time  (comp.  Ochenkowski's  England's  rmrthschafilicke 
Enitciekelung  im  Autgangt  des  MitteUdtera^  pp.  87,  and  98 — i). 
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BOOK  I.  There  are  thus  strong  reasons  for  doubting  whether  the 

^^''     moral  character  of  business  in  the  modem  age  compares  as 

unfavourably  as  is  sometimes  supposed  with  that  of  earlier 

times.     At  all  events,  while  the  controversy  on  this  point  is 

still  unsettled,  it  is  best  to  describe  that  character  by  a  term 

that  does  not  imply  any  moral  qualities,  whether  good  or  evil, 

but  which  indicates  the  undisputed  fietct  that  modem  business 

is  characterized  by  more  self-reliant  habits,  more  forethought, 

more  deliberate  and  free  choice.     There  is  not  any  one  term 

Economic  adequate  for  this  purpose:  but  Freedom  of  Industry  and 

^^^®®^*^*    Enterprise,  or  more  shortly,  Economic  Freedom,  points  in 

the  right  direction,  and  may  be  used  in  the  absence  of  a 

better. 

§  5.  There  is  another  word  of  which  some  account 
should  be  given  here;  because  it  will  often  occur  in  this 
Preliminary  Survey;  and  confusion  might  arise  from  the 
want  of  a  proper  distinction  between  the  difiFerent  senses  in 
which  it  is  commonly  used. 
Value.  "  The  word  value  "  says  Adam  Smith  "  has  two  different 

meanings,  and  sometimes  expresses  the  utility  of  some 
particular  object  and  sometimes  the  power  of  purchasing 
other  goods  which  the  possession  of  that  object  conveys. 
The  one  may  be  called  value  in  use,  the  other  value  in 
exchange."  In  the  place  of  "value  in  use"  we  now  speak 
of  "  utility;"  while  instead  of  "  value  in  exchange  "  we  often 
say  "  exchange- value  "  or  simply  "  value."  "  Value  "  by  itself 
always  means  value  in  exchange. 

The  value,  that  is  the  exchange  value,  of  one  thing  in 
terms  of  another  at  any  place  and  time,  is  the  amount  of  that 
second  thing  which  can  be  got  there  and  then  in  exchange 
for  the  first  Thus  the  term  value  is  relative,  and  expresses 
the  relation  between  two  things  at  a  particujar  place  and 
time. 

Civilized  countries  generally  adopt  gold  or  silver  or  both 
as  money.  Instead  of  expressing  the  values  of  lead  and  tin, 
and  wood,  and  com  and  other  things  in  terms  of  one  another 
we  express  them  in  terms  of  money  in  the  first  instance; 
and  call  the  value  of  each  thing  thus  expressed  its  prica  If 
we  know  that  a  ton  of  lead  ¥rill  exchange  for  fifteen  sovereigns 
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at  any  place  and  time,  while  a  ton  of  tin  will  exchange  for    book  i. 
ninety  sovereigns,  we  say  that  their  prices  then  and  there     ^°''' 
are  £15  and  £90  respectively,  and  we  know  that  the  value  of 
a  ton  of  tin  in  terms  of  lead  is  six  tons  then  and  there. 

The  price  of  every  thing  rises  and  falls  from  time  to 
time  and  place  to  place;  and  with  every  such  change  the 
purchasing  power  of  money  changes  so  &x  as  that  thing  goes. 
If  the  purchasing  power  of  money  rises  with  regard  to  some 
things  and  at  the  same  time  falls  equally  with  regard  to 
equally  important  things,  its  general  purchasing  power 
(or  its  power  of  purchasing  things  in  general)  has  remained 
stationary.  It  is  true  that  this  way  of  speaking  is  vague, 
because  we  have  not  considered  how  to  compare  th^  import- 
ance of  different  things.  This  is  a  difficulty  which  we  shall 
have  to  deal  with  later  on :  but  meanwhile  we  may  accept 
the  phrase  in  the  vague  but  quite  intelligible  usage  that  it 
has  in  ordinary  discourse.  Throughout  the  earlier  stages  of 
our  work  it  will  be  best  to  speak  of  the  exchange  value  of  a 
tiling  at  any  place  and  time  as  measured  by  its  price,  that 
is,  the  amount  of  money  for  which  it  will  exchange  then  and 
there,  and  to  assume  that  there  is  no  change  in  the  general 
purchasing  power  of  money*. 

1  In  this  we  are  onl j  f oUowing  the  practice  of  the  ordinary  bosiDess  of  life, 
wlucfa  invariably  starts  by  considering  one  change  at  a  time  and  assuming  for 
a  while  that  **  other  things  are  eqnaL"  As  Conmot  points  oat  (Prineipet 
MatJUmatiques  de  la  Thiorie  des  Riehessea,  Ch.  n.),  we  get  the  same  sort  of 
eooTenioice  from  assnming  the  existence  of  a  standard  of  uniform  purchasing 
power  by  which  to  measore  valne,  that  astronomers  do  by  assnming  that  there 
is  a  ^'mean  son"  which  crosses  the  meridian  at  nniform  interrals,  so  that 
the  clock  can  keep  pace  with  it;  whereas  the  actnal  snn  crosses  the  meridian 
I  before  and  sometimes  after  noon  as  shown  by  the  clock. 
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CHAPTER  II. 

THE  GBOWTH   OF   FREE   INDUSTRY   AND  ENTERPRISE. 

BOOK  I.         §  1.    Although  the  proximate  causes  of  the  chief  events 

^•"'     in  history  are  to  be  found  in  the  actions  of  individuals,  yet 

individnal  most  of  the  Conditions  which  have  made  these  events  possible 

Action  , 

and  race     are  traceable  to  the  influence  of  inherited  institutions  and  race 
act  and  '    qualities  and  of  physical  nature.     Race  qualities  themselves 
otToL       ^'^'  however,  mainly  caused  by  the  action  of  individuals  and 
jmother:     physical  causes  in  more  or  less  remote  time.     A  strong  race 
much  in-     has  often  sprung,  in  fact  as  well  as  in  name,  from  some  pro- 
phyaical  ^  genitor  of  singular  strength  of  body  and  character.     The 
causes.       usages  which  make  a  race  strong  in  peace  and  war  are  often 
due  to  the  wisdom  of  a  few  great  thinkers  who  have  inter- 
preted and  developed  its   customs  and   rules,  perhaps  by 
formal  precepts,  perhaps  by  a  quiet  and  almost  unperceived 
influence.     But  none  of  these  things  are  of  any  permanent 
avail  if  the  climate  is  unfavourable  to  vigour :  the  gifts  of 
nature,  her  land,  her  waters,  and  her  skies,  determine  the 
character  of  the  race's  work,  and  thus  give  a  tone  to  social 
and  political  institutions. 
Savage  These  differences  do  not  show  themselves  clearly  so  long 

S^ustmn^  as  man  is  still  savage.  Scanty  and  untrustworthy  as  is  our 
*J^^-  information  about  the  habits  of  savage  tribes,  we  know 
enough  of  them  to  be  sure  that  they  show  a  strange 
uniformity  of  general  character,  amid  great  variety  of  detJuL 
Whatever  be  their  climate  and  whatever  their  ancestry,  we 
find  savages  living  under  the  dominion  of  custom  and 
impulse ;  scarcely  ever  striking  out  new  lines  for  themselves ; 
never  forecasting  the   distant  future,  and   seldom   making 
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provision  even  for  the  near  future ;  fitful  in  spite  of  their    book  i. 
servitude  to  custom,  governed  by  the  fancy  of  the  moment ;    °°"' 
ready  at  times  for  the  most  arduous  exertions,  but  incapable 
of  keeping  themselves  long  to  steady  work.     Laborious  and 
tedious  tasks  are  avoided  as  far  as  possible ;  those  which  are 
inevitable,  are  done  by  the  compulsory  labour  of  women. 

It  is  when  we  pass  from  savage  life  to  the  early  forms  Physical 
of  civilization  that  the  influence  of  physical  surroundings  SST  *"* 
forces  itself  most  on  our  notice.     This  is  partly  because  g^^l^y 
early  history  is  meagre,  and  tells  us  but  little  of  the  par-  ®«riy 
ticular  events  and  of  the  influences  of  strong  individual  ci^iza* 
characters  by  which  the  course  of  national  progress  has 
been  guided   and  controlled,  hastened  onwards  or  turned 
backwards.     But  it  is  chiefly  because  in  this  stage  of  his 
progress  man's  power  of  contending  with  Nature  is  small, 
and  he  can  do  nothing  without  her  generous  help.     Nature 
has  marked  out  a  few  places  on  the  earth's  surface  as 
specially  feivourable  to  man's  first  attempts  to  raise  himself 
fi-om  the  savage  state ;  and  the  first  growth  of  culture  and 
the  industrial  arts  was  directed  and  controlled  by  the  phjrsi- 
cal  conditions  of  these  favoured  spots. 

Even  the  simplest  civilization  is  impossible  unless  man's  which 
efforts  are  more  than   sufficient   to   supply  him  with   the  Jj^*^®*^* 
necessaries  of  life ;   some  surplus  over  them  is  required  to  J^^^JJ^^ 
support  that  mental  effort  in  which  progress  takes  its  rise,  climates. 
And  therefore,  as  Buckle  has  pointed  outS  all  early  civili- 
zations have  been  in  warm  climates  where  the  necessaries  of 
life  are  small,  and  where  Nature  makes  bountiful  returns 
even  to  the  rudest  cultivation.     They  have  often  gathered 
aroand  a  great  river  which  has  lent  moisture  to  the  soil  and 
afforded  an  easy  means  of  communication.     The  rulers  have 
generally  belonged  to  a  race  that  has  recently  come  fi"om  a 
cooler  climate  in  a  distant  country  or  in  neighbouring  moun- 
tam  lands ;  for  a  warm  climate  is  destructive  of  energy,  and  RoUng 
the  force  which  enabled  them  to  rule  has  almost  in  every  case  given  their 

^  On  the  general  question  of  the  influence  of  physical  snnroandings  on  race 
chiracter,  both  direotlj  and  indirectly,  by  determining  the  nature  of  the  dominant 
oeaqwtioDS,  see  Euies,  Politische  (Ekonomie,  and  Hegel's  Philosophy  of  History. 
Compare  also  Aristotle's  Politics^  and  Montesqoien's  Esprit  dts  Lois. 
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BOOK  I.    been  the  product  of  the  more  temperate  climate  of  their  early 
^'°'     homes.     They  have  indeed  retained  much  of  their  energy  in 
^ergies     their  new  homes  for  several  generations,  living  meanwhile  in 
pditics,      luxury  on  the  surplus  products  of  the  labour  of  the  subject 
industry,    races ;  and  have  found  scope  for  their  abilities  in  the  work  of 
rulers,  warriors,  and  priests.     Originally  ignorant,  they  have 
quickly  learnt  the  best  wisdom  that  their  subjects  had  to 
teach,  and  have  carried  it  further ;  improving  the  arts  of  pro- 
duction and  extending  the  boundaries  of  knowledge.     But  in 
this  stage  of  civilization  an  enterprising  intellectual  character 
has  almost  always  been  confined  to  the  ruling  few,  it  has 
scarcely  ever  been  found  in  those  who  have  borne  the  main 
burden  of  industry. 
Tbe  in-  The  reason  of  this  is  that  the  climate  which  has  rendered 

flaenc6  of 

a  warm  an  early  civilization  possible  has  also  doomed  it  to  weakne8s\ 
In  colder  climates  nature  provides  an  invigorating  atmo- 
sphere ;  and  though  man  has  a  hard  struggle  at  first,  yet  as 
his  knowledge  and  riches  increase  he  is  able  to  gain  plentiful 
food  and  warm  clothing;  and  at  a  later  stage  he  provides 
himself  with  those  large  and  substantial  buildings  which  are 
the  most  expensive  requisites  of  a  cultured  life  in  places 
in  which  the  severity  of  the  weather  makes  it  necessary  that 
nearly  all  domestic  services  and  meetings  for  social  inter- 
course should  have  the  protection  of  a  roof.  But  the  fresh 
invigorating  air  which  is  necessary  to  the  fulness  of  life 
cannot  be  obtained  at  all  when  Nature  does  not  freely  give  it*. 
The  labourer  may  indeed  be  found  doing  hard  phjrsical  work 
under  a  tropical  sim ;  the  handicraftsman  may  have  artistic 
instincts ;  the  sage,  the  statesman  or  the  banker  may  be  acute 
and  subtle :  but  high  temperature  makes  hard  and  sustained 

1  Montesquieu  says  quaintly  (Bk.  xnr.  ch.  2),  that  the  superiority  of  strength 
cansed  by  a  cold  climate  produces  among  other  effects  "  a  greater  sense  of  supe- 
riority— ^that  is,  less  desire  of  revenge;  and  a  greater  opinion  of  security — ^that  is, 
more  frankness,  less  suspicion,  policy,  and  cunning."  These  virtues  are  emi- 
nently helpful  to  economic  progress. 

>  This  may  have  to  be  modified  a  little,  but  only  a  little,  if  Mr  Gbdton  should 
prove  to  be  right  in  thinking  that  small  numbers  of  a  ruling  race  in  a  hot  country, ' 
as  for  instance  the  English  in  India,  will  be  able  to  sustain  their  constitutioDal 
vigour  unimpaired  for  many  generations  by  a  liberal  use  of  artificial  ice,  or  of  the 
cooling  effects  of  the  forcible  expansion  of  compressed  air.  See  his  Presidential 
Address  to  the  Anthropological  Institute  in  1887. 
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physical  work  inconsistent  with  a  high  intellectual  activity,    book  i. 
Under  the  combined  influence  of  climate  and  luxury  the     ^'  "' 
ruling  class  gradually  lose  their  strength ;  fewer  and  fewer  of 
them  are  capable  of  great  things :  and  at  last  they  are  over- 
thrown by  a  stronger  race  which  has  come  most  probably 
from  a  cooler  climate.     Sometimes  they  form  an  interme- 
diate caste  between  those  whom  they  have  hitherto  ruled  and 
their  new  rulers ;  but  more  often  they  sink  down  among  the        / 
spiritless  mass  of  the  people. 

Such  a  civilization  has  often  much  that  is  interesting  to  in  an  earij 
the  philosophical  historian.   Its  whole  life  is  pervaded  almost  moyemenr 
unconsciously  by  a  few  simple  ideas  which  are  interwoven  in  SifSJereU 
that  pleasant  harmony  that  gives  their  charm  to  Oriented  movement, 
carpets.    There  is  much  to  be  learnt  from  tracing  these  ideas 
to  their  origin  in  the  combined  influence  of  race,  of  physical 
surroundings,  of  religion,   philosophy  and  poetry;   of  the 
mddents  of  warfEire  and  the  dominating  influence  of  strong 
individual  characters.     All  this  is  instructive  to  the  econo- 
niist  in  many  ways;  but  it  does  not  throw  a  very  direct  light 
on  the  motives,  which  it  is  his  special  province  to  study. 
For  in  such  a  civilization  the  ablest  men  look  down  on  work : 
there  are  no  bold  free  enterprising  workmen,  and  no  adven- 
turous capitalists ;  despised  industry  is  regulated  by  custom, 
and  even  looks  to  custom  as  its  sole  protector  from  arbitrary 
tyranny. 

The  greater  part  of  custom  is  doubtless  but  a  crystallized  Cnstom  is 
form  of  oppression  and  suppression.     But  a  body  of  custom  gether  on 
which  did  nothing  but  grind  down  the  weak  could  not  long  ^®  Jteoi^» 
survive.     For  the  strong  rest  on  the  support  of  the  weak, 
their  own  strength  cannot  sustain  them  without  that  support; 
and  if  they  organize  social  arrangements  which  burden  the 
weak  wantonly  and  beyond  measure,  they  thereby  destroy 
themselves.     Consequently  every  body  of  custom  that  en- 
dures, contains  provisions  that  protect  the  weak  from  the 
most  reckless  forms  of  injury*. 

In  feet  when  there  is  little  enterprise  and  no  scope  for  and  is  in-  \/ 
efiective  competition,  custom  is  a  necessary  shield  to  defend  cessary 

^  C0119.  Bagefaot's  Pkynes  and  PoUHcbj  also  Mr  Herbert  Spencer's  and  Sir 
Hfoiy  Maine's  writings. 
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BOOK  I.    people  not  only  fix)m  others  who  are  stronger  than  them- 

^'"'     selves,  but  even  from  their  neighbours  in  the  same  rank  of 

w^^h*"*  life.     If  the  village  smith  can  sell  his  ploughshares  to  none 

means  of    but  the  village,  and  if  the  village  can  buy  their  shares  from 

nieaUon      1^0  One  but  him,  it  is  to  the  interest  of  all  that  the  price 

aresmaU.   gjj^yj^j  j^^  fixed  at  a  moderate  level  by  custom.     By  such 

means  custom  earns  sanctity:   and  there  is  nothing  in  the 

first  steps  of  progress  that  tends  to  break  down  the  primitive 

habit  of  regarding  the  innovator  as  impious,  and  an  enemy. 

Thus  the  influence  of  economic  causes  is  pressed  below  the 

surface.     There  they  work  surely  and  slowly;  but  they  take 

generations  instecul  of  years  to  produce  their  effect:   their 

action  is  so  subtle  as  easily  to  escape  observation  altogether; 

and  they  can  indeed  hardly  be  traced  except  by  those  who 

have  learnt  where  to  look  for  them  by  watching  the  more 

conspicuous  and  rapid  workings  of  similar  causes  in  modem 

times  \ 

DiTided  §  2.     This  force  of  custom  in  early  civilizations  is  partly 

sto^gth-^  a  cause  and  partly  a  consequence  of  the  limitations  of  indi- 

forceof      vidual  rights  in  property.     As  regards  all  property  more  or 

custom       less,  but  especially  as  regards  land,  the  rights  of  the  individual 

chwiges.     are  generally  derived  from  and  limited  by,  and  in  every  way 

subordinate  to  those  of  the  household  and  the  family  in  the 

narrower  sense  of  the  term.    The  rights  of  the  household  are 

in  like  manner  subordinate  to  those  of  the  village;  which  is 

often  only  an  expanded  and  developed  family,  according  to 

traditionary  fiction  if  not  in  fact.     The  affairs  of  government 

have  always  received  the  careful  attention  of  historians ;  and 

prominence  has  been  given  to  the  influence  which  the  forms 

of  government  have  exerted  on  the  development  of  industry 


1  Thus  the  "moderate  level "  at  which  custom  fixes  the  price  of  a  ploughshare 
will  be  found  when  analysed  to  mean  that  which  gives  the  smith  in  the  long  run 
about  an  equal  remuneration  (account  being  taken  of  all  his  privileges  and  per- 
quisites) with  that  of  his  neighbours  who  do  equaUj  difficult  work;  or  in  ottier 
words,  that  which  under  the  regime  of  free  enterprise,  of  easy  communications 
and  efFective  competition,  we  should  call  a  normal  rate  of  pay.  If  a  change  of 
circumstances  makes  the  pay  of  smiths,  including  aU  indirect  allowances,  either 
less  or  more  than  this,  there  almost  always  sets  in  a  change  in  the  substance  of 
the  custom,  often  almost  unrecognized  and  generally  without  any  change  in  form, 
which  will  bring  it  back  to  this  level.    But  to  this  point  we  must  return  later  on. 
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and  commerce.     But  insufficient  attention  has  been  paid    booki. 
to  that  exerted  by  the  collective  ownership  of  property.  ch^i. 

It  is  true  that  in  an  early  stage  of  civilization  few  would 
have  had  much  desire  to  depart  h,T  from  the  practices 
that  were  prevalent  around  them.  However  complete  and 
sharply  defined  had  been  the  rights  of  individuals  over  their 
own  property,  they  would  have  been  unwilling  to  face  the  anger 
with  which  their  neighbours  would  regard  any  innovation, 
and  the  ridicule  which  would  be  poured  on  anyone  who  should 
set  himself  up  to  be  wiser  than  his  ancestors.  But  many 
little  change  would  occur  to  the  bolder  spirits ;  and  if  they 
had  been  free  to  try  experiments  on  their  own  account,  changes 
might  have  grown  by  small  and  almost  imperceptible  stages, 
until  sufficient  variation  of  practice  had  been  established  to 
blur  the  clear  outline  of  customary  regulations,  and  to  give 
considerable  freedom  to  individual  choice.  When  however  • 
each  head  of  a  household  was  regarded  as  only  senior  partner 
and  trustee  for  the  femily  property,  the  smallest  divergence 
fix^m  ancestral  routine  met  with  the  opposition  of  people 
who  had  a  right  to  be  consulted  on  every  detail 

And  further 'in  the  background  behind  the  authoritative 
resistance  of  the  family  was  that  of  the  village.  For  though 
each  feanily  had  sole  use  for  a  time  of  its  cultivated  ground, 
yet  often  many  operations  were  conducted  in  common,  so  that 
each  had  to  do  the  same  things  as  the  others  at  the  same 
time.  Each,  field  when  its  turn  came  to  be  fedlow,  became 
part  of  the  common  pasture  land;  and  the  whole  land  of 
the  village  was  subject  to  redistribution  from  time  to  time*. 
Therefore  the  village  had  a  clear  right  to  prohibit  any  in- 

1  Though  the  matter  is  not  altogether  free  from  controversy,  there  seems  good 
reason  to  believe  that  the  Teutonic  Mark  system  was  a  survival  of  primitive 
ettstoma  that  had  prevailed,  of  course  with  endless  variety  in  detail,  among  the 
forelathers  of  nearly  all  white  races.  Traces  of  such  a  plan  exi^t  even  now 
in  India  and  among  some  Sclavonic  peoples,  and  analogies  to  it  are  found  among 
HOie  races  of  other  colours.  In  the  Mark  system,  in  its  typical  form,  one 
Boall  part,  the  home  mark,  was  set  aside  permanently  for  living  on,  and  each 
fomily  retained  its  share  in  that  for  ever.  The  second  part  or  arable  mark  was 
divided  into  three  large  fields,  in  each  of  which  each  family  had  a  plot.  Two 
of  these  were  enliivated  every  year,  and  one  left  fallow.  The  third  and  largest 
part  was  used  as  grazing  land  by  the  whole  village  in  common;  as  was  also 
the  faDow  field  in  the  arable  nuurk.  In  some  cases  the  arable  mark  was  from  time 
to  time  abandoned  to  pasture,  and  land  to  make  a  new  arable  mark  was  cut  out  of 
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BOOK  1.    novation ;  for  it   might  interfere  with  their  plans  for  the 

^'^    collective  cultivation;  and  it  might  ultimately  impair  the 

value  of  the  land,  and  thus  injure  them  when  the  time  came 

for  the  next  redistribution.      In   consequence   there   often 

grew   up    a   complex    network    of  rules,  by  which   every 

cultivator  was  so  rigidly  bound,  that  he  could  not  use  his 

own  judgment  and  discretion  even  in  the  most  trivial  detaiU. 

It  is  probable  that  this  has  been  the  most  important  of  all 

the  causes  which  have  delayed  the  growth  of  the  spirit  of 

free   enterprise  among  mankind.     It  may  be  noticed  that 

the  collective  ownership  of  property  was  in  harmony  with 

that  spirit  of  quietism  which  pervades  many  eastern  religions ; 

and  that  its  long  survival  among  the  Hindoos  has  been 

partly  due  to  the  repose  which  is  inculcated  in  their  religious 

writinga 

Them.  '  It  is  probable  that  while  the  influence  of  custom  over 

cnstomon  prices,  wagcs  and  rent   has  been   overrated,  its  influence 

methods     ^^®^  ^^^  forms  of  production  and   the  general  economic 

of  industry  arrangements  of  society  has  been  underrated.     In  the  one 

latiye.        case  its  efiects  are  obvious,  but  they  are  not  cumulative;  and 

in  the  other  they  are  not  obvious,  but  they  are  cumulative. 

And  it  is  an  almost  universal  rule  that  when  the  effects  of  a 

cause,  though  small  at  any  one  time,  are  constantly  working 

in  the  same  direction,  their  influence  is  much  greater  than 

at  first  sight  appears  possible. 

But  however  great  was  the  influence  of  custom  in  early 
civilization  the  spirit  of  Greeks  and  Romans  was  foil  of  enter- 
prise, and  more  interest  attaches  to  the  inquiry  why  modem 
economic  problems  were  unknown  to  them. 
The  Greeks       §  3.     Recent  studies  in  biology  and  in  philology  have 
j^rSiem    thrown  discredit  on  much  that  was  thought  well-established 
JJ^jj**^    in  the  early  history  of  civilization.  But  there  seems  no  reason 
Oriental      to  doubt  that  nearly  all  the  chief  pioneerp  of  progress  have 
been  Aryans  who,  in  successive  waves,  have  spread   over 
Europe  and  Asia  from  early  homes  in  lands  of  frost  and 
snow.     Some  went  far  southwards  early :  early  they  became 
rulers  and  leaders  of  other  nations,  and  early  they  lost  their 

the  common  mark,  and  this  involyed  a  redistribation.    Thus  the  treatment  of  its 
land  by  every  family  affected  for  good  or  ill  all  the  members  of  the  Tillage. 
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best  strength  under  the  influence  of  luxury  and  a  warm  booki. 
climate.  But  others  went  on  increasing  in  strength  through  ' 
long  centuries  amid  the  invigorating  influences  of  a  bracing 
climate  and  constant  conflict ;  and  at  last  a  band  of  them, 
coming  southwards  fix)m  the  Danube,  found  itself  in  a  moun- 
tainous land  whose  many  harbours  opened  on  the  Mediter- 
ranean Sea.  Each  harbour  was  cut  off  from  its  neighbours 
by  the  mountains  and  was  united  by  the  sea  with  the  most 
suggestive  thoughts  and  mysteries  of  the  world.  The  Greeks 
were*  within  a  few  days'  sail  of  nearly  all  that  was  best  worth 
knowing  about,  whether  in  thought  or  feeling,  in  action  or 
in  aspiration.  Persia,  Assyria,  Phoenicia,  Judaea,  and  Egypt, 
were  ail  at  the  eastern  end  of  that  great  sea  that  unites  Asia, 
Africa,  and  Europe ;  and  India  was  not  far  off. 

The  new  impulse  towards  freedom  in  thought  and  action  The  older 
came  from  the  sea.  The  homes  of  most  of  the  earlier  tions  had 
civilizations  had  been  in  great  river-basins,  whose  well-^^^®^ 
watered  plains  were  seldom  visited  by  famine;  for  in  a 
climate  in  which  heat  is  never  lacking,  the  fertility  of  the 
soil  varies  almost  directly  with  its  moisture :  the  rivers  also 
offered  means  of  easy  communication  that  were  favourable  to 
simple  forms  of  trade  and  division  of  labour,  and  did  not 
hinder  the  movements  of  the  large  armies  by  which  the 
despotic  force  of  the  central  government  was  maintained.  It 
is  true  that  the  Phoenicians  lived  on  the  sea.  This  great 
Semitic  race  did  good  service  by  preparing  the  way  for  free 
intCTCOurse  among  many  peoples,  and  by  spreading  the 
knowledge  of  writing,  of  arithmetic,  and  of  weights  and 
measures:  but  they  gave  their  chief  energies  to  commerce 
and  manufacture.  It  was  left  for  the  genial  sympathies  and 
the  fresh  spirit  of  the  Greeks  to  breathe  in  the  full  breath  of 
freedom  from  the  sea:  and  to  absorb  into  their  own  free 
lives  the  best  thcmghts  and  the  highest  art  of  the  Old 
Worid. 

Their  numberless   settlements   in  Asia  Minor,  Magna  The  sea 
Grseda,  and  last  of  all  in  Hellas  proper,  developed  freely  §^^ 
ik&T  own  ideals  under  the  influence  of  the  new  thoughts  ^^omf*' 
that  burst  upon  them ;  having  constant  intercourse  with  one  *^  *^® 
another,  as  well  as  with  those  who  held  the  keys  of  the  older  yariatioii. 
n.  2 
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BOOK  I.    learning ;  sharing  one  another's  experiences,  but  fettered  by 
^'  "•    no  authority.    Energy  and  enterprise,  instead  of  being  re- 
pressed by  the  weight  of  traditional  usage,  were  encouraged 
to  found  a  new  colony  and  work  out  new  ideas  without 
restraint 
Their  di-  Their  climate  absolved  them  ftom  the  need  of  exhausting 

^5^^^®  work ;  they  left  to  their  slaves  what  drudgery  had  to  be  done, 
^^       and  gave  themselves  up  to  the  free  play  of  their  £euicj. 
House-room,  clothing  and  firing  cost  but  little ;  their  genial 
sky  invited  them  to  out-of-door  life,  making  intercourse  for 
and  yet      social  and  political  purposes  easy  and  without  expense.    And 
qiii<^      y^^  ^i^o  cool  breezes  of  the  Mediterranean  so  fSeu:  refreshed 
J^^f^  their  vigour,  that  they  did  not  for  many  generations  lose  the 
spring  and  elasticity  of  temper  which  they  had  brought  from 
their  homes  in  the  NortL     Under  these  conditions  were 
matured  a  sense  of  beauty  in  all  its  forms,  a  subtle  &ncy  and 
an  originality  of  speculation,  an  energy  of  political  life,  and  a 
delight  in  subordinating  the  individual  to  the  state,  such  as 
the  world  has  never  again  known*. 
Modern  in        The  Greeks  were  more  modem  in  many  respects  than  the 
roecte,       peoples  of  Mediaeval  Europe,  and  in  some  respects  were  even 
?JSJJ"      in  advance  of  our  own  time.     But  they  did  not  attain  to  the 
™^5K  **  conception  of  the  dignity  of  man  as  man ;  they  regarded 
belonging   slavery  as  an  ordinance  of  nature,  they  tolerated  agriculture 
and  there-  but  they  looked  on  all  other  industries  as  involving  d^rada- 
diTnot^    tion";  and  modem  economic  problems  were  unknown  to  them. 
m<S«m  **         They  had  never  felt  the  extreme  pressure  of  poverty, 
economic    Earth  and  sea,  and  sun  and  sky  had  combined  to  make  it 

problems.  ,  , 

easy  for  them  to  obtain  the  material  requisites  for  a  perfect 
life.  Even  their  slaves  had  considerable  opportunities  of 
culture :  and  had  it  been  otherwise,  there  was  nothing  in  the 

1  Compare  Neumann  and  Partsch,  Physikaliaehe  Geograpkie  von  Oreicktn- 
landt  ch.  i. 

s  *' Nature  has  made  neither  bootmakers  nor  blacksmiths,  snch  occttpatioiis 
degrade  the  people  engaged  in  them,  miserable  mercenaries  exdnded  by  their  yerj 
position  from  political  rights."  (Plato,  Laws,  xn.)  ^*  In  the  state  which  is  best 
governed  the  citizens... most  not  lead  the  life  of  mechanics  or  tradesmen,  for  soch 
a  life  is  ignoUe  and  inimical  to  Tirtae."  (AristoUe's  Politics,  vn.  9 ;  see  also  m.  S.) 
These  passages  gire  the  key-note  of  Oreek  thought  with  regard  to  bnsineas.  Bat 
'  of  coarse  there  were  few  independent  fortunes,  especially  in  the  early  days  of  Or«eoe> 
so  that  many  of  their  best  thinkers  were  compelled  to  take  some  share  in  business. 
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Greek  temper,  and  nothing  in  the  lessons  that  the  world  had  ^^^  '• 
up  to  that  time  learnt,  to  make  them  seriously  concerned.  -L.' 
Tlie  excellence  of  Greek  thought  has  made  it  a  touchstone 
by  which  many  of  the  leading  thinkers  of  after  ages  have 
tried  eveiy  new  inquiry:  and  the  impatience  with  which  the 
academic  mind  has  often  regarded  the  study  of  economics  is 
in  a  great  measure  due  to  the  impatience  which  the  Greeks 
felt  for  the  anxious  cares  and  plodding  work  of  business. 

And  yet  a  lesson  might  have  been  learnt  from  the  quick  Their 
decadence  of  Greece ;  which  was  brought  about  by  the  want  of  the 
of  that  solid  earnestness  of  purpose,  which  no  race  has  ever  ^^J^ 
maintained   for  many  generations  without  the  discipline  ^^'^ 
of  steady  industry.    Socially  and  intellectually  they  were  *i»«ir  ^^'U- 
free :  but  they  had  not  learnt  to  use  their  freedom  well;  they 
had  no  self-mastery,  no  steady  persistent  resolution.     They 
had  all  the  quickness  of  perception  and  readiness  for  new 
suggestions  which  are  elements  of  business  enterprise ;  but 
they  had  not  its  fixity  of  purpose  and  patient  endurance. 
The  genial  climate  gradually  relaxed  their  physical  energies ; 
they  were  without  that  safeguard  to  strength  of  character 
which  comes  from  resolute  and  steadfast  persistence  in  hard 
work ;  and  they  sank  into  frivolity. 

§  4.    Civilization  still  moving  westwards  had  its  next  The 
centre  in  Rome.     The  Romans  were  a  great  army,  rather  dian^r^ 
than  a  great  nation.    They  resembled  the  Greeks  in  leaving  ^[^^ 
business  as  much  as  possible  to  slaves :  but  in  most  other  ?**S^  ^«» 

*^  ,    ,  for  D1181- 

respects  were  a  contrast  to  them.     In  opposition  to  the  fresh  ness,  bat 
fuhieas  of  the  life  of  the  Greeks,  to  the  youthful  joy  with  ra^^*"* 
which  they  gave  free  play  to  all  their  fiewjulties  and  developed  ^^^ 
their  own  idiosyncrasy,  the  Romans  showed  the  firm  will,  P<»^*^^- 
the  iron  resolution,  the  absorption  in  definite  serious  aims  of 
the  mature  man'. 

1  This  fandBmentil  opposition  between  the  Oreek  and  Boman  tempera  was 
mads  dear  bj  Hegel  in  his  PhUotophy  of  History.  He  calls  the  freedom  from 
oakward  control,  whether  at  thought  or  action,  objective  freedom;  while  he  giyes 
the  name  of  gmbfective  freedom  to  the  freedom  from  waywardness,  '*the  freedom 
at  Mfmi  which  reposes  on  itself,  absohite  self-determination."  The  fonner 
bdooged  to  the  Oredcs,  the  hitter  to  the  Bomans;  while  the  Teutonic  spirit 
ander  the  inflnenoe  of  Christianity  is  uniting  the  two  and  working  towards 
complete  freedom.  Compare  also  Eautz,  Ent%oickdvng  der  National  (Ekonomie, 
Bk.1. 
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BOOK  I.  They  were  strong  and  daring,  steady  of  purpose    and 

^•°'  abundant  in  resource:  they  had  in  constant  use  all  the 
fieiculties  that  are  required  for  business  enterprise ;  thoug^h  as 
a  rule  they  preferred  to  give  themselves  to  war  and  politics. 
Singularly  free  from  the  restraints  of  custom,  they  shaped 
their  own  life  for  themselves  with  a  deliberate  choice  that 
had  never  been  known  before^:  in  &ct,  partly  in  consequence 
of  the  unity  of  the  imperial  power  and  the  wide  diffusion  of 
the  Roman  language,  there  was  in  some  important  respects 
more  freedom  of  commerce  and  of  movement  throughout  the 
civilized  world  in  the  days  of  the  Roman  empire  than  even 
now. 
Thej  And  though  the  Romans  contributed  but  little  directly 

SS^dem*^  the  progress  of  economic  science,  yet  indirectly  they 
^^Miv     exerted  a  profound  influence  over  it,  for  good  and  evil,  by 
lajdng  the  foundations  of  modem  jurisprudence.   What  philo- 
sophic thought  there  was  in  Rome  was  chiefly  Stoic;  and 
The  stoic   most  of  the  great  Roman  Stoics  were  of  Oriental  origin. 
£d  tt?^  Their  philosophy  when  transplanted  to  Rome  developed  a 
^'^^gj^      great  practical  power  without  losing  its  intensity  of  feeling ; 
experience  and  in  spite  of  its  severity,  it  had  in  it  much  that  is  kindred 
Bommn      to  the  suggestions  of  modem  social  science.     Most  of  the 
^*"      great  lawyers  of  the  Empire  were  among  its  adherents,  and 
thus  it  set  the  tone  of  the  later  Roman  Law,  and  through  it 
of  all  modem  European  Law.     Now  the  strength   of  the 
Roman  State  had  caused  State  rights  to  extinguish  those  of 
the  Clan  and  the  Tribe  in  Rome  at  an  earlier  stage  than  in 
Greece.    But  many  of  the  primitive  Aryan  habits  of  thought 
as  to  property  lingered  on  for  a  long  while  even  in  Rome. 
Great  as  was  the  power  of  the  head  of  the  family  over  its 
members,  the  property  which  he  controlled  was  for  a  long 
time  regarded  as  vested  in  him  as  the  representative  of  the 
fiemiily  rather  than  as  an  individual.     But  when  Rome  had 
become  imperial,  her  lawyers  became  the  ultimate   inter- 
preters of  the  legal  rights  of  many  nations :  and  under  Stoic 
influence  they  set  themselves  to  discover  the  fundamental 
Laws  of  Nature,  which  they  believed  to  lie  in  conoeahnent 

1  Comp.   Nasse's   Entwickeltmg    dea    wirthtcha/tUchen    ItuUvidualitmuM   in 
England  {Preussi9che  JahrUicher^  Vol.  lvu.  p.  480). 
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at  the  foundation  of  all  particular  code&    This  search  for  the    book  i. 
universal,  as  opposed  to  the  accidental  elements  of  justice,     ^"•"' 
acted  as  a  powerful  solvent  on  rights  of  common  holding,  for 
which  no  other  reason  than  that  of  local  usage  could  be 
given.    The  later  Roman  law  therefore  gradually  but  steadily  led  tbem 
enlarged  the  sphere  of  contract ;  gave  it  greater  precision,  toraSi^ 
greater  elasticity,  and  greater  strength.    At  last  almost  all  ^^^S?^*" 
social  arrangements  had  come  under  its  dominion ;  the  pro-  <:n<^* 
perty  of  the  individual  was  clearly  marked  out,  and  he  could 
deal  with   it  as  he  pleased.     We  see  then  that  from  the 
breadth  and  nobility  of  the  Stoic  character  modem  lawyers 
have  inherited  a  high  standard  of  duty :  and  from  its  austere 
self-determination  they  have  derived  a  tendency  to  define 
sharply  individual  rights  in  property.     And  therefore  to 
Roman  and  especially  Stoic  influence  we  may  trace  indirectly 
much  of  the  good  and  evil  of  our  present  economic  system ; 
on  the  one  hand  much  of  the  untrammelled  vigour  of  the 
individual  in  managing  his  own  afiairs,  and  on  the  other  not  * 
a  little  harsh  wrong  done  under  the  cover  of  rights  estab- 
lished by  a  system  of  law  which  has  held  its  ground  because 
its  main  principles  are  wise  and  just 

The  stat>ng  sense  of  duty  which  Stoicism  brought  with  it  The  pride 
from  its  Oriental  home  had  in  it  something  also  of  Eastern  ^the^*^  ^ 
quietism.     The  Stoic,  though  active  in  well-doing,  was  proud  f  J^^Jed 
of  being  superior  to  the  troubles  of  the  world :  he  took  his  ^^^j^ 
sbare  in  the  turmoil  of  life  because  it  was  his  duty  to  do  so,  harmony. 
but  he  never  reconciled  himself  to  it :  his  life  remained  sad  recon- 
and  stem,  oppressed  by  the  consciousness  of  its  own  failures.  ^^"X-*^' 
This  inner  contradiction,  as  Hegel  says,  could  not  pass  away  '^^tJ^^ 
till  inward  perfection  was  recognized  as  an  object  that  could  after  per- 
be  attained  only  through  self-renunciation ;  and  thus  its  pur-  was 
suit  was  reconciled  with  those  failures  which  necessarily  ac-  ^^^ 
company  all  social  work     For  this  great  change  the  intense  *i""*y- 
religious  feeling  of  the  Jews  prepared  the  way.     But  the 
world  was  not  ready  to  enter  into  the  fulness  of  the  Christian 
spirit^  till  a  new  tone  had  been  given  to  it  by  the  deep  per- 
sonal affections  of  the  German  race.   Even  among  the  Oerman 
peoples  true  Christianity  made  its  way  slowly :  and  for  a  long 
time  after  the  &11  of  Rome  there  was  chaos  in  Western  Europe. 
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BOOK  I.  §  5.     The  Teuton,  strong  and  resolute  as  he  was,  found  it 

'        very  difficult  to  free  himself  from  the  bonds  of  custom  and  of 
Teuton      ignorance.     The  heartiness  and  fidelity*  which  gave  him  his 
slow  to      special  strength,  inclined  him  to  cherish  overmuch  the  insti- 
those         tutions  and  customs  of  his  family  and  his  tribe.     No  other 
he  Scon,  great  conquering  race  has  shown  so  little  capacity  as  the 
quered.      Teutons  have  done  for  adopting  new  ideas  from  the  more 
cultured,  though  weaker,  people  whom  they  conquered.   They 
prided  themselves  on  their  rude  strength  and  energy;  and 
cared  little  for  knowledge  and  the  arts.     But  these  found  a 
temporary  refuge  on  the  Eastern  coasts  of  the  Mediterranean ; 
until  another  conquering  race  coming  from  the  south  was 
ready  to  give  them  new  Ufe  and  vigour. 
Our  debt  The  Saracens  learnt  eagerly  the  best  lessons  that  the 

Saracens.  Conquered  had  to  teacL  They  nurtured  the  arts  and  sciences, 
and  kept  alive  the  torch  of  learning  at  a  time  when  the 
Christian  world  cared  little  whether  it  went  out  or  not; 
and  for  this  we  must  ever  owe  them  gratitude.  But  their 
moral  nature  was  not  so  full  as  that  of  the  Teutons.  The 
warm  climate  and  the  sensuality  of  their  religion  caused 
their  vigour  rapidly  to  decay ;  and  they  have  exercised  very 
little  direct  influence  on  the  problems  of  modem  civilization^ 
Later  on  The  education  of  the  Teutons  made  slower  but  surer  pro- 

moved       gress.     They  carried  civilization  northwards  to  a  climate  in 
wM^'and  w^c^  sustained  hard  work  has  gone  hand  in  hand  with  the 
westwards,  glow  growth  of  Sturdy  forms  of  culture ;  and  they  carried  it 
westwards  to  the  Atlantic.     Civilization  which  had  long  ago 
left  the  shores  of  the  rivers  for  those  of  the  great  inland  sea, 
was  ultimately  to  travel  over  the  vast  ocean. 
Blithe  But  these  changes  worked  themselves  out  slowly.     The 

old  contest  >,  .  .  .       ,  , 

between  first  pomt  of  interest  to  us  m  the  new  age  is  the  re-opening 
of  the  old  conflict  between  town  and  nation  that  had  been 
suspended  by  the  universal  dominion  of  Rome ;  which  was 


^  Hegel  {PhUotophy  of  History ,  Part  nr.)  goes  to  the  root  of  the  matter  when 
he  speaks  of  their  energy,  their  free  spirit,  their  absolnte  self-determinatioD 
(Eigensinn),  their  heartiness  (Gemfith),  and  adds,  "Fidelity  is  their  seccmd  wmtch- 
word  as  Freedom  is  the  first." 

>  A  farilliant  eulogy  of  their  work  is  giyen  by  Draper,  Intellectual  Development 
o/£tirqpe,  ch.  ziit 


town  and 

country 

reviyed. 


Digitized  by  VjOOQ  iC 


THE  TEUTONS.  23 

indeed  an  army  with  head-quarters  in  a  town,  but  drawing    book  i. 
its  power  from  the  broad  land.  °°'°' 

§  6.     Until  a  few  years  ago  complete  and  direct  self-  So  long 
government  by  the  people  was  impossible  in  a  great  nation :  ^^  no^ 
it  could  exist  only  in  towns  or  very  small  territories.    Govern-  ^^!^^ 
ment  was  necessarily  in  the  hands  of  the  few,  who  looked  jig-P'^ss, 

•^  .    ,  freedom  in 

upon  themselves  as  privileged  upper  classes,  and  who  treated  a  large 
the  workers  as  lower  classes.     Consequently  the  workers,  ^Sfd  on^ 
even  when  permitted  to  manage  their  own  local  afiPairs,  were  ^e*^- 
often  wanting  in  the  courage,  the  self-reliance,  and  *1^g  J|J|^^Jjyj^ 
habite  of  mental  activity,  which  are  required  as  the  basis  of  common 

DeoDle 

business  enterprise.  And  as  a  matter  of  fiact  both  the 
central  Government  and  the  local  magnates  did  interfere 
directly  with  the  freedom  of  industry ;  prohibiting  migration, 
and  levying  taxes  and  tolls  of  the  most  burdensome  and 
vexatious  character.  Even  those  of  the  lower  classes  who 
were  nominally  free,  were  plundered  by  arbitrary  fines  and 
dues  levied  under  all  manner  of  excuses,  by  the  partial 
administration  of  justice,  and  often  by  direct  violence  and 
open  pillage.  These  burdens  fell  chiefly  on  just  those 
people  who  were  more  industrious  and  more  thrifty  than 
their  neighbours,  those  among  whom,  if  the  country  had 
been  free,  the  spirit  of  bold  enterprise  would  gradually 
have  arisen  to  shake  off  the  bonds  of  tradition  and 
custom. 

Far  different  was  the  state  of  people  in  the  towna    There  But  there 
the  industrial  classes  found  strength  in  their  numbers;  and^^aysbe 
even  when  unable  to  gain  the  upper  hand  altogether,  they  ^^' 
were   not,  like  their  brethren   in   the   country,  treated  as^®"**^ 
though  they  belonged  to  a  different  order  of  beings  from  in  thefree 
Aeir  rulers.     In  Florence  and  in  Bruges,  as  in  ancient    ^^^ 
Athens,  the  whole  people  could  hear  from  the  leaders  of 
public  policy  a  statement  of  their  plans  and  the  reasons  for 
them,  and  could  signify  their  approval  or  disapproval  before 
the  next  step  was  taken.     The  whole  people  could  discuss 
together  the   social  and  industrial  problems  of  the  time, 
knowing  each   other's    counsel,  profiting   by  each    other's 
experience,  working  out  in  common  a  definite  resolution  and 
bringing  it  into  effect  by  their  own  action.     But  nothing  of 
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:  I.    this  kind  could  be  done  over  a  wide  area  till  the  invention  of 
^''^     the  telegraph,  the  railway  and  the  cheap  pre8& 
Such  M  is         By  their  aid  a  nation  can  now  read  in  the  morning  what 
first  Sne    i^  leaders  have  said  on  the  evening  before ;  and  ere  another  day 
J*5J^  ^  has  passed  the  judgment  of  the  nation  on  it  is  pretty  well 
ctmntry.     known.     By  their  aid  the  council  of  a  large  trades-union  can 
at  a  trifling  cost  submit  a  difficult  question  to  the  judgment 
.  of  their  members  in  every  part  of  the  country  and  get  their 
decision  within  a  few  day&    Even  a  large  country  can  now  be 
ruled  by  its  people ;  but  till  now  what  was  called  "  popular 
(Government "  was  of  physical  necessity  the  government  by  a 
more  or  less  wide  oligarchy.     Only  those  few  who  oould 
themselves  go  frequently  to  the  centre  of  Government,  or 
who  could  at  least  receive  constant  communication  from  it, 
could   take  part  directly  in  government.    And  though  a 
much  larger  number  of  people  would  know  enough  of  what 
was  going  on  to  make  their  will  broadly  e£fective,  through 
their  choice  of  representatives,  yet  even  they  were  a  small 
minority  of  the  nation  till  a  few  years  ago ;  and  the  repre- 
sentative system  itself  is  only  of  recent  date. 
The  cmse  Switzerland  indeed  has  been  fi-ee :  for  its  mountains  oppose 

2^^*^!' obstacles  to  the  movements  of  large  armies,  and   render 
ceptionsL   cavalry  almost  useless;  and  it  has  nourished  a  sturdy  race 
which  has  been  strengthened  from  time  to  time  by  refugees 
from  among  the  bolder  spirits  of  neighbouring  lands.     But 
the  range  of  intercourse  of  those  who  live  in  mountains  is 
generally  small    Except  when  enriched  by  the  lavish  expen- 
diture of  tourists  from  more  favoured  lands,  they  live  hard 
lives,  having  long  hours  of  work  during  their  short  summer, 
and  stagnating  in  close  rooms  during  a  great  part  of  the 
year.     They  have  not  therefore  had  that  mental  activity  and 
enterprise  which  has  characterized  the  free  citie& 
The  Medi.        §  7.    In  the  Middle  Ages  the  history  of  the  rise  and 
^^  Sr^  ^1  of  towns  is  the  history  of  the  rise  and  fall  of  successive 
^JjJ^"'  waves  on  the  tide  of  progress.     The  mediaeval  towns  as  a 
Sld^SfaS  rule  owed  their  origin  to  trade  and  industry,  and  did  not 
dyiiiza-      despise  them.   And  though  the  wealthier  citizens  were  some- 
times able  to  set  up  a  close  government  in  which  the  workers 
had  no  part,  they  seldom  retained  their  power  long ;  and  the 
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great  body  of  the  inhabitants  frequently  had  the  full  rights  book  i. 
of  citizens,  deciding  for  themselves  the  foreign  and  domestic  ^'°' 
policy  of  their  city,  and  at  the  same  time  working  with  their 
hands  and  taking  pride  in  their  work.  They  organized 
themselves  into  Gilds,  thus  increasing  their  cohesion  and 
educating  themselves  in  self-government;  and  though  the 
Qilds  gradually  became  exclusive,  and  their  trade-regulations 
ultimately  retarded  progress,  yet  they  did  excellent  work 
before  this  deadening  influence  had  shown  itself 

The  citizens  gained  culture  without  losing  energy;  without 
n^lecting  their  business,  they  learnt  to  take  an  intelligent 
intei^et  in  many  things  besides  their  business.  They  led  the 
way  in  the  fine  arts,  and  they  were  not  backward  in  those  of 
war.  They  took  pride  in  magnificent  expenditure  for  public 
purposes ;  and  they  took  equal  pride  in  a  careful  husbanding 
of  the  public  resources,  in  clear  and  clean  State  budgets, 
and  in  systems  of  taxes  levied  equitably  and  based  on 
sound  business  principlea  Thus  they  led  the  way  towards 
modem  industrial  civilization ;  and  if  they  had  gone  on  their 
course  undisturbed,  and  retaining  their  first  love  of  liberty 
and  social  equality,  they  would  probably  long  ago  have 
wcvked  out  the  solutions  of  many  social  and  economic 
problems  which  we  are  only  now  beginning  to  &/ce.  But  but  were 
after  being  long  troubled  by  tumults  and  war,  they  at  last 
succumbed  to  the  growing  power  of  the  countries  by  which 
they  were  surrounded ;  and  indeed  when  they  had  obtained 
dominion  over  their  neighbours,  their  own  rule  had  often 
been  harsh  and  oppressive,  so  that  their  ultimate  overthrow 
by  the  country  was  in  some  degree  the  result  of  a  just  retri- 
bution.  They  have  suffered  for  their  wrong  doings,  but  the 
fruit  of  their  good  work  remains,  and  is  the  source  of  much 
that  is  best  in  the  social  and  economic  traditions  that  our 
age  has  inherited  fix>m  its  predece8sor& 

§  8.     Feudalism  was  perhaps  a  necessary  stage  in  the  Chivalry 
development  of  the  Teutonic  race.    It  gave  scope  to  the  VS^ 
political  ability  of  the  dominant  class,  and  educated  the^^^ 
common  people  in  habits  of  discipline  and  order.     But  it  ^^*^ 
concealed  under  forms  of  some  outward  beauty  much  cruelty  were  well 
and  uncleanness,   physical   and   moral.     The  practices    of  it  used 
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BOOK  I.    chivalry  combined  extreme  deference  to  women  in  public 

'"'    with  much  domestic  tyranny :  it  combined  elaborate  rules  of 

^^^'^        courtesy  towards  combatants  of  the  knightly  order  with 

to  keep 
the  lowen 

clflBOOB 

^j^^  towards  one  another  with  frankness  and  generosity*:  they 
had  ideals  of  life  which  were  not  devoid  of  nobility;  and 
therefore  their  characters  will  always  have  some  attractive- 
ness to  the  thoughtful  historian  as  well  as  to  the  chronicler 
of  wars,  of  splendid  shows  and  of  romantic  incidents.  But 
their  consciences  were  satisfied  when  they  had  acted  up  to 
the  code  of  duty  which  their  own  class  required  of  them : 
and  one  article  of  that  code  was  to  keep  the  lower  classes 
in  their  place;  though  they  were  often  kind  and  even 
affectionate  towards  those  retainers  with  whom  they  lived  in 
daily  contact. 
The  So  £Eur  as  cases  of  individual  hardship  went,  the  Church 

helped  the  strove  to  defend  the  weak  and  to  diminish  the  sufferings  of 
Son^^  the  poor.  Perhaps  those  finer  natures  who  were  attracted  to 
freedom     its  service  might  often  have  exercised  a  wider  and  a  better 

in  Bome        , 

ways,  influence,  if  they  had  been  free  from  the  vow  of  celibacy, 
and  able  to  mingle  with  the  world.  But  this  is  no  reason  for 
rating  lightly  the  benefit  which  the  clergy,  and  still  more 
the  monks,  rendered  to  the  poorer  classes.  The  monasteries 
were  the  homes  of  industry,  and  in  particular  of  the  scientific 
treatment  of  agriculture :  they  were  secure  colleges  for  the 
learned,  and  they  were  hospitals  and  alms-houses  for  the 
suffering.  The  Church  acted  as  a  peace-maker  in  great 
matters  and  in  small:  the  festivals,  and  the  markets  held 
under  its  authority  gave  freedom  and  safety  to  trade". 

1  Treachery  was  however  oommon.  People  compassed  the  death  of  their 
acquaintances  hy  assassination  and  poison:  the  host  was  often  expected  to  taste 
the  food  and  drink  which  he  oflFered  to  his  gnest.  Bnt  as  a  painter  rightly 
fills  his  canyas  with  the  noblest  faces  he  can  find,  and  keeps  as  much  in  the 
hackgronnd  as  possible  anything  that  is  disgusting,  so  the  popular  historian 
may  be  justified  in  exciting  the  emulation  of  the  young  by  historical  pictures 
in  which  the  lives  of  noble  men  and  women  stand  out  in  bold  relief,  while  a  veil  is 
drawn  over  much  of  the  surrounding  depravity.  When  however  we  want  to  take 
stock  of  the  world's  progress,  we  must  reckon  the  evil  of  past  times  as  it  really 
was;  to  be  more  than  just  to  our  ancestors  then  is  to  be  less  than  just  to  the  best 
hopes  of  our  race. 

*  We  are  perhaps  H>t  to  lay  too  much  stress  on  the  condemnation  ^7  the 
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Again,  the  Church  was  a  standing  protest  against  caste  book  i. 
exclnsiveness.  It  was  democratic  in  its  organization,  as  was  ^'°' 
the  army  of  ancient  Rome.  It  was  always  willing  to  raise  to 
the  highest  posts  the  ablest  men,  in  whatever  rank  they  were 
bom;  its  clergy  and  monastic  orders  did  much  for  the  phjrsical 
and  moral  wellbeing  of  the  people ;  and  it  sometimes  even  led 
them  in  open  resistance  to  the  tyranny  of  their  rulera 

But,  on  the  other  hand,  it  did  not  set  itself  to  help  them  but 
to  develop  their  faculties  of  self-reliance  and  self-deter-  a  in 
mination,  and  to  attain  true  inner  freedom.  While  willing  ^^^^ 
that  those  individuals  who  had  exceptional  natural  talents 
should  rise  through  its  own  o£5ces  to  the  highest  posts,  it 
helped  rather  than  hindered  the  forces  of  feudalism  in  their 
endeavour  to  keep  the  working  classes  as  a  body  ignorant, 
devoid  of  enterprise,  and  in  every  way  dependent  on  those 
above  them.  Teutonic  feudalism  was  more  kindly  in  its 
instincts  than  the  military  dominion  of  ancient  Rome ;  and 
the  laity  as  well  as  clergy  were  influenced  by  the  teachings, 
imperfectly  understood  as  they  were,  of  the  Christian  re- 
ligion with  regard  to  the  dignity  of  man  as  man.  Never- 
theless the  rulers  of  the  country  districts  during  the  early 
middle  ages  united  all  that  was  most  powerful  in  the  oriental 
subtlety  of  theocratic  caste  and  in  the  Roman  form  of  dis- 
cipline and  resolution,  and  used  their  combined  forces  in 
such  a  manner  as  on  the  whole  to  retard  the  growth  of 
strength  and  independence  of  character  among  the  lower 
orders  of  the  people. 

The  military  force  of  feudalism  was  however  for  a  long  Fendii 
time  weakened  by  local  jealousies.    It  was  admirably  adapted  ^§^  was 
for  welding  into  one  living  whole  the  government  of  a  vast  **  ^^ 

Cfavreh  of  "nsorj"  and  some  kinds  of  trade.  There  was  then  Tery  little  scope 
for  lendiDg  coital  to  he  used  in  hnsiness,  and  when  there  was,  the  prohibition 
eould  be  eraded  by  many  devices,  some  of  which  were  indeed  sanctioned  by  the 
Qnireh  itself.  And  though  St  Chrysostom  said  that  "  he  who  procures  an  article 
to  mftke  profit  by  disposing  of  it  entire  and  unaltered,  is  ^ected  from  the  temple 
«f  God,*'  yet  the  Church  encouraged  merchants  to  bny  and  sell  goods  unaltered  at 
furs  and  elsewhere.  The  authority  of  Church  and  State  and  the  prejudices  of 
flie  people  combined  to  put  difficulties  in  the  way  of  those  who  bought  up  large 
quantitiee  of  goods  in  order  to  sell  them  retail  at  a  profit.  But  though  much  of 
the  holiness  of  these  people  was  legitimate  trade,  some  of  it  was  certainly 
analogous  to  ibe  *'  rings  "  and  *'  comers  '*  in  modem  produce  markets.  ^^ 
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BooE  X.    area  under  the  genius  of  a  Charles  the  Great :  but  it  was 
^•°'    equally  prone  to  dissipate  itself  into  its  constituent  elements 
jMtable,    as  soon  as  its  guiding  genius  was  gone.    Italy  was  for  a  long- 
imgih       time  ruled  by  its  towns/  one  of  which  indeed,  of  Roman 
the  free-     descent,  with  Roman  ambition  and  hard  fixity  of  purpose 
tiSedtiesl   ^^^^  ^^  water-ways  against  all  attack  till  quite  modem 
time&    And  in  the  Netherlands  and  other  parts  of  the  Con- 
tinent the  free  towns  were  long  able  to  defy  the  hostility 
of  kings  and  barons  around  them.     But  at  length  stable 
monarchies  were  established  in  Austria,  Spain  and  France. 
A  despotic  monarchy,  served  by  a  few  able  men,  drilled  and 
organized  the  military  forces  of  vast  multitudes  of  ignorant 
but  sturdy  country  folk ;  and  the  enterprise  of  the  free  towns, 
their  noble  combination  of  industry  and  culture,  was  cut  short 
before  they  had  had  time  to  outgrow  their  early  mistakes. 
Bnt  the  Then  the  world  might  have  gone  backwards  if  it  had  not 

progress  happened  that  just  at  that  time  new  forces  were  rising  to 
JJSJdfy  break  up  the  bonds  of  constraint  and  spread  freedom  over 
toe^inven-  j^jj^  broad  land.  Within  a  very  short  period  came  the  inven- 
p^^»  tion  of  printing,  the  Revival  of  Learning,  the  Reformation, 
matioii,  and  the  discovery  of  the  ocean  routes  to  the  New  World  and 
discov^  to  India.  Any  one  of  these  events  alone  would  have  been 
Ne^*  suflBcient  to  make  an  epoch  in  history ;  but  coming  together 
World.  as  they  did,  and  working  all  in  the  same  direction,  they 
effected  a  complete  revolution. 

Thought   became   comparatively    free,    and    knowledge 

ceased  to  be  altogether  inaccessible  to  the  people.    The  free 

temper  of  the  Greeks  revived ;  the  strong  self-determining 

spirits  gained  new  strength,  and  were  able  to  extend  their 

influence  over  others.    And  a  new  continent  suggested  new 

problems  to  the  thoughtful,  at  the  same  time  that  it  offered 

a  new  scope  to  the  enterprise  of  bold  adventurera 

The  first  §  9.    The  countries  which  took  the  lead  in  the  New 

5^^i^    maritime  adventure  were  those  of  the  Spanish  Peninsula.    It 

time  dis-     geemed  for  a  time  as  though  the  leadership  of  the  world,  having 

went  to      settled  first  in  the  most  easterly  peninsula  of  the  Mediterra- 

Spanish     nean,  and  thence  moved  to  the  middle  peninsula,  would 

peninsiiia.  ^^^Iq  again  in  that  westerly  peninsula  which  belonged  both 

to  the  Mediterranean  and  the  Atlantia    But  the  power  of 
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industry  had  by  this  time  become  8u£Scient  to  sustain  wealth  booe  x. 
and  civilization  in  a  northern  climate.  And  the  Spanish  and  ^•"' 
Portuguese  could  not  hold  their  own  for  long  against  the 
more  sustained  energy  and  the  more  generous  spirit  of  the 
northern  people ;  the  colonists  of  England,  Holland,  and  even 
France  demanded  and  obtained  fSekr  more  freedom  than  those 
of  Spain  and  Portugal. 

The  early  history  of  the  people  of  the  Netherlands  is  Bat  soon 
indeed  a  brilliant  romance.     Founding  themselves  on  fishing  f^er  on, 
and  weaving,  they  built  up  a  noble  fabric  of  Art  and  litera-  *o^o^^»^» 
ture,  of  Science  and  Qovemment.    But  Spain  set  herself  to 
crush  out  the  rising  spirit  of  freedom,  as  Persia  had  done 
before.     And  as  Persia  strangled  Ionia,  but  only  raised  yet 
higher  the  spirit  of  Greece  Proper;  so  the  Austro-Spanish 
Empire  subdued  the  Belgian  Netherlands,  but  only  roused  the 
patriotism  and  energy  of  the  Dutch  Netherlands  and  England. 

Holland  suffered  from  England's  jealousy  of  her  commerce, 
but  still  more  from  the  restless  military  ambition  of  France. 
It  soon  became  clear  that  Holland  was  defending  the  free- 
dom of  Europe  against  French  aggression.  But  at  a  critical 
time  in  her  history  she  was  deprived  of  the  aid  she  might 
reasonably  have  expected  from  Protestant  England;  and, 
though  from  1688  onwards  that  aid  was  liberally  given,  her 
bravest  and  most  generous  sons  had  then  already  perished 
on  the  battle-field,  and  she  was  overburdened  with  debt. 
She  has  fallen  into  the  background :  but  Englishmen  above 
all  others  are  bound  to  acknowledge  what  she  did,  and  what 
more  she  might  have  done  for  freedom  and  enterprise. 

France  and  England  were  thus  left  to  contend  for  the  to  France; 
.  empire  of  the  Ocean.  France  had  greater  natural  resources 
Uian  any  other  northern  country,  and  more  of  the  spirit  of  the 
new  age  than  any  southern  country;  and  she  was  for  some  time 
the  greatest  power  of  the  world.  But  she  squandered  in  per- 
petual wars  her  wealth  and  the  blood  of  the  best  of  those 
citizens  whom  she  had  not  already  driven  away  by  religious 
persecution.  The  progress  of  enlightenment  brought  with  it 
no  generosity  on  the  part  of  the  ruling  class  towards  the  ruled, 
and  no  wisdom  in  expenditure. 

From  revolutionary  America   came  the  chief  impulse 
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BOOK  I.    towards  a  rising  of  the  oppressed  French  people  against  their 
^'  °'     rulers.    But  the  French  were  strikingly  wanting  in  that  self- 
controlling  freedom  which  had  distinguished  the  American 
and  to       colonists.  Their  energy  and  courage  was  manifested  again  in 
^  the  great  Napoleonic  wars.     But  their  ambition  overleaped 

itself,  and  ultimately  left  to  England  the  leadership  of 
enterprise  on  the  Ocean.  Thus  the  industrial  problems  of 
the  New  World  are  being  worked  out  under  the  direct  in- 
fluence, as  to  some  extent  those  of  the  Old  World  are  under 
the  indirect  influence,  of  the  English  character.  We  may 
then  return  to  trace  with  somewhat  more  detail  the  growth 
of  free  enterprise  in  England. 
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CHAPTER  III. 

THE  GROWTH  OF  FREE  INDUSTRY  AND  ENTERPRISE 
CONTINUED. 

§  1.     EIngland's  geographical  position  caused  her  to  be    book  i. 
peopled  by  the  strongest  members  of  the  strongest  races  of    ^'"^' 
northern  Europe ;  a  process  of  natural  selection  brought  to  The  cha- 
her  shores  those  members  of  each  successive  migratory  wave  English- 
who  were  most  daring  and  self-reliant.   Her  climate  is  better  ^^^' 
adapted  to  sustain  energy  than  any  other  in  the  northern 
hemisphere.     She  is  divided  by  no  high  hills,  and  no  part  of 
her  territory  is  more  than  twenty  miles  from  navigable  water, 
and  thus  there  was  no  material   hindrance  to  freedom  of 
intercourse  between  her  different  parts ;  while  the  strength 
and  wise  policy  of  the  Norman  and  Plantagenet  kings  pre- 
vented artificial  barriers  from  being  raised  by  local  magnates. 

As  the  part  which  Rome  played  in  history  is  chiefly 
due  to  her  having  combined  the  military  strength  of  a  great 
empire  with  the  enterprise  and  fixedness  of  purpose  of  an 
oUgarchy  residing  in  one  city,  so  England  owes  her  greatness 
to  her  combining,  as  Holland  had  done  on  a  smaller  scale 
before,  much  of  the  firee  temper  of  the  mediaeval  city  with  the 
strength  and  broad  basis  of  a  nation.  The  towns  of  England 
had  been  less  distiDguished  than  those  of  other  lands ;  but 
she  assimilated  them  more  easily  than  any  other  country  did, 
aad  so  gained  in  the  long  run  most  from  them. 

The  custom  of  primogeniture  inclined  the  younger  sons 
of  noble  fiemiilies  to  seek  their  own  fortunes ;  and  having  no 
special  caste  privileges  they  mixed  readily  with  the  common 
people.  This  fusion  of  different  ranks  tended  to  make  poli- 
tics business-like ;  while  it  warmed  the  veins  of  business 
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BooE  I.    adventure  with  the  generous  daring  and  romantic  aspirations 
^''°'    of  noble  blood.     Resolute  on  the  one  hand  in  resistance  to 
t}rranny,  and  on  the  other  in  submission  to  authority  when 
it  is  justified  by  their  reason,  the  English  have  made  many 
revolutions;  but  none  without  a  definite  purpose.     While 
reforming  the  constitution  they  have  abided  by  the  law:  they 
alone,  unless  we  except  the  Dutch,  have  known  how  to  com- 
bine order  and  freedom ;  they  alone  have  united  a  thorough 
reverence  for  the  past  with  the  power  of  living  for  the  future 
rather  than  in  the  past,   fiut  the  strength  of  character  which 
in  later  times  made  Ejigland  the  leader  of  manufacturing 
progress,  showed  itself  at  first  chiefly  in  politics,  in  war,  and 
in  agriculture. 
^^®^®y       The  English  yeoman  archer  was  the  forerunner  of  the 
an  ftgricni.  English  artisan.     He  had  the  same  pride  in  the  superiority 
tion  they    of  his  food  and  his  physique  over  those  of  his  Continental 
8i^  of      rivals;  he  had  the  same  indomitable  perseverance  in  acquiring 
modem      Perfect  command  over  the  use  of  his  hands,  the  same  free 
faculty       independence  and  the  same  power  of  self-control  and  of  risinir 

for  organ-  •  o 

ized action. to  emergencies;  the  same  habit  of  indulging  his  humours 
when  the  occasion  was  fit,  but,  when  a  crisis  arose,  of  preserv- 
ing discipline  even  in  the  face  of  hardship  and  misfortune'. 

But  the  industrial  fEiculties  of  Englishmen  remaioed 
latent  for  a  long  time.  They  had  not  inherited  much  ac- 
quaintance with  nor  much  care  for  the  comforts  and  luxuries 
of  civilization.  In  manufactures  of  all  kinds  they  lagged 
behind  the  Latin  countries,  Italy,  France  and  Spain,  as 
well  as  the  free  cities  of  northern  Europe.  Gradually  the 
wealthier  classes  got  some  taste  for  imported  luxuries,  and 
England's  trade  slowly  increased. 
^I^jl^^*  But  there  was  for  a  long  time  no  sign  on  the  surfiwje  of  her 
conse-        future  commerce.    That  indeed  is  the  product  of  her  special 

qaence  of       .  -  ,  * 

thdr  Circumstances  as  much  as,  if  not  more  than,  of  any  natural 
produSaon  ^ias  of  her  people.  They  had  not  originally,  and  they  have  not 
Svi«tion  ^^^>  ^^*  special  liking  for  dealing  and  bargaining,  nor  for  the 

^  For  the  purposes  of  statistical  comparison  the  well-to-do  yeoman  most  be 
ranked  with  the  middle  classes  of  to-day,  not  with  the  artisans:  for  those  who 
were  better  off  thaif  he  were  very  few  in  nomber;  while  the  great  mass  of  the 
people  were  very  far  below  him,  and  were,  even  in  the  prosperous  fifteenth 
century,  much  worse  oflF  in  almost  every  respect  than  they  are  now. 
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more  abstract  side  of  financial  business,  which  is  found  among  boos  i. 
the  Jews,  the  Italians,  the  Greeks  and  the  Armenians ;  trade  ^'"'^ 
with  them  has  always  taken  the  form  of  action  rather  than 
of  mancoaTiing  and  speculative  combination.  Even  now 
the  subtlest  financial  speculation  on  the  London  Stock  Ex- 
change is  done  chiefly  by  those  races  which  have  inherited 
the  same  aptitude  for  trading  which  the  English  have  for 
action. 

The  qualities  which  have  caused  England  in  later  times  The  oapi- 
under  different  circumstances  to  explore  the  world,  and  to  ganiutiim 
make  goods  and  carry  them  for  other  countries,  caused  her  jj^^^^* 
even  in  the  middle  ages  to  pioneer  the  modem  organization  of  i^^ered  the 
agriculture,  and  thus  to  set  the  model  after  which  most  other  that  of 
modem  business  is  being  moulded.     She  took  the  lead  int^. 
converting  labour  dues  into  money  payments,  a  change  which 
much  inoreased  the  power  of  everyone  to  steer  his  course  in 
life  according  to  his  own  free  choice.     For  good  and  for  evil 
the  people  were  set  firee  to  exchange  away  their  rights  in  the 
land  and  their  obligations  to  it.    The  relaxation  of  the  bonds 
of  custom  was  hastened  alike  by  the  great  rise  of  real  wages 
which  followed  the  Black  Death  in  the  fourteenth  century ; 
and   by  the  great  fedl  of  real  wages  which,  in  the  six- 
teenth century,  resulted  from  the  depreciation  of  silver,  the 
debasement  of  coin,  the  appropriation  of  the  revenues  of  the 
DKHiasteries  to  the  purposes  of  court  extravagance ;  and  lastly 
by  the  extension  of  sheep  fiuming,  which  set  many  workers 
adrift  from  their  old  homes,  and  lowered  the  real  incomes 
and  altered  the  mode  of  life. of  those  who  remained.    The 
movemait  was  further  extended  by  the  growth  of  the  royal 
power  in  the  hands  of  the  Tudors,  which  put  an  end  to 
private  war,  and  rendered  useless  the  bands  of  retainers 
which  the  barons  and  landed  gentry  had  kept  together. 
The  habit  of  leaving  real  property  to  the  eldest  son,  and 
distributing  personal  property  among  all  the  members  of  the 
&mily,  on  the  one  hand  increased  the  size  of  landed  pro- 
perties, and  on  the  other  narrowed  the  capital  which  the 
owners  of  land  had  at  their  own  command  for  working  it\ 

^  Mr  Bogen  nys  that  hi  the  thhrteenth  oentnry  the  value  of  arable  land  was 
only  ^  llu'd  ^  ^^  capital  reqtiired  to  work  it;  and  he  beUeyes  that  so  long  as  the 

M.  3 
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BOOK  i.  These  causes  tended  to  establish  the  relation  of  landlord 

^''°'  and  tenant  in  England:  while  the  foreign  demand  for 
English  work  and  the  English  demand  for  foreign  luxuries 
led,  especially  in  the  sixteenth  century,  to  the  concentration 
of  many  holdings  into  large  sheep-runs  worked  by  capitalist 
£Burmers.  That  is,  there  was  a  great  increase  in  the  number 
of  farmers  who  undertook  the  management  and  the  risks  of 
agriculture,  supplying  some  capital  of  their  own,  but  borrow- 
ing the  land  for  a  definite  yearly  payment,  and  hiring  labour 
for  wages:  in  like  manner  as,  later  on,  the  new  order  of 
English  business  men  undertook  the  management  and  the 
risks  of  manu&cture,  suppljdng  some  capital  of  their  own 
but  borrowing  the  rest  on  interest  and  hiring  labour  for 
wagea  Thus  the  English  large  fisum  was  the  forerunner  of 
the  English  fectory,  in  the  same  way  as  English  archery  was 
the  forerunner  of  the  skill  of  the  English  artisan. 
England's  §  2.  Meanwhile  the  English  character  was  deepening, 
was  mnch  The  natural  gravity  and  intrepidity  of  the  stem  races  that 
^^^^  had  settled  on  the  shores  of  England  inclined  them  to  em- 

Eiritof  the  ^jj-ace  the  doctrines  of  the  Reformation ;  and  these  reacted  on 
norma-  '        ^     ^ 

tion,  their  habits  of  life,  and  gave  a  tone  to  their  industry.     Man 

was,  as  it  were,  ushered  straight  into  the  presence  of  his 
Creator,  with  no  human  intermediary:  4ife  became  intense 
and  full  of  awe ;  and  now  for  the  first  time  large  numbers 
of  rude  and  uncultured  people  yearned  towards  the  mysteries 
of  absolute  spiritual  fi^eedonL  The  isolation  of  each  person  s 
religious  responsibility  fi^m  that  of  his  fellows,  rightly  under- 
stood, was  a  necessary  condition  for  the  highest  spiritual 
progress\  But  the  notion  was  new  to  the  world,  it  was 
bare  and  naked,  not  yet  overgrown  with  pleasant  instincts ; 
and  even  in  kindly  natures  individuality  showed  itself 
with  a  hard  sharpness  of  outline,  while  the  coarser  natures 

owner  of  Uieland  was  in  the  habit  of  cultiTating  it  himself,  the  eldest  son  often 
nsed  Tarioos  devices  for  alienating  a  part  of  his  land  to  his  yoonger  brothers  in 
exchange  for  some  of  their  capitaL  Six  Centuries  of  Work  and  Wageg,  pp.  61, 1 
1  The  Reformation  "  was  the  affirmation ...  of  Indiyidnality. . . .  Individoaltty  is 
not  the  snm  of  life,  bat  it  is  an  essential  part  of  life  in  every  region  of  our  nature 
and  our  work,  in  onr  work  for  the  part  and  for  the  whole.  It  is  tme,  though  it  is 
not  the  whole  tmth,  that  we  most  live  and  'die  alone,  alone  with  God."  Canon 
Westcott's  Social  AtpecU  of  Christianity,  p.  121.  Comp.  also  Hegel's  PkUoscpkf 
of  History,  part  it.  section  iii.  ch.  2. 
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became  self-conscious  and  egotistic.  Among  the  Puritans  booki. 
especially,  the  eagerness  to  give  logical  definiteness  and  pre-  °^°'' 
dsion  to  their  religious  creed  was  an  absorbing  passion, 
hostile  to  all  lighter  thoughts  and  lighter  amusements. 
When  occasion  arose  they  could  take  ccftnbined  action,  which 
was  made  irresistible  by  their  resolute  will  But  they  took 
little  joy  in  society ;  they  shunned  public  amusements,  and 
preferred  the  quieter  relaxations  of  home  life ;  and,  it  must 
be  confessed,  some  of  them  took  an  attitude  hostile  to  art  \ 

The  first  growth  of  strength  had  then  something  in  it  ^^hieh 
that  was  rude  and  ill-mannered;    but  that  strength  wsusthe 
required  for  the  next  stage  upwards.     Individualism  had^^^^ 
to  be  purified  and  softened  by  much  tribulation ;  it  had  to  ^^  ^J ®^* 
become  less  self-assertive  without  becoming  weaker,  before  »o3*i  ^^^ 
new  instincts  could  grow  up  around  it  to  revive  in  a  higher 
form  what  was  most  beautiful  and  most  solid  in  the  old  collec- 
tive tendencies.    Individualism  governed  by  the  temper  of  the 
Reformed  religion  intensified  family  life,  making  it  deeper 
and  purer,  and  holier  than  it  had  ever  been  before.    It  is  true 
that  even  the  highest  elements  of  our  nature  can  be  used 
wrongly,  that  an  exclusive  devotion  to  family  cares  has  evils 
of  its  own.     Nevertheless  the  family  affections  of  those  races 
winch  have  adopted  the  Reformed  religion  are  the  richest 
and  fullest  of  earthly  feelings :  there  never  has  been  before 
any  material  of  texture  at  once  so  strong  and  so  fine,  with 
which  to  build  up  a  noble  fabric  of  social  life. 

Holland  and  other  countries  shared  with  England  the 
great  ordeal  which  was  thus  opened  by  the  spiritual  upheaval 
that  closed  the  middle  ages.  But  firom  many  points  of  view, 
and  especially  from  that  of  the  economist,  England's  experi- 
^ices  were  the  most  instructive  aud  the  most  thorough ;  and 

1  The  tioentioasness  of  some  f omis  of  art  created  in  serious  but  narrow  minds 
a  prejudice  against  aO  art;  and  in  revenge  socialists  now  raU  at  the  Reformation 
as  bsnng  injured  both  the  social  and  the  artistic  instincts  of  man.  But  it  may  be 
yjsstioned  whether  the  intense  feelings  which  were  engendered  by  the  Befonnation 
hare  not  enriched  art  more  than  their  ansterity  has  injored  it.  They  have  de- 
Tdoped  a  literature  and  a  music  of  their  own ;  and  if  they  have  led  man  to  think 
ahghtingly  of  the  beanty  of  the  works  of  his  own  hands,  they  have  certainly  in- 
creased his  power  of  appredating  the  beauties  of  nature.  It  is  no  accident  that 
hndaeape  painting  owes  most  to  lands  in  which  the  Reformed  religion  has  pre- 
Tafled. 

3—2 
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BOOK  X.  were  typical  of  all  the  rest.  England  led  the  way  in  the 
^"•'"'  modem  evolution  of  industry  and  enterprise  by  free  and  self- 
determining  energy  and  will. 
The  eoono-  §  3.  The  effects  of  the  Reformation  on  England's  indus- 
^*^tte  *™^  ^^^  commercial  character  were  intensified  by  the  bet 
Reforma-  that  many  of  those  who  had  adopted  the  new  doctrines  in 
England  Other  countries  sought  on  her  shores  a  safe  asylum  from 
sifled  religious  persecution.  By  a  sort  of  natural  selection,  those 
to^i^^Mst-  ^^  ^^^  French  and  Flemings,  and  others  whose  character  was 
jJg^^**most  akin  to  the  English,  and  who  had  been  led  by  that 
from  the     character  to  sturdy  thoroughness  of  work  in  the  manufrk^tur- 

Continent.    .  .1.11  1  111 

mg  arts,  came  to  mmgle  with  them,  and  to  teach  them  those 
arts  for  which  their  character  had  all  along  fitted  them*. 
During  the  seventeenth  and  eighteenth  centuries,  the  court 
and  the  upper  classes  remained  more  or  less  frivolous  and 
licentious ;  but  the  middle  class  and  some  parts  of  the  work- 
ing class  adopted  a  severe  view  of  life;    they  took  little 
delight  in  amusements  that  interrupted  work,  and  they  had 
a  high  standard  as  to  those  material  comforts  which  could 
It  gave  a    be  obtained  only  by  unremitting,  hard  work.    They  strove  to 
i^  to  her  produce  things  that  had  a  solid  and  lasting  utility,  rather 
nSnt^  and  ^^^^  thosc  Suited  only  for  the  purpose  of  festivities  Mid 
this  reacted  ostentation.     The  tendency,  when  once  it  had  set  in,  was 

on  her  in-  . 

dnstries.  promoted  by  the  climate;  for,  though  not  very  severe,  it 
is  specially  unsuited  to  the  lighter  amusements;  and  the 
clothing,  houseroom  and  other  requisites  for  a  comfortable 
existence  in  it,  are  of  a  specially  expensive  character. 

These  were  the  conditions  under  which  the  modem  in- 
dustrial life  of  England  was  developed:  the  desire  for  material 
comforts  tends  towards  a  ceaseless  straining  to  extract  from 
every  week  the  greatest  amount  of  work  that  can  be  got  out 
of  it.  The  firm  resolution  to  submit  every  action  to  the 
deliberate  judgment  of  the  reason  tends  to  make  eveiyone 
constantly  ask  himself  whether  he  could  not  improve  his 
position  by  changing  his  business,  or  by  changing  his  method 
of  doing  it  And,  lastly,  complete  political  freedom  and  secu- 
rity enables  everyone  to  adjust  his  conduct  as  he  has  decided 

1  Dr  Smiles  has  shown  that  the  debt  which  England  owes  to  these  immigranti 
Is  greater  than  historians  hare  supposed,  though  they  have  alwi^  rated  it  \nijtAj. 
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that  it  is  his  interest  to  do,  and  fearlessly  to  commit  his    booki. 
person  and  his  property  to  new  and  distant  undertakinga         oh^. 

In  short,  the  same  causes  which  have  enabled  England 
and  her  colonies  to  set  the  tone  of  modem  politics,  have 
made  them  also  set  the  tone  of  modem  business.  The  same 
qualities  which  gave  them  political  freedom  gave  them  also 
free  enterprise  in  industry  and  coi]tfmerce\ 

§  4.     Freedom  of  industry  and  enterprise,  so  fieur  as  its  Engiidi 
action  reaches,  tends  to  cause  everyone  to  seek  that  employ-  pHse  nata- 
ment  of  his  labour  and  capital  in  which  he  can  tum  them  S^toSs 
to  beet  advantage ;  and  this  again  leads  him  to  try  to  obtain  ^f^  ^ 
a  special  skill  and  facility  in  some  particular  task,  by  which 
he  may  earn  the  means  of  purchasing  what  he  himself  wants. 
And  hence  results  a  complex  industrial  organization,  with 
much  subtle  division  of  labour*. 

Some  sort  of  division  of  labour  is  indeed  sure  to  grow  * 
up  in  any  civilization  that  has  held  together  for  a  long 
while»  however  primitive  its  form.  Even  in  very  backward 
countries  we  find  highly  specialized  trades ;  but  we  do  not 
find  the  work  within  each  trade  so  divided  up  that  the  plan- 
ning and  arrangement  of  the  business,  its  management  and 
its  risks,  are  borne  by  one  set  of  people,  while  the  manual 
work  required  for  it  is  done  by  hired  labour.  This  form  of 
division  of  labour  is  at  once  characteristic  of  the  modem 
w<»-ld  generally,  and  of  the  English  race  in  particular.  It 
may  be  merely  a  passing  phase  in  man's  development;  it  may 
be  swept  away  by  the  further  growth  of  that  free  enterprise 
which  has  called  it  into  existence.  But  for  the  present  it 
stands  out  for  good  or  for  evil  as  the  chief  &ct  in  the  form 
of  modem  civilization,  the  kernel  of  the  modem  economic 
problem. 

The  most  vital  changes  hitherto  introduced  into  industrial  espedally 
Hfe,  centre  around  this  growth  of  business  undertakers'.  m«tt^  of 

1  Rogen  ttrgoes  with  great  force  {Six  Centuries  of  Work  and  Wagea^  ch.  1), 
thai  the  rmnin^tatioTt  of  personal  for  money  dues  was  effected  earlier  in  England 
tteoB  oD  the  Continent,  and  was  a  chief  canse  of  what  is  most  characteristic  in 
Si^and's  political  history. 

s  This  aol^eet  is  studied  in  detail  helow,  Book  it.  chs.  vm— xn. 

s  This  term,  which  has  the  aathority  of  Adam  Smith  and  is  habitually  used 
CO  the  ContiDeni,  seems  to  be  the  best  to  indicate  those  who  take  the  risks  and 
the  Banagement  ol  business  as  their  share  in  the  worit  of  organind  indnstiy. 
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BOOS  I.    We  have  already  seen  how  the  undertaker  made  his  appear- 

^•™'    ance  at  an  early  stage  in  England's  agriculture.    The  former 

under-       borrowed  land  from  his  landlord,  and  hired   the  necessary 

t^iring  and 

managing  labour,  being  himself  responsible  for  the  management  and 
'^^^^^^  risks  of  the  businesa  The  selection  of  fieurmers  has  not  in- 
deed been  governed  by  perfectly  free  competition,  but  has 
been  restricted  to  a  certain  extent  by  inheritance  and  by 
other  influences,  which  have  often  caused  the  leadership  of 
agricultural  industry  to  fall  into  the  hands  of  people  who  have 
had  no  special  talents  for  it.  But  England  is  the  only  country 
in  which  any  considerable  play  has  been  given  to  natural 
selection :  the  agricultural  systems  of  the  Continent  have 
allowed  the  accident  of  birth  to  determine  the  part  which 
every  man  should  take  in  cultivating  land  or  controlling  its 
cultivation.  The  greater  energy  and  elasticity  obtained  by 
even  this  narrow  play  of  selection  in  England,  has  been 
sufficient  to  put  English  agriculture  in  advance  of  all  others, 
and  has  enabled  it  to  obtain  a  much  larger  produce  than  is 
got  by  an  equal  amount  of  labour  from  similar  soils  in  any 
other  country  of  Europe  \ 
and  the  But  the  natural  selection  of  the  fittest  to  undertake,  to 

of  indoBt^  organize,  and  to  manage  has  much  greater  scope  in  manu- 
fecture.  The  tendency  to  the  growth  of  undertakers  in 
manu&ctures  had  set  in  before  the  great  development  of 
England's  foreign  trade ;  in  &ct  traces  of  it  are  to  be  found 
in  the  woollen  manufecture  in  the  fifteenth  century*.  But 
the  opening  up  of  large  markets  in  new  coimtries  gave  a 
great  stimulus  to  the  movement,  both  directly  and  through 
its  influence  on  the  localization  of  industry,  that  is,  the  con- 
centration of  particular  branches  of  production  in  certain 
localities. 

1  In  the  latter  half  of  the  eighteenth  century,  espeoiaUy,  the  improyements 
in  agrieiiltare  moved  very  fast.  Implements  of  all  kinds  were  improTed, 
draining  was  carried  ont  on  scientific  principles,  the  breeding  of  farm  *»iwn^ig 
was  revolntionized  by  Bakewell's  genins;  turnips,  clover,  zye-grass,  Ac  came 
into  general  nse,  and  enabled  the  plan  of  refreshing  land  by  letting  it  lie  ftJUow  to 
be  superseded  by  that  of  "alternating  husbandly."  These  and  other  changes 
constantly  increased  the  capital  required  for  the  cultivation  of  land ;  while  the 
growth  of  fortunes  made  in  trade  increased  the  number  of  those  who  were  able 
and  willing  to  purchase  their  way 'into  country  society  by  buying  large  properties. 
And  thus  in  every  way  the  modem  commercial  spirit  spread  in  agriculture. 

•  Comp.  Oohenkowski,  Englands  voirihschafiUehe  Entwiekelungt  p.  112. 
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The  records  of  mediseval  fiedrs  and  wandering  merchants  book  i< 
show  that  there  were  many  things  each  of  which  was  made  ^•™' 
in  only  one  or  two  places,  and  thence  distributed  north  and  Thesetend- 

6I1C168  were 

south,  east  and  west,  over  the  whole  of  Europe.  But  the  mach  pro. 
wares  whose  production  was  localized  and  which  travelled  fisir,  £e  groiv^ 
were  almost  always  of  high  price  and  small  bulk:  the  cheaper  jj^^  ^^ 
and  heavier  goods  were  supplied  by  each  district  for  itself.  7^^  ^ 


In.  the  colonies  of  the  new  world,  however,  people  had  not  wanted 
always  the  leisure  to  provide  manufactures  for  themselves:  SSS  of*°" 
and  they  were  often  not  allowed  to  make  even  those  which  ^^^ 
they  could  have  made;  for  though  England's  treatment  of  her  pattema. 
colonies  was  more  liberal  than  that  of  any  other  country,  she 
thought  that  the  expense  which  she  incurred  on  their  behalf 
justified  her  in  compelling  them  to  buy  nearly  all  kinds  of 
manufactures  from  herself.    There  was  also  a  large  demand 
for  simple  goods  to  be  sold  in  India  and  to  savage  races. 

These  causes  led  to  the  localization  of  much  of  the  heavier 
manufacturing  work.  In  work  which  requires  the  highly 
trained  skill  and  delicate  &ncy  of  the  operative,  organi- 
zation is  sometimes  of  secondary  importance.  But  the  power 
of  organizing  great  numbers  of  people  gives  an  irresistible 
advantage  when  there  is  a  demand  for  whole  ship  cargoes  of 
goods  of  a  few  simple  patterns.  Thus  localization  and  the 
growth  of  the  system  of  capitalist  undertakers  were  two 
parallel  movements,  due  to  the  same  general  cause,  and  each 
of  them  promoting  the  advance  of  the  other. 

The  fiaictory  system  and  the  use  of  expensive  appliances  The  under- 
in  manufieu^ure,  came  at  a  later  stage.    They  are  commonly  flnt  merely 
supposed  to  be  the  origin  of  the  power  which  undertakers  2^^^ 
wield  in  English  industry ;  and  no  doubt  they  increased  it.  ^™^j^ 
But  it  had  shown  itself  clearly  before  their  influence  was  inlStey: 
felt.    At  the  time  of  the  French  Revolution  there  was  not  a  atm  done 
very  great  deal  of  capital  invested  in  machinery  whether  ^^^^ 
driven  by  water  or  steam  power;  the  factories  were  not 
large,  and  there  were  not  many  of  them.     But  nearly  all 
the  textile  work  of  the  country  was  then  done  on  a  system  of 
contracts.     This   industry  was    controlled  by  a  compara- 
tively small  number  of  undertakers  who  set  themselves 
to  find   out  what,  where  and  when  it  was  most  advan- 
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BOOK  I.  tageous  to  buy  and  to  sell,  and  what  things  it  was  most 
^''°'  profitable  to  have  made.  They  then  let  out  contiacts 
for  making  these  things  to  a  great  number  of  people 
scattered  over  the  country.  The  undertakers  generally  sup* 
plied  the  raw  material,  and  sometimes  even  the  simple 
implements  that  were  used;  those  who  took  the  contaract 
executed  it  by  the  labour  of  themselves  and  their  familiefl, 
and  sometimes  but  not  always  by  that  of  a  few  a8sistant8\ 

As  time  went  on,  the  progress  of  mechanical  invention 
caused  the  workers  to  be  gathered  more  and  more  into  small 
factories  in  the  neighbourhood  of  water  power;  and  when 
steam  came  to  be  substituted  for  water  power,  then  into 
larger  factories  in  great  towna  Thus  the  great  undertakers 
who  bore  the  chief  risks  of  manufacturing,  without  directly 
managing  and  superintending,  began  to  give  way  to  wealthy 
employers,  who  conducted  the  whole  business  of  manu&c- 
turing  on  a  large  scale.  The  new  factories  attracted  the 
attention  of  the  most  careless  observer ;  and  this  last  move- 
ment was  not  liable  to  be  overlooked  by  those  who  were  not 
actually  engaged  in  the  trade,  as  the  preceding  movement 
had.been'. 

1  The  reUtioDS  in  which  the  undertaking  the  risks  of  a  hosiDess  stands  to  the 
work  of  managing  it,  and  superintending  those  who  are  engaged  in  it,  are  dis- 
cnssed  below  in  Book  xv.  ch.  xzz.;  the  canses  which  goyem  the  remunerations  of 
these  several  tasks  are  studied  in  Book  vn.  chs.  Tin.,  iz. 

s  The  quarter  of  a  century  beginning  with  1760  saw  improyements  follow  one 
another  in  manufacture  eren  more  rapidly  than  in  agriculture.  During  that 
period  the  transport  of  heavy  goods  was  cheapened  by  Brind^y's  canals,  the  pro- 
duction of  power  by  Watt's  steam-engine,  and  that  of  iron  by  Cort's  processes  <rf 
puddling  and  rolling,  and  by  Roebuck's  method  of  mmfllfing  it  by  coal  in  liea 
of  the  charcoal  that  had  now  become  scarce ;  Hargreaves,  Crompton,  Arkwright, 
Cartwrii^  and  others  invented,  or  at  least  made  economically  servioeahle, 
the  spinning  jenny,  the  mule,  the  carding  machine,  and  the  power-loom; 
Wedgwood  gave  a  great  impetus  to  the  pottery  trade  that  was  already  growing 
rapidly;  and  there  were  important  inventions  in  printing  from  cylinders,  in 
bleaching  by  chemical  agents,  and  in  other  processes.  A  cotton  factory  was 
for  the  first  time  driven  directly  by  steam-power  in  1785,  the  last  year  of  the 
period.  The  beginning  of  the  nineteenth  century  saw  steam-ships  and  steam 
printing-presses,  and  the  use  of  gas  for  lighting  towns.  Bailway  locomotion,  tele- 
graphy and  photography  came  a  little  later.  Our  own  age  has  seen  numberiees 
improvements  and  new  economics  in  production,  prominent  among  which  aro  thoee 
relating  to  the  production  of  steel,  the  telephone,  the  electric  light,  and  the  gas- 
engine;  and  the  social  changes  arising  from  material  progress  are  in  some  respects 
more  rapid  now  than  ever.  But  the  groundwork  of  the  changes  that  have 
happened  shice  1786  was  chiefly  laid  in  the  inventions  of  the  years  1760  to  1785. 
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Thus  at  length  general  attention  was  called  to  the  great    book  i. 

change  in  the  organization  of  industry  which  had  long  been    ^'     ' 

going  on;  and  it  was  seen  that  the  sj^em  of  small  businesses  f'^^f^ 

controlled  by  the  workers  themselves  was  being  displaced  by  under- 

the  system  of  large  businesses  controlled  by  the  specialized  lected  into 

ability  of  capitalist  undertakers.     The  change  would  have  ^toriS^ 

worked  itself  out  very  much  as  it  has  done,  even  if  there  {^^  ^^ 

had  been  no  &ctories:  and  it  will  go  on  working  itself  out  workers; 

even  if  the  retail  distribution  of  force  by  electric  or  other  came  evi- 

agencies  should  cause  part  of  the  work  that  is  now  done  in  e^*^ne 

£Eu^ries  to  be  taken  to  the  home  of  the  workers*.  Sd*o^er 

§  5.     The  new  movement  both  in  its  earlier  and  later  was  pass- 

ii}st  away» 
forms  has  tended  constantly  to  relax  the  bonds  that  used  Henceforth 

to  bind  nearly  everyone  to  live  in  the  parish  in  which  he  !J^^^ 

was  bom ;  and  it  developed  free  markets  for  labour,  which  boor  was 

invited  people  to  come  and  take  their  chance  of  finding  wholesale. 

emplojrment.     And  in  consequence  of  this  change  the  causes 

that  determine  the  value  of  labour  began  to  take  a  new 

chnucter.    Up  to  the  eighteenth   century  manufacturing 

labour  had  been  hired,  as  it  were,  always  retail;  in  that 

century  it  began  to  be  hired  wholesale.    Up  to  that  time  its 

price  had  been  in  the  main  either  nominally  fixed  by  custom, 

or  determined  by  the  incidents  of  bargaining  in  very  small 

markets :  the  bargaining  had  been  sometimes  for  the  hire  of 

labour,  sometimes  for  the  sale  of  its  products,  the  workman 

having  himself  undertaken  the  risks  of  production.     But 

rince  then  its  price  has  more  and  more  been  determined  by 

the  circumstances  of  supply  and  demand  over  a  large  area — 

a  town,  a  countay,  or  the  whole  world. 

The  new  organization  of  industry  added  vastly  to  the  Thenewor- 

efficiency  of  production ;   for  it  went  &x  towards  securing  SCTSsed* 

that  each  man's  labour  should  be  devoted  to  just  the  highest  gS^^^I 

kind  of  work  which  he  was  capable  of  performing  well,  and  compamed 

that  his  work  should  be  ably  directed  and  supplied  with  the  evi£;man7 

best  mechanical  and  other  assistance  that  wealth  and  the  weie  how- 

knowledge  of  the  age  could  afford.     But  it  brought  with  it  JJ  o'tte 

canses. 
1  See  Held'a  Sociaie  OetehiekU  EngUmdSy  Bk.  n.  ch.  m.  Cmnpare  also  Mr  Carroll 
n.  Wriglii't  Tigoroiis  defence  of  the  Factory  Bystem,  VoL  n.  of  the  U,  8,  Cenmu 
/orlSSO. 
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BOOK  I.  great  evils.  Which  of  these  evils  was  unavoidable  we  cannot 
^''°'  telL  For  just  when  the  change  was  moving  most  quickly, 
England  was  stricken  by  a  combination  of  calamities  almoet 
unparalleled  in  history.  They  were  the  cause  of  a  great 
part — it  is  impossible  to  say  of  how  great  a  part — of  the 
sufferings  that  are  commonly  ascribed  to  the  sudden  out- 
break of  unrestrained  competition.  The  loss  of  her  great 
colonies  was  quickly  followed  by  the  great  French  war,  which 
cost  her  more  than  the  total  vdue  of  the  accumulated  wealth 
she  had  at  its  commencement.  An  unprecedented  series  of 
bad  harvests  made  bread  fearfully  dear.  And  worse  than  all, 
a  method  of  administration  of  the  poor  law  was  adopted  which 
undermined  the  independence  and  vigour  of  the  people. 

The  first  part  of  this  century  therefore  saw  free  enter- 
prise  establishing   itself  in    England    under  unfavourable 
circumstances,  its  evils  being  exaggerated,  and  its  benefits 
being  suppressed  by  external  misfortunes. 
There  wejre       R  6.    The  trade  customs  and  the  gild  regulations  by 
attempts  to  which  the  weak  had  been  defended  m  past  times,  were  un- 
^SnAnoea  suitable  to  the  new  industry.    In  some  places  they  were 
JJgjJj*^  abandoned  by  common  consent :  in  others  they  were  success- 
fully upheld  for  a  time.     But  it  was  a  fatal  success ;  for  the 
new  industry,  incapable  of  flourishing  under  the  old  bonds, 
left  those  places  for  others  where  it  could  be  more  free'. 
Then  the  workers  turned  to  Government  for  the  enforcement 
of  old  laws  of  Parliament  prescribing  the  way  in  which  the 
trade  should  be  carried  on,  and  even  for  the  revival  of  the 
regulation  of  prices  and  wages  by  justices  of  the  peace, 
whichhad         These  efforts  could  not  but  foil.     The  old  regulations 
goodaDd    had  been  the  expression  of  the  social,  moral  and  economic 
tixnJ^     "^ ideas  of  the  time;    they  had  been   felt  out,  rather  than 
thought  out ;  they  were  the  almost  instinctive  result  of  the 
experience  of  generations  of  men  who  had  lived  and  died 
bat  were     under  almost  unchanged  economic  conditions.     In  the  new 
the  modem  age  changes  came  so  rapidly  that  there  was  no  time  for  this. 
^J^"^*^  Each  man  had  to  do  what  was  right  in  his  own  eyes,  with 

^  The  tendency  of  industries  to  flee  away  from  places  where  they  were  over> 
regulated  I7  the  c^ds  was  of  old  standing,  and  had  shown  itself  in  the  thirteenth 
century,  thongh  it  was  then  comparatiTely  feeble.    See  Ochenkowski,  Lc.  p.  58. 
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but  little  guidance  from  the  experience  of  past  times ;  those  book  i. 
who  endeavoured  to  cling  to  old  traditions  were  quickly  ^•'"' 
supplanted. 

The  new  race  of  undertakers  consisted  chiefly  of  those  The  mum- 
who  had  made  their  own  fortunes,  strong,  ready,  enterprising  were 
men:   who,  looking  at  the  success  obtained  by  their  ownJ^J^g^, 
eneigies,  were  apt  to  assume  that  the  poor  and  the  weak  ^^  ^e^' 
were  to  be  blamed  rather  than  to  be  pitied  for  their  mis-  only  the 
fortunes.    Impressed  with  the  folly  of  those  who  tried  toofcompeti- 
bolster  up  economic  arrangements  which  the  stream  of  pro-  **^"* 
grees  had  undermined,  they  were  apt  to  think  that  nothing 
more  was  wanted  than  to  make  competition  perfectly  fr^e 
and  to  let  the  strongest  have  their  way.     They  glorified    ' 
individualism,  and  were  in  no  hurry  to  find  a  modem  sub- 
stitute for  the  social  and  industrial  bonds  which  had  kept 
men  together  in  earlier  timea 

Meanwhile  misfortune  had  reduced  the  total  net  income  of  The  pres- 
the  people  of  England.     In  1820  a  tenth  of  it  was  absorbed  tSL^i^ 
in  paying  the  mere  interest  on  the  National  Debt    The  goods  S*f  J^^*^ 
that  were  cheapened  by  the  new  inventions  were  chiefly 'weed 
manufactured  commodities  of  which  the  working  man  was  wages, 
but   a  small  consumer.     As  England  then  had  almost  a 
monopoly  of  manufactures,  he  might  indeed  have  got  his 
food  cheaply  if  manu£Etcturers  had  been  allowed  to  change 
their  wares  freely  for  com  grown  abroad ;  but  this  was  pro- 
hibited by  the  landlords  who  ruled  in  Parliament.    The 
labourer's  wages,  so  &r  as  they  were  spent  on  ordinary  food, 
were  the  equivalent  of  what  his  labour  would  produce  on 
the  veiy  poor  soil  which  was  forced  into  cultivation  to  eke 
out  the  insufficient  supplies  raised  fit)m  the  richer  grounds. 
He  had  to  sell  his  labour  in  a  market  in  which  the  forces  of 
supply  and  demand  would  have  given  him  a  poor  pittance 
even  if  they  had  worked  freely.     But  he  had  not  the  full 
advantage  of  economic  freedom ;   he  had  no  efficient  union 
with  his   fellows;  he  had  neither  the  knowledge  of  the 
maiicet,  nor  the  power  of  holding  out  for  a  reserve  price, 
which  the  seller  of  commodities  has,  and  he  was  ursfed  on  to  ^^  ?* 

'  "  doced  nn-J 

work  and  to  let  his  fiamily  work  during  long  hours,  and  under  heaith^and 
unhealthy  condition&     This  reacted  on  the  efficiency  of^^^^^^ 
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BooKL    the  working  population,  and  therefore  on  the  net  value  of 
^''°'    their  work,  and  therefore  it  kept  down  their  wagea     The 
^^kh  low.  moral  and  physical  misery  and  disease  of  the  fiactory  populii- 
wa«e  earn,  tion  in  the  first  quarter  of  the  century  were  terrible. 
But^e^         But  after  the  workmen   had   recognized   the  folly  of 
new  ■y»tom  attempts  to  revive  the  old  rules  regulating  industry,  there 
England     was  no  longer  any  wish  to  curtail  the  fi*eedom  of  enterprise. 
Fraach      The  sufferings  of  the  English  people  at  their  worst  w^re 
^[^^^^  never  comparable  to  those  which  had  been  caused  by  the 
^^J^      want  of  fi*eedom  in  France  before  the  Revolution ;  and  it  was 
and  stroye  argued  that,  had  it  not  been  for  the  strength  which  England 
their  fr^  derived  from  her  new  industries,  she  would  probably  have 
dam  in  it.   guecumbed  to  a  foreign  military  despotism,  as  the  fi«e  cities 
had  done  before  her.    Small  as  her  population  was  she  at 
some  times  bore  almost  alone  the  burden  of  war  against  a 
conqueror  in  control  of  nearly  all  the   resources   of  the 
Continent ;  and  at  other  times  subsidized  larger,  but  poorer 
countries  in  the  struggle  against  him.    Rightly  or  wrongly, 
it  was  thought  at  the  time  that  Europe  might  have  fiJlen 
permanently  under  the  dominion  of  France,  as  she  had  fallen 
in  an  earlier  age  under  that  of  Rome,  had  not  the  free 
energy  of  English  industries  supplied  the  sinews  of  war 
against   the  common  foe.     Little  was  therefore  heard  in 
complaint  against  the  excess  of  fr^e  enterprise,  but  much 
against  that  limitation  of  it  which  prevented  Englishmen 
fit)m  obtaining  food  from  abroad  in  return  for  the  manu- 
fieu^tures  which  they  could  now  so  easily  produce. 
Change  And  even  trades-unions  which  were  then  beginning  that 

p^icy  of  brilliant  though  chequered  career  which  has  been  more  full 
^^^  of  interest  and  instruction  than  almost  anything  else  in 
English  history,  passed  into  the  phase  of  seeking  little  fix>m 
authority  except  to  be  left  alone.  They  had  learnt  by  bitter 
experience  the  folly  of  attempting  to  enforce  the  old  rules  by 
which  government  had  directed  the  course  of  industiy ;  and 
they  had  as  yet  got  no  fieur-reaching  views  as  to  the  regula- 
tion of  trade  by  their  own  action :  their  chief  anxiety  was  to 
increase  their  own  economic  freedom  by  the  removal  of  the 
laws  against  combinations  of  workmen. 

§  7.    It  has  been  left  for  our  own  half-century  to  under- 
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stand  fiilly  the  extent  of  the  evils  which  arose  from  this    booki. 
sudden  and  violent  increase  of  economic  freedom.    Now  first    ^'"^ 
are  we  getting  to  understand  the   extent  to  which  the^^^ 
capitalist  employer,  untrained  to  his  new  duties,  was  tempted  see,  as  we 


to  subordinate  the  wellbeing  of  his  workpeople  to  his  own  ^t  are 
desire  for  gain;  now  first  are  we  learning  the  importance ^^^^J^ 
of  insiflting  that  the  rich  have  duties  as  well  as  rights  in  ^^  ^• 

.   .  .  .  .  .  domwhen 

their  individual  and  in  their  collective  capacity ;  now  first  it  degene- 
is  the  economic  problem  of  the  new  age  showing  itself  to  license. 
us  as  it  really  is.  This  is  partly  due  to  a  wider  knowledge 
and  a  growing  eamestnesa  But  however  wise  and  virtuous 
our  gTand£&thers  had  been,  they  could  not  have  seen  things 
as  we  do;  for  they  were  hurried  along  by  urgent  necessities 
and  terrible  disasters\ 

But  we  must  judge  ourselves  by  a  severer  standard.    For 
we  are  not  now  struggling  for  national  existence ;  and  our 
resoarces  have  not  been  exhausted  by  great  wars:  on  the 
contrary  our  powers  of  production  have  been  immensely 
increased ;  and,  what  is  at  least  as  important,  the  repeal  of 
the  Com  Laws  and  the  growth  of  steam  communication  have 
enabled  a  largely  increased  population  to  obtain  sufficient 
supplies  of  food  on  easy  term&     The  average  money  income  As  the  cen- 
of  the  people  has  more  than  doubled;  while  the  price  of  ^i^eui- 
ahnost  all  important  commodities  except  animal  food  and^^^^. 
houseroom  has  fallen  by  one-half  or  even  further.    It  is  true  ^ff^^  ^«« 

•'  ,       ,  no  longer 

tiiat  even  now,  if  wealth  were  distributed  equally,  the  total  compeued 
production   of  the  coimtry  would  only  suffice  to  provide  every- 
necesBaries  and  the  more  urgent  comforts  for  the  people*,  and  £^|il|^ 

prodnction. 

1  In  yzDes  of  peace  no  one  yentiires  openly  to  rank  money  as  of  high  import- 
■nee  in  comparison  with  human  lives;  bnt  in  the  crisis  of  an  expensive  war 
Buocy  can  ahraya  be  used  so  as  to  save  them.  A  general  who  at  a  critical  time 
MCiiik'wa  Uvea  in  order  to  protect  material,  the  loss  of  which  woold  caose  the  ' 
km  of  many  men,  is  held  to  have  acted  rightly,  though  no  one  would  openly 
defend  a  aaaifice  of  soldiers'  lives  in  order  to  save  a  few  army  stores  in  time  of 
peace.  And  at  the  beginning  of  this  century  every  check  to  the  production  of 
wsaUh  was  Ukely  to  cause  a  loss  of  life  to  English  soldiers,  and  increased  the 
ntk  of  their  losing  that  national  liberty  which  was  dearer  than  life. 

*  The  average  income  per  head  in  the  United  Kingdom  which  was  abont  £15 
fai  1820  Is  about  £S3  now;  Le.  it  has  risen  from  abont  £75  to  £165  per  family  of 
live.  There  are  not  a  few  artisans'  families,  the  total  eamingB  of  which  exceed 
£165,  so  that  they  would  lose  by  an  equal  distribution  of  wealth :  but  even  they 
have  not  more  than  is  required  to  support  a  healthy  and  many-sided  life. 
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BOOK  I.    that  as  things  are,  many  have  barely  the  necessaries  of  life. 
^'  '"•    But  the  nation  has  grown  in  wealth,  in  health,  in  education 
and  in  morality;  and  we  are  no  longer  compelled  to  sub- 
ordinate almost  every  other  consideration  to  the   need  of 
increasing  the  total  produce  of  industry. 
The  new  In  particular  during  the  present  generation  this  increased 

OTi^fa^om  prosperity  has  made  us  rich  and  strong  enough  to  impose 
^thefa^^  new  restraints  on  free  enterprise ;  some  temporary  material 
teresteof    loss  being  submitted  to  for  the  sake  of  a  higher  and  greater 
children,     ultimate  gain.     But  these  new  restraints  are  different  from 
the  old.     They  are  imposed  not  as  a  means  of  class  domi- 
nation ;  but  with  the  purpose  of  defending  the  weak,  and 
especially  children  and  the  mothers  of  children,  in  matters 
in  which  they  are  not  able  to  use  the  forces  of  competition 
in  their  own  defence.    The  aim  is  to  devise,  deliberately  and 
promptly,  remedies  adapted  to  the  quickly  changing  circum- 
stances of  modem  industry ;  and  thus  to  obtain  the  good, 
without  the  evil,  of  the  old  defence  of  the  weak  that  in  other 
ages  was  gradually  evolved  by  custom. 
The  tele-  Even  when  industry  remained  almost  unchanged  in  cha- 

pSSiii^     racter  for  many  generations  together,  custom  was  too  slow 
aWe\S     in  its  growth  and  too  blind  to  be  able   to  apply  pressure 
toT^* ^^  only  when  pressure  was  beneficial :  and  in  this  later  stage 
on  their      custom  can  do  but  little  good,  and  much  harm.     But  by  the 
Sm  fOT^^  aid  of  the  telegraph  and  the  printing-press,  of  representative 
their  evils,  government  and  trade  associations,  it   is  possible  for  the 
people  to  think  out  for  themselves  the  solution  of  their  own 
problem&     The  growth  of  knowledge  and  self-reliance  has 
given  them  that  true  self-controlling  freedom,  which  enables 
them  to  impose  of  their  own  free  will  restraints  on  their 
own  actions;  and  the  problems  of  collective  production, 
collective  ownership  and  collective  consumption  are  entering 
on  a  new  phase. 

Projects  for  great  and  sudden  changes  are  now,  as  ever, 
gradually  fore-doomed  to  fail,  and  to  cause  reaction.  We  are  still 
S^n^  unable  to  move  safely,  if  we  move  so  feist  that  our  new 
J^^_  plans  of  life  altogether  outrun  our  instincts.  It  is  true  that 
iraj  jjiot  human  nature  can  be  modified ;  new  ideals,  new  opportunities 
hic^erthan  and  new  methods  of  action  may,  as  history  shows,  alter  it 
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Teiy  much  even  in  a  few  generations.  This  change  in  booki. 
human  nature  has  perhaps  never  covered  so  wide  an  area  °°' "' 
and  moved  so  &st  as  in  the  present  generation.     But  still  tbe  old,  be- 

1  jt^niiii  /»  canse  thsj 

it  IS  a  growth,  and  therefore  gradual ;  and  changes  of  our  will  be 
social  organization  must  wait  on  it,  and  therefore  they  must  JS^^Mlf. 
be  gradual  too.  ^^, 

But  though  they  wait  on  it,  they  may  always  keep  a  little  i^. 
in  advance  of  it,  promoting  the  growth  of  our  higher  social 
nature  by  giving  it  alwa3rs  some  new  and  higher  work  to  do, 
some  practical  ideal  towards  which  to  strive.  Thus  gradually 
we  may  attain  to  an  order  of  social  life,  in  which  the  common 
good  overrules  individual  caprice,  even  more  than  it  did  in 
the  early  ages  before  the  sway  of  individualism  had  begun. 
But  unselfishness  then  will  be  the  offspring  of  deliberate  will, 
though  aided  by  instinct  individual  freedom  then  will  de- 
velop itself  in  collective  freedom ; — a  happy  contrast  to  the 
old  order  of  life,  in  which  individual  slavery  to  custom  caused 
collective  slavery  and  stagnation,  broken  only  by  the  caprice 
of  despotism  or  the  caprice  of  revolution. 

§  8.     We  have  been  looking  at  this  movement  from  the  America  is 
English  point  of  view.    But  other  nations  are  taking  their  mncM^ht 
share  in  it.     America  faces  new  practical  difficulties  with^^lJj^* 
such  intrepidity  and  directness  that  she  is  already  con- P'®^^®™^- 
testing  with  England  the  leadership' in  economic  affairs; 
she  supplies  many  of  the  most  instructive  instances  of  the 
latest  economic  tendencies  of  the  age,  such  as  the  growing 
democracy  of  trade  and  industry,  and  the  development  of 
speculation  and  trade  combination  in  every  form,  and  she 
will  probably  before  long  take  the  chief  part  in  pioneering 
the  way  for  the  rest  of  the  world. 

Nor  is  Australia  showing  less  signs  of  vigour  than  her  AnstraUa. 
elder  sister;  she  has  indeed  some  advantage  over  the  United 
States  in  the  greater  homogeneity  of  her  people.  For  the 
Australians — ^and  nearly  the  same  may  be  said  of  the  Cana- 
dians—come from  many  lands,  and  thus  stimulate  one  another 
to  thought  and  enterprise  by  the  variety  of  their  experiences 
and  their  habits  of  thought.  But  yet  nearly  all  of  them 
belong  to  one  race;  and  the  development  of  social  and 
economic  institutions  can  proceed  in  some  respects  more  ^ 
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BOOS  I.    easily,  and  perhaps  ultimately  even  feister  than  would  be 
^'°''    possible  if  they  had  to  be  adjusted  to  the  capacities,  the 
temperaments,  the  tastes,  and  the  wants  of  peoples  who  have 
little  affinity  with  one  another. 

On  the  Continent  the  power  of  obtaining  important 
results  by  free  association  is  less  than  in  English  speaking 
countries ;  and  in  consequence  there  is  less  resource  and  less 
thoroughness  in  dealing  with  industrial  problems.  But  their 
treatment  is  not  quite  the  same  in  any  two  nations:  and 
there  is  something  characteristic  and  instructive  in  the 
methods  adopted  by  each  of  them;  particularly  in  relation  to 
the  sphere  of  governmental  action.  In  this  matter  Germany 
is  taking  the  lead.  It  has  been  a  great  gain  to  her  that 
her  manufiacturing  industries  developed  later  than  those  of 
England ;  and  she  has  been  able  to  profit  by  England's  ex- 
perience and  to  avoid  many  of  her  mistakes\ 
Germany  In  Qermany  an  exceptionally  large  part  of  the  best 

faeO^M^  intellect  in  the  nation  seeks  for  employment  under  Qovem- 
menSgto  ^^^^»  ^^^  there  is  probably  no  other  Government  which 

the  man-     contains  within  itself  so  much  trained  ability  of  the  hiirhest 

agement  of  . 

bosmeesby  order.     On  the  other  hand  the  energy,  the  originality  and 

menUor™  the  daring  which  make  the  best  men  of  business  in  England 
the  people.  ^^^  America  have  not  yet  been  fully  developed  in  Germany; 
while  the  German  people  have  a  great  faculty  of  obedience. 
They  are  thus  in  strong  contrast  to  the  English,  whose 
strength  of  will  makes  them  capable  of  thorough  dis- 
cipline when  they,  see  the  necessity  for  it,  but  who  are  not 
naturally  docile.  The  control  of  industry  by  Government  is 
seen  in  its  best  and  most  attractive  forms  in  Germany; 
and  at  the  same  time  the  special  virtues  of  private  industry, 
its  vigour,  its  elasticity  and  its  resource  are  not  seen  to  their 
best  advantage  there.  In  consequence  the  problems  of  the 
economic  functions  of  Government  have  been  studied  in 
Germany  with  great  care,  and  with  results  that  may  be  very 

^  Lift  worked  ont  with  much  soggestiveness  the  notion  that  a  backward  nation 
must  learn  Its  lessons  not  from  the  contemporary  oondnot  of  more  forward  nations, 
bat  from  their  oondnot  when  they  were  in  the  same  state  in  which  it  is  now.  But, 
as  Enies  well  shows  {Politische  (Ekonomie,  n.  5),  the  growth  of  trade  and  the 
improvement  of  the  means  of  commonication  are  making  the  developments  of 
di£ferent  nations  tend  to  synchronize. 
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instructive  to  English  speaJdng  people;  provided  they  re-    booei. 
collect  that  the  arrangements  best  suited  for  the  German    ^°'°'' 
character,  are  probably  not  quite  the  best  for  them ;  since 
they  could  not,  if  they  would,  rival  the  Germans  in  their 
steadfiswt  docility,  and  in  their  early  contentment  with  inex- 
pensive kinds  of  food,  clothing,  house-room  and  amusements. 

And  Germany  contains  a  larger  number  than  any  other 
countiy  of  the  most  cultivated  members  of  that  wonderful 
race  who  have  been  leaders  of  the  world  in  intensity  of 
religious  feeling  and  in  keenness  of  business  speculation. 
In  every  country,  but  especially  in  Germany,  much  of  what 
is  most  brilliant  and  suggestive  in  economic  practice  and  in 
ecotnomic  thought  is  of  Jewish  origin.  And  in  particular 
to  German  Jews  we  owe  the  most  daring  speculations  as  to 
the  conflict  of  interests  between  the  individual  and  society, 
and  as  to  their  ultimate  economic  causes  and  their  possible 
sodidistic  remediea 

But  we  are  trenching  on  the  subject  of  the  next  chapter. 
In  this  and  the  previous  chapter  we  have  seen  how  recent 
is  the  growth  of  economic  fireedom,  and  how  new  is  the 
substance  of  the  problem  with  which  economic  science  has 
now  to  deal;  in  the  next  chapter  we  have  to  inquire  how 
the  form  of  that  problem  has  been  £Etshioned  by  the  progress 
of  events  and  the  personal  peculiarities  of  great  thinkers. 


4 
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CHAPTER  IV. 

THE  GROWTH  OF  ECONOMIC  SCIENCE. 

BOOK  I.         §  1,     We  have  seen  how  economic  freedom  has  its  roots 

cH^.     .^  ^j^^  p^^^  ^^^  £g  j^  ^j^^  main  a  product  of  quite  recent 

Modern      times :  we  have  next  to  trace  the  parallel  growth  of  economic 

economic  ,  ,  ,  *  " 

science  science.  The  social  conditions  of  the  present  day  have  been 
to  ancient  developed  from  early  Aryan  and  Semitic  institutions  by  the 
SS^tiy,  *^^  ^f  Greek  thought  and  Roman  law;  but  modem  economic 
tat  uttie  speculations  have  been  very  little  under  the  direct  influence 
of  the  theories  of  the  ancients. 

It  is   true   that   modern   economics   had  its  origin  m 

common  with  other  sciences  at  the  time  when  the   study 

of  classic  writers  was  reviving.     But  an  industrial  system 

which  was  based  on  slavery,  and  a  philosophy  which  regarded 

manufacture  and  commerce  with  contempt,  had  little  that 

was  congenial  to  the  hardy  burghers  who  were  as   proud 

of  their  handicrafts  and  their  trade  as  they  were  of  their 

share  in  governing  the  State.     These  strong  but  uncultured 

men  might  have  gained  much  from  the  philosophic  temper 

and  the  broad  interests  of  the  great  thinkers  of  past  timea 

But,  as  it  was,  they  set  themselves  to  work  out  their  own 

problems  for  themselves;  and  modem  economics  had  at  its 

origin  a  certain  rudeness  and  limitation  of  scope,  and  a  bias 

towards  regarding  wealth  as  an  end  rather  than  a  means  of 

man's  life. 

Tlie  study         In  all  ages,  but  especially  in   the   early  middle  ages, 

micswM    statesmen  and  merchants  had  busied  themselves  with  en- 

S^e  *     deavours  to  enrich  the  State  by  regulating  trade.     One  chief 

^^J*^    object  of  their  concern  had  been  the  supply  of  the  precious 

S^S^^  metals,  which  they  thought  the  best  indication  if  not  the 

rontes  of    chief  cause  of  material  prosperity,  whether  of  the  individual 
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or  the  nation  \     But  the  voyages  of  Vasco  de  Oama  and    book  i. 
Columbus  raised  commercial  questions  from  a  secondary  to    °°'^* 
a  dominating  position  among  the  nations  of  Western  Europe.  *he  New 
Theories  with  regard  to  the  importance  of  the  precious 
metals  and  the  best  means  of  obtaining  supplies  of  them, 
became  the  arbiters  of  public  policy :  they  dictated  peace 
and  war,  they  determined  alliances  that  issued  in  the  rise 
and  &11   of  nations  and  they  governed  the   migration  of 
peoples  over  the  fece  of  the  globe. 

Regulations  as  to  trade  in  the  precious  metals  were  but  The  early 
one  group  of  a  vast  body  of  ordinances,  which  updertook,  S^!dl!^ 
with  varying  degrees  of  minuteness  and  severity,  to  arrange 
for  each  individual  what  he  should  produce  and  how  he 
should  produce  it,  what  he  should  earn  and  how  he  should 
spend  his  eaminga  The  natural  adhesiveness  of  the  Teutons 
bad  given  custom  an  exceptional  strength  in  the  early  middle 
agesL  And  this  strength  told  on  the  side  of  trade  gilds,  of 
local  authorities  and  of  national  Governments  when  they  set 
themselves  to  cope  with  the  restless  tendency  to  change 
that  sprang  directly  or  indirectly  from  the  trade  with  the 
New  World.  In  France  this  Teutonic  bias  was  directed  by 
the  Roman  genius  for  system,  and  paternal  government 
reached  its  zenith;  the  trade  regulations  of  Colbert  have 
become  a  proverb.  It  was  just  at  this  time  that  economic 
theory  first  took  shape  and  the  so-called  Mercantile  system 
became  prominent 

>  Ifneh  study  hms  been  given  both  in  England  and  Gennany  to  mediseyal 
opiBiopa  as  to  the  rdation  of  money  to  national  wealth.  On  the  whole  they  are 
to  be  regarded  as  confused,  throogh  want  of  a  clear  understanding  of  the  functions 
of  raooej,  rather  than  as  wrong  in  consequence  of  a  deliberate  assumption  that 
the  iDcreaae  of  the  net  wealth  of  a  nation  can  be  effected  only  by  an  increase  of 
the  stores  of  the  predous  metals  in  her.  And,  though  there  are  perhaps  no  writers 
on  money  before  the  sixteenth  century  who  did  not  occasionally  use  arguments 
based  OQ  this  assumption,  yet  their  preference  for  the  precious  metals  and  other 
durable  things  had  some  slight  basis  in  reason,  and  is  to  be  found  even  in  the 
VTitingB  of  the  astute  Sir  W.  Petty  towards  the  end  of  the  seventeenth  century. 
He  sajs.  Political  Aritkmetickf  ch.  i.  "  The  great  and  ultimate  e£fect  of  trade  is 
not  Wealth  at  large,  but  particularly  abundance  of  Silver,  Gold  and  Jewels,  which 
are  not  peari^bable  nor  so  mutable  as  other  commodities,  but  are  Wealth  at  all  times 
SDd  aU  ^aoes:  Whereas  abundance  of  Wine,  Com,  Fowls,  &c.  are  Biches  but  hie 
et  Mtne,  so  as  the  raising  of  such  commodities  and  the  following  of  such  Trade 
irineh  does  store  the  country  with  Gold,  Silver,  Jewels,  &c,  is  profitable  before 
oUiera." 

4—2 
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BOOK  I.  As  years  went  on  there  set  in  a  tendency  towards  eco- 

oH^,    nomic  freedom,  and  those  who  were   opposed  to  the  new 
Tlio      „    ideas  claimed  on  their  side  the  authority  of  the  Mercantilists 
theory       of  a  past  generation.     It  is  not  therefore  to  be  wondered 
loosen  the  at  that  the  Mercantilists  are  commonly  believed  to  have 
trad^^'    promoted  the  state  regulation  of  trade  and  industry.    But 
they    did    not.      The    regulations   and    restrictions   which 
are   found   in    their   systems   belonged    to    the   age;    the 
changes  which  they  set  themselves  to  bring  about  were  in 
the  direction  of  the  freedom  of  enterprise.     In  opposition 
to  those  who  wished  to  prohibit  absolutely  the  exportation 
of  the  precious  metals,  they  argued  that  it  should  be  per- 
mitted in  all  cases  in  which  the  trade  would  in   the  long 
run  bring  more  gold  and  silver  into   the   country  than   it 
took  out*, 
and  started       The  Mercantilists  indeed  did  not  look  beyond  the  imme- 

the  move-  «         1*11  I'l  i»t 

ment  diate  purpose  for  which  they  were  contending ;  they  did  not 
economic  dream  of  establishing  a  new  principle  of  social  and  political 
freedom,     j^^^    g^^.  ]^y  raising  the  question  whether  the  State  would 

^  The  tendency  to  exaggerate  the  importance  of  gold  and  silver  as  elements  of 
national  wealth  was  carried  farther  by  their  opponents  than  by  them.  Much 
ingenuity  had  been  spent  in  devising  plans  for  preventing  traders  from  taking 
gold  and  silver  oat  of  the  coantry  and  for  inducing  them  to  bring  gold  and  silver 
in ;  (a  graphic  account  of  these  plans  is  given  in  Richard  Jones'  collected  works). 
These  regolations  pressed  with  special  weight  on  the  India  Company,  which  wanted 
to  import  goods  direct  from  India,  bat  which  coold  find  no  market  there  for 
English  goods:  and  had  therefore  to  buy  with  silver  or  not  at  all.  Its  rival, 
the  Levant  Company,  received  the  (foods  in  Mediterranean  ports  after  they  had 
borne  the  expense  of  a  long  joomey  by  land,  bat  were  able  to  pay  for  them  by  the 
sale  of  English  goods.  Man  writing  on  behalf  of  the  India  Ck>mpany  argued  that 
the  superior  economy  of  the  sea  routes  and  direct  dealing  would  enable  them  to 
supply  England's  demands  for  Oriental  goods  and  yet  to  sell  their  surplus  on  the 
Continent  for  more  silver  than  they  had  originally  exported.  He  pointed  to 
the  farmers  burying  their  seed  in  the  earth  in  expectation  of  an  increased 
return  in  the  next  harvest.  The  State  which  should  prohibit  them  from  doing 
this,  on  the  ground  that  they  lessened  the  stock  of  com  in  the  country,  would,  he 
argued,  be  no  more  foolish  than  the  State  which  forbad  merchants  to  export  silver 
even  when  the  ultimate  result  of  their  trade  would  bring  more  silver  into  the 
country  than  they  had  originally  taken  out.  As  the  farmers  enriched  the  country 
while  engaged  in  pursuing  their  own  gain,  so  would  the  merchants  do,  at  all 
events  if  they  were  compelled  to  bring  back  in  the  long  run  as  much  silver  as  they 
took  out.  It  is  probable  that  he  would  have  been  willing  to  trust  to  the  silver 
finding  its  own  way  back,  but  that  he  did  not  venture  to  say  so.  This  is  a  good 
instance  of  the  way  in  which  practical  needs  have  constantly  suggested  the 
inquiries  which  have  resulted  in  additions  to  economic  science. 


Digitized  by  VjOOQ  iC 


THE  MERCANTILE  SYSTEM.  63 

not  benefit  by  allowing  the  trader  to  manage  his  business  book  i. 
as  he  liked  in  one  particular  case,  they  had  unwittingly  ^*  ^' 
started  a  new  tendency  of  thought ;  and  this  moved  on  by 
imperceptible  steps  in  the  direction  of  economic  freedom, 
being"  assisted  on  its  way  by  the  circumstances  of  the  time, 
no  leas  than  by  the  tone  and  temper  of  men's  minds  in 
Western  Europe.  A  little  was  done  here  and  a  little  there, 
in  England  and  Holland,  in  Italy  and  France.  The  steps 
are  difficult  to  trace :  it  is  not  easy  to  tell  how  much  each 
writer  owes  to  the  suggestions  of  others  in  his  own  and 
other  countries  (for  there  was  much  interuational  intercourse 
on  such  subjects);  nor  how  far  he  himself  intended  the 
suggestions  which  we  with  our  later  knowledge  read  into  his 
passing  hints.  But  we  know  that  the  broadening  movement 
did  go  on  till,  in  the  latter  half  of  the  eighteenth  century, 
the  time  was  ripe  for  the  doctrine  that  the  well-being  of  the 
community  almost  always  suffers  when  the  State  attempts 
to  oppose  its  own  artificial  regulations  to  the  "natural" 
liberty  of  every  man  to  manage  his  own  affairs  in  his  own  way*. 

§  2.     The  first  systematic  attempt  to  form  an  economic  The 
a<ience   on  a  broad  basis  was  made  in  France  about  the  crats  in- 
middle  of  the  eighteenth  century  by  a  group  of  statesmen  ^^^  ^ 
and  philosophers  under  the  leadership  of  Quesnay,  the  noble-  Jj^^^  ^ 
minded  physician  to  Louis  XV."    The  comer-stone  of  their  and  liberty 

_.  11.  -kT  a  isnatopal; 

pohcy  was  obedience  to  JNature  .  and  that 

1  For  m  sketch  of  the  history  the  reader  may  be  referred  to  Eaatz's  profound, 
jmt  and  soggestiTe  Dit  gesekichiUche  Entwickelung  der  NaHonal-oekonomik,  to 
TraTers  Twisa*  View  of  the  Progress  of  Political  Economy,  and  to  Dr  Ingram's 
Bi»tory  of  Political  Economy, 

s  I  pass  by  Cantillon,  whose  essay  8ur  l4i  Nature  de  Commerce,  written  in  1755, 
does  indeed  corer  a  wide  range,  and  has  even  some  claims  to  be  called  systematic. 
It  is  moreoTer  Tery  acute  and  in  some  respects  mach  ahead  of  his  time.  Bat  it 
waeam  to  me  wanting  in  solidityt  and  I  cannot  agree  with  Jevons  in  regarding  its 
aathor  as  the  tme  fonnder  of  modem  Political  Economy. 

*  In  the  two  preceding  oentnries  writers  on  economic  qaestions  had  continnally 
appealed  to  Nature;  each  disputant  claiming  that  his  scheme  was  more  natural 
than  that  of  others,  and  the  philosophers  of  the  eighteenth  century,  some  of 
wbom  exercised  a  great  influence  on  economics,  were  wont  to  find  the  standard 
el  ri^^t  in  conformity  to  Nature.  In  particular  Locke  anticipated  much  of  the 
works  of  the  French  eccmomists  in  the  general  tone  of  his  ai>peals  to  Nature, 
aai  in  soo^  important  details  of  his  theory.  But  Quesnay  and  the  other  French 
eeonomists  who  worked  with  him,  were  drawn  to  the  pursuit  of  natural  laws  of 
aodal  life  by  sereral  forces  in  addition  to  those  which  were  at  work  in  England. 
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BOOK  I.  They  were  the  first  to  proclaim  the  doctrine  of  free  trade 

'        as  a  broad  principle  of  action,  going  in  this  respect  beyond 

the  welfare  ^ven  such  advanced  English  writers  as  Sir  Dudley  North ; 

common     and  there  was  much  in  the  tone  and  temper  of  their  treat- 

oeoole 

should  be  ment  of  political  and  social  questions  which  was  prophetic  of 
aim  of  the  ^  ^^^^^  «*®-  They  fell  however  into  a  confusion  of  thought 
statesman,  ^hich  was  common  even  among  scientific  men  of  their  time, 
but  which  has  been  banished  after  a  long  struggle  from  the 
physical  sciences.  They  confused  the  ethical  principle  of 
conformity  to  nature,  which  is  expressed  in  the  imperative 
mood,  and  prescribes  certain  laws  of  action,  with  those  causal 
laws  which  science  discovers  by  interrogating  Nature,  and 
which  are  expressed  in  the  indicative  mooA  For  this  and 
other  reasons  their  work  has  but  little  direct  value. 

But  its  indirect  influence  on  the  present  position  of 
They  tiius  economics  has  been  very  great.  For,  firstly,  the  clearness  and 
economics  logical  consistency  of  their  arguments  have  caused  them  to 
phiSn-^™  exercise  a  great  influence  on  later  thought.  And,  secondly, 
^^^^^  the  chief  motive  of  their  study  was  not,  as  it  had  been  with 
but  they     most  of  their  predecessors,  to  increase  the  riches  of  mer- 

alsogreatly  * 

influenced  chants  and  fill  the  exchequers  of  Kings ^;  it  was  to  diminish 

reasonings,  the  suflFering  and  degradation  which  was  caused  by  extreme 

poverty.     They  thus  gave  to  economics  its  modem  aim  of 

seeking  after  such  knowledge  as  may  help  to  raise  the  quality 

of  human  life  I 


The  loxnry  of  the  French  court,  and  the  privileges  of  the  upper 
which  were  mining  France,  showed  the  worst  side  of  an  artificial  ciTilizatioD. 
and  made  thoughtful  men  yearn  for  a  return  to  a  more  natural  state  of  society. 
The  lawyers,  among  whom  much  of  the  best  mental  and  moral  strength  of  the 
country  was  to  be  found,  were  full  of  the  Law  of  Nature  which  had  been  developed 
by  the  Stoic  lawyers  of  the  later  Boman  Empire,  and  as  the  century  wore  on. 
the  sentimental  admiration  for  the  "  natural "  life  of  the  American  Indians  which 
Bousseau  had  kindled  into  flame,  began  to  influence  the  economists.  Before 
long  they  were  caUed  Physiocrats  or  adherents  of  the  rule  of  Nature;  this  name 
being  derived  from  the  title  of  Dupont  de  Nemours'  Physiocratie  ou  Con$tttuti<m 
Naiurelle  du  Oouvemement  le  plus  avantageux  au  Genre  ffumain  published  in 
1768.  It  may  be  mentioned  that  their  enthusiasm  for  agriculture  and  for  the 
naturalness  and  simplicity  of  rural  life  was  in  part  derived  from  their  Stoic  masters. 

1  Even  the  generous  Vauban  (writing  in  1717)  had  to  apologize  for  his  interest 
in  the  well-being  of  the  people,  arguing  that  to  enrich  them  was  the  only  way  to 
enrich  the  king — Pauvres  paysans,  pauvre  Boyaume,  pauvre  Boyaume,  pauvre  Boi. 

«  Their  favourite  phrase  Laissez  fairt,,  latssez  allevt  is  commonly  misapplied 
now.    Lai$tezfaire  means  that  anyone  should  be  allowed  to  make  what  things  he 


Digitized  by  VjOOQ  iC 


THE  RULE  OF  NATURE.  65 

§  3.  The  next  great  step  in  advance,  the  greatest  step  book  i. 
that  economics  has  ever  taken,  was  the  work,  not  of  a  school  ^^'  '^' 
but  of  an  individual.    Adam  Smith  was  not  indeed  the  only  ^^. 

•^  Smith  8 

great  English  economist  of  his  time.  Shortly  before  he  wrote,  genius, 
important  additions  to  economic  theory  had  been  made  by 
Hume  and  Steuart,  and  excellent  studies  of  economic  facts 
had  been  published  by  Anderson  and  Young:  But  Adam 
Smith's  breadth  was  suflScient  to  include  all  that  was  best 
in  all  his  contemporaries,  French  and  English ;  and,  though 
he  undoubtedly  borrowed  much  from  others,  yet  the  more 
one  compares  him  with  those  who  went  before  and  those  who 
came  after  him,  the  more  excellent  does  his  genius  appear. 

He  resided  a  long  time  in  France  in  personal  converse 
with  the  Physiocrats;  he  made  a  careful  study  of  the 
English  and  French  philosophy  of  his  time,  and  he  got  to 
know  the  world  practically  by  wide  travel  and  by  intimate 
asBOciation  with  Scotch  men  of  business.  To  these  advan- 
tages he  added  unsurpassed  powers  of  observation,  judgment 
and  reasoning.  The  result  is  that  wherever  he  diflFers  fix)m 
his  predecessors,  he  is  more  nearly  right  than  they ;  while 
there  is  scarcely  any  economic  truth  now  known  of  which 
he  did  not  get  some  glimpse.  But  the  area  which  he 
opened  up  was  too  vast  to  be  thoroughly  surveyed  by  one 
num;  and  many  truths  of  which  at  times  he  caught  sight 
escaped  from  his  view  at  other  times.  It  is  therefore  possible 
to  quote  his  authority  in  support  of  many  errors.  But  on 
careful  examination,  he  is  always  found  to  be  working  his 
way  towards  the  truth  \ 

Uket,  and  as  he  Ukes;  that  afl  trades  should  be  open  to  everybody;  that  Govem- 
mnt  Bhonld  not,  as  the  Ck>lberti8t8  insisted,  prescribe  to  manofactnrers  the 
fHhioiu  of  thefar  doth.  Laissex  alter  (or  passer)  means  that  persons  and  goods 
ihonld  be  aUowed  to  travel  freely  from  one  place  to  another,  and  espedaUy  from 
one  district  of  France  to  another,  withont  being  subject  to  toUs  and  taxes  and 
vexations  regolatlons.  It  may  be  noticed  that  laissez  alter  was  the  signal  osed 
in  the  Middle  Ages  by  the  Mamhals  to  slip  the  leash  from  the  combatants  at  a 
Tooraament. 

*  For  instance,  he  had  not  qnite  got  rid  of  the  confosion  prevalent  in  his  time 
l>«tween  the  laws  of  economic  science  and  the  ethical  precept  of  confonmty  to 
itttore.  **Natoral"  with  him  sometimes  means  that  which  the  existing  forces 
■ctnally  prodnce  or  tend  to  produce,  sometimes  that  which  his  own  human  nature 
makes  fafan  wish  that  they  should  produce.  In  the  same  way,  he  sometimes 
regardi  it  as  the  province  of  the  economist  to  expound  a  science,  and  at  others  to 
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BOOK  I.  He  developed  the  Physiocratic  doctrine  of  Free  Trade 

^'  ^'    with  so  much  practical  wisdom,  and  with  so  much  knowledge 

HegreaUy  of  the  actual  conditions  of  business,  as  to  make  it  a  ftrea^ 

the  force  in  real  life;  and  he  is  most  widely  known  both  here 

fi^^trade;  ^^^  abroad  for  his  argument  that  Government  generally 

does  harm  by  interfering  in  trada     While  giving  many 

instances  of  the  ways  in  which  self-interest  may  lead  the 

individual  trader  to  act  injuriously  to  the  community,  he 

contended  that  even  when  Government  acted  with  the  best 

intentions,  it  nearly  always  served  the  public  worse  than 

the  enterprise  of  the  individual  trader,  however  selfish  he 

might  happen  to  he.     So  great  an  impression  did  he  make 

on  the  world  by  his  defence  of  this  doctrine  that   most 

German  writers  have  it  chiefly  in  view  when  they  speak  of 

SmithianismtLS^. 

^^  ^        But  after  all,  this  was  not  his  chief  work.   His  chief  work 

was  to       was  to  combine  and  develop  the  speculations  of  his  French 

vaiaeb^     and  English  contemporaries  and  predecessors  as  to  value 

moti^j^  His  highest  claim  to  have  made  an  epoch  in  thought  is  that 

^®*^^     he  was  the  first  to  make  a  careful  and  scientific  inquiry  into 

applying     the  manner  in  which  value  measures  human  motive,  on  the 

methods  to  One  sido  measuring  the  desire  of  purchasers  to  obtain  wealth, 

otVLrge   ^^d  on  the  other  the  eflForts  and  sacrifices,  (or  "  Real  Cost 

s^ai^      ^^  Production"),  undergone  by  its  producers*. 

set  forth  a  part  of  the  art  of  goTemment.  Bat  loose  as  his  langnage  often  Is, 
we  find  on  closer  study  that  he  himself  knows  pretty  weU  what  he  is  about. 
When  he  is  seeking  for  causal  laws,  that  is,  for  laws  of  nature  in  the  modern  use 
of  the  term,  he  uses  scientific^  methods ;  and  when  he  utters  practical  precepts  he 
generally  knows  that  he  is  only  expressing  his  own  views  of  what  ought  to  be, 
even  when  he  seems  to  claim  the  authority  of  nature  for  them. 

^  The  popular  use  of  this  term  in  Germany  implies  not  only  thai  Adam 
Smith  thought  that  the  free  play  of  individual  interests  would  do  more  for  the 
public  weal  than  (Government  interference  could,  but  further  that  it  almost  alwi^ 
acted  in  the  ideally  best  way.  But  the  leading  German  economists  are  well 
aware  that  he  steadily  insisted  on  the  frequent  opposition  that  there  is  b^ween 
private  interests  and  the  public  good.  See  for  instance  a  long  list  of  such 
confiicts  quoted  from  the  WeeUth  of  NaUorut  by  Enies,  PoUHscht  Oehommie^ 
Ch.  m.  i  3. 

s  The  relations  of  Value  to  Cost  of  Production  had  been  indicated  by  the 
Physiocrats  and  by  many  earlier  writers,  among  whom  may  be  spedally  men- 
tioned Cantillon  {Es$ai  $ur  la  Commerce  L,  z.,  A.D.  1755),  Locke  {Enoff  on  CivU 
Government,  ch.  v.,  a.  d.  1689),  Sir  W.  Petty  {TreaHee  on  Taxee  and  ContrOmtione, 
A.D.  1667),  who,  in  words  that  have  often  been  quoted  as  containing  the  germs  of 
much  later  work,  argued  that  **  if  100  men  work  ten  years  upon  oom  and  the  same 
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Possibly  the  full  drift  of  what  he  was  doing  was  not    booki. 
seen  by  him,  certainly  it  was  not  perceived  by  many  of  his    ^°*^' 
foUoweiB.     But  for  all  that,  the  best  economic  work  which  pbe- 
came  after  the  Wealth  of  Nations  is  distinguished  from  that 
which  went  before,  by  a  clearer  insight  into  the  balancing 
and  weighing,  by  means  of  money,  of  the  desire  for  the 
poesession  of  a  thing  on  the  one  hand,  and  on  the  other 
of  all  the  various  efforts  and  self-denials  which  directly  and 
indirectly  contribute  towards  making  it.    Important  as  had 
been  the  steps  that  others  had  taken  in  this  direction,  the 
advance  made  by  him  was  so  great  that  he  really  opened  out 
this  new  point  of  view,  and  by  so  doing  made  an  epoch*. 

§  4.     None  of  Adam  Smith's  contemporaries  and  imme-  The  study 
diate  successors  had  a  mind  as  broad  and  well  balanced  as  earned  on" 
hisL     But  they  did  excellent  work,  each  giving  himself  up  EdM^""^' 
to  some  class  of  problems  to  which  he  was  attracted  by  the  M^t^ns 

.  ''  and  others. 

natural  bent  of  his  genius,  or  the  special  events  of  the  time 
in  which  he  wrote.  During  the  remainder  of  the  eighteenth 
century  the  chief  economic  writings  were  historical  and 
descriptive,  and  bore  upon  the  condition  of  the  working 
classes,  especially  in  the  agricultural  districts.  Arthur  Young 
continued  the  inimitable  records  of  his  tour,  Eden  wrote  a 
history  of  the  poor  which  has  served  both  as  a  basis  and  as  a 
model  for  all  succeeding  historians  of  industry ;  while  Malthus 
showed  by  a  careful  investigation  of  history  what  were  the 
forces  which  had  as  a  matter  of  fact  controlled  the  growth 
of  population  in  different  countries  an4  at  different  times. 

mambtr  of  men  the  same  time  apon  silyer,  the  net  proceed  of  the  silver  is  the 
priee  of  the  whole  net  prodaoe  of  the  com;"  to  say  nothing  of  some  rather  vagne 
hiola  bj  Hobbes  (1M2— 61)  as  to  how  plenty  dependeth  on  labor  and  abstinence 
appUed  bj  man  to  working  np  and  accnmnlating  the  gifts  of  nature  by  land  and 
Vy  aea    pivventuB  terra  et  aqua^  labor  etparnmonia, 

1  ffis  book,  thon^  not  well  arranged,  is  a  model  of  method;  for  he  saw  clearly 
that  wfafle  economic  science  must  be  based  on  a  study  of  facts,  the  facts  are  so 
oomplfT,  that  thoy  generally  can  teach  nothing  direcUy;  they  most  be  interpreted 
by  cbkIiiI  reasoning  and  analysis.  And  as  Hnme  said,  the  Wealth  of  Natione 
^is  so  mnch  ilhistrated  with  corions  facts  that  it  most  take  the  public  attention." 
TUa  Is  ezaetly  what  Adam  Smith  did :  he  seldom  attempted  to  prove  anything  by 
detailed  iiidii<^mi  or  history.  The  data  of  his  proofs  were  chiefly  facts  that  were 
within  evoTDoe's  knowledge,  facts  physical,  mental  and  moraL  Bat  he  illustrated 
Us  prools  by  cnrioos  and  instmotive  f^ts ;  he  thns  gave  them  life  and  force,  and 
nude  his  leadera  feel  that  th^y  were  dealing  with  problems  of  the  real  world, 
and  not  with  abstractions. 
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BOOK  I.  But  on  the  whole  the  most  influential  of  the  immediate 

^'  ^'  successors  of  Adam  Smith  was  Bentham.  He  wrote  little  on 
But  the  economics  himself,  but  he  went  far  towards  setting  the  tone 
mg  mind  of  the  rising  school  of  English  economists  at  the  beginning  of 
Smith  was  ^^^  nineteenth  century.  He  was  an  uncompromising  logician 
Bentham.  g^^^  averse  to  all  restrictions  and  regulations  for  which  no 
Hisoppo-  clear  reason  could  be  given,  and  his  pitiless  demands  that 
customary  they  should  justify  their  existence  received  support  from  the 
^*^j^f^  circumstances  of  the  age.  England  had  won  her  unique 
wMohno  position  in  the  world  by  her  quickness  in  adapting  herself 
reason  to  every  new  economic  movement:  while  by  their  adher- 
givenwas  ^nce  to  old-£ashioned  ways  the  nations  of  Central  Europe 
bJ^tS*^*^  had  been  prevented  from  turning  to  aocoimt  their  great 
course  of    natural  resources.     The  business  men  of  England  therefore 

events,  ana  ... 

theeoono-  were  inclined  to  think  that  the  influence  of  custom  and 
the  rising  sentiment  in  business  affairs  was  harmful,  that  in  England 
to^  to"  at  least  it  had  diminished,  was  diminishing,  and  would  soon 
ifi^'e        vanish  away :  and  the  disciples  of  Bentham  were  not  slow  to 

custom.  •'  ^ 

conclude  that  they  need  not  concern  themselves  much  about 
custom.  It  was  enough  for  them  to  discuss  the  tendencies 
of  man's  action  on  the  supposition  that  everyone  was  always 
on  the  alert  to  find  out  what  course  would  best  promote  his 
own  interest,  and  was  free  and  quick  to  follow  it*. 

There  is  then  some  justice  in  the  charges  frequently 
brought  against  the  English  economists  of  the  beginning  of 
this  century,  that  they  neglected  to  inquire  with  sufficient 
care  whether  a  greater  range  might  not  be  given  to  collec- 
tive as  opposed  to  individual  action  in  social  and  economic 
affairs ;  that  they  exaggerated  the  strength  of  competition 
and  its  rapidity  of  action :  and  there  is  some  ground,  though 

1  Another  waj  in  which  he  influenced  the  young  economists  around  him  was 
through  his  passionate  desire  for  security.  He  was  indeed  an  ardent  reformer. 
He  was  an  enemy  of  all  artificial  distinctions  between  different  classes  of  men; 
he  dedared  with  emphasis  that  any  one  man's  happiness  was  as  important  as 
any  other's,  and  that  the  aim  of  aU  action  should  be  to  increase  the  sum  total 
of  happiness;  he  admitted  that  other  things  being  equal  this  sum  total  would 
be  the  greater,  the  more  equally  wealth  was  distributed.  Nevertheless  so  full 
was  his  mind  of  the  terror  of  the  French  revolution,  and  so  great  were  the 
evils  which  he  attributed  to  the  smallest  attack  on  security  that,  daring  analyst 
as  he  was,  he  felt  himself  and  he  fostered  in  his  disciples  an  almost  superstitioos 
reverence  for  the  existing  institutions  of  private  property. 
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a  veiy  slight  one,  for  the  charge  that  their  work  is  marred  book  i. 
by  a  certain  hardness  of  outline  and  even  harshness  of  °°''^' 
temper.  These  faults  were  partly  due  to  Bentham's  direct 
influence,  partly  to  the  spirit  of  the  age  of  which  he  was 
an  exponent.  But  they  were  partly  also  due  to  the  fact 
that  economic  study  had  again  got  a  good  deal  into  the 
hands  of  men  whose  strength  lay  in  vigorous  action  rather 
than  in  philosophical  thought. 

§  5.     Statesmen  and  merchants  again  threw  themselves  The 
into  problems  of  money  and  foreign  trade  with  even  more  ^n^igts 
energy  thMi  they  used  to  do  when  these  questions  were  J^|^^^| 
first  started  in  the  earlier  period  of  the  great  economic  theoentnry 
change  at  the  end  of  the  Middle  Agea     It  might  at  first  of  them  ^ 
si^t  seem  probable  that  their  contact  with  real  life,  their  n^^t 
wide  experience,  and  their  vast  knowledge  of  fiwts  would  J^^^^i 
have  led  them  to  take  a  wide  survey  of  human  nature  and  towards 

.  ittpid  ffene- 

to  found  their  reasonings  on  a  broad  basi&    But  the  training  raUzation 
of  practical  life  often  leads  to  a  too  rapid  generalization  Active 
fit>m  personal  experience.  reasomng. 

So  long  as  they  were  well  within  their  own  province  Their  work 
their  work  was  excellent.     The  theory  of  currency  is  just  lent  so  long 
that  part  of  economic  science  in  which  but  little  harm  isj^^of 
done  by  taking  little  account  of  any  human  motives  except  money, 
the  desire  for  wealth ;  and  the  brilliant  school  of  deductive 
reasoning  which  Ricardo  led  was  here  on  safe  ground  \ 

1  He  ia  often  spoken  of  as  a  representative  Englishman :  bnt  this  is  just  what 
he  was  not.  His  strong  eonstractive  originality  is  the  mark  of  the  highest  genius 
in  aD  natioDS.  Bat  that  quality  by  which  he  is  distinguished  from  most  other 
TJffitifkt  genioses  is  his  aversion  to  inductions  and  his  delight  in  abstract 
TTOsotiingB.  And  this  quality  is  due,  not  to  his  English  education,  but,  as 
Bageboi  points  out,  to  his  Sonitic  origin.  Nearly  evezy  branch  of  the  Semitic 
race  has  had  some  special  genius  for  dealing  with  abstractions,  and  several  of 
tiMm  hftve  bad  a  bias  towards  the  abstract  calculations  connected  with  the  trade 
oi  mooey  dealing,  and  its  modem  developments.  There  is  no  truly  English  econo- 
mist whose  method  resembles  that  of  Bicardo ;  his  power  of  threading  his  way 
without  slip  through  intricate  paths  to  new  and  unexpected  results  has  never  been 
inrpassed.  But  it  is  diflicult  even  for  an  Englishman  to  follow  his  track ;  and  his 
foreign  critics  have,  as  a  rule,  fafled  to  detect  the  real  drift  and  purpose  of  his 
walk.  Even  the  ablest  of  them  frequently  undertake  to  refute  him  by  establishing 
propositions  which  are  consistent  with  his  and  often  even  involved  in  them. 
For  he  neror  explains  himself:  he  never  shows  what  his  purpose  is  in  working 
first  CD  one  hypothesis  and  then  on  another,  nor  how  by  properly  combining  the 
results  of  his  different  hypotheses  it  is  possible  to  cover  a  great  variety  of 
pnietical  questions.    See  the  Note  at  the  end  of  Book  vi. 
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BOOK  I.         The  economists  next  addressed  themselves  to  the  theory 

cH^.    ^f  foreign  trade  and  cleared  away  many  of  the  flaws  whidi 

and  Adam  Smith  had  left  in  it.     There  is  no  other  part  of 

i^d!^       economics  except  the  theory  of  money,  which  so  nearly  fells 

within  the  range  of  pure  deductive  reasoning.    It  is  true 

that  a  full  discussion  of  a  free  trade  policy  must  take  account 

of  many  considerations  that  are  not  strictly  economic;  but 

most  of  these,  though  important  for  agricultural  countries, 

and  especially  for  new  countries,  had  little  bearing  in  the 

case  of  England. 

^'^^  During  all  this  time  the  study  of  economic  fects  was 

neglect      not  neglected  in  England.    The  statistical  studies  of  Petty, 

Arthur  Young,  Eden,  and  others  were  ably  continued  by 

Tooke,  M'CuUoch  and  Porter.     And  though  it  may  be  true 

that  an  undue  prominence  is  given  in  their  writings  to 

those  facts  which  were  of  direct  interest  to  merchants  and 

other  capitalists,  the  same  cannot  be  said  of  the  admirable 

series  of  Parliamentary  inquiries  into  the  condition  of  the 

and  in.       working  classes,  which  were  brought  about  by  the  influence 

So^Se      of  the  economists.    In  fact,  the  public  and  private  collections 

S^^^**    of  statistics  and  the  economic  histories  that  were  produced 

^^^     in  England  at  the  end  of  the  last  century  and  the  beginning 

of  this,  may  fairly  be  regarded  as  the  origin  of  systematic 

historical  and  statistical  studies  in  economics. 

Bat  they  Nevertheless  there  was  a  certain  narrowness  in  their 

Iftcked  A 

knowledge  work :  it  was  truly  historical ;  but  for  the  greater  part  it  was 
pj^^^^'not  "comparative."  Hume,  Adam  Smith,  Arthur  Young 
Method.  |^Q(j  others  had  been  led  by  their  own  instinctive  genius  and 
the  example  of  Montesquieu  occasionally  to  compare  social 
facts  of  different  ages  and  different  countries,  and  to  draw 
lessons  from  the  comparison.  But  no  one  had  grasped  the 
notion  of  the  comparative  study  of  history  on  a  systematic 
plan.  In  consequence  the  writers  of  that  time,  able  and 
earnest  as  they  were  in  their  search  for  the  actual  facts  of  life, 
worked  rather  at  haphsizard.  They  overlooked  whole  groups 
of  facts  which  we  now  see  to  be  of  vital  importance,  and  they 
often  failed  to  make  the  best  use  of  those  which  they  collected. 
And  this  narrowness  was  intensified  when  they  passed  fiom 
the  collection  of  facts  to  general  reasonings  about  them. 
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§  6.  For  the  sake  of  simplicity  of  argument,  Ricardo  book  i. 
and  his  followers  often  spoke  as  though  they  regarded  man  as  ^'^' 
a  constant  quantity,  and  they  never  gave  themselves  enough  V^^  ^• 
trouble  to  study  his  variations.  The  people  whom  they  sunpUoity 
knew  most  intimately  were  city  men ;  and  they  sometimes  to  argae  as 
expressed  themselves  so  carelessly  as  almost  to  imply  that  maS^d*^ 
other  Englishmen  were  very  much  like  those  whom  theyj^*^® 


knew  in  the  city.  hauts  of 

They  were  aware  that  the  inhabitants  of  other  countries  city  men. 
had  peculiarities  of  their  own  that  deserved  study;  but  ^ 
they  seemed  to  regard  such  differences  as  superficial  and 
sore  to  be  removed,  as  soon  as  other  nations  had  got  to 
know  that  better  way  which  Englishmen  were  ready  to 
teach  them.  The  same  bent  of  mind  that  led  our  lawyers  to 
impose  English  civil  law  on  the  Hindoos,  led  our  economists 
to  woi^  out  their  theories  on  the  tacit  supposition  that  the 
world  was  made  up  of  city  men.  And  though  this  did  little 
harm  so  long  as  they  were  treating  of  money  and  foreign 
trade,  it  led  them  astray  as  to  the  relations  between  the 
differ^it  industrial  classes.  It  caused  them  to  speak  of 
labour  as  a  commodity  without  staying  to  throw  themselves 
into  the  point  of  view  of  the  workman ;  and  without  dwelling 
xiipon  the  allowances  to  be  made  for  his  human  passions,  his 
instincts  and  habits,  his  sympathies  and  antipathies,  his  class 
jealousies  and  class  adhesiveness,  his  want  of  knowledge  and 
of  the  opportunities  for  free  and  vigorous  action.  They 
therefore  attributed  to  the  forces  of  supply  and  demand  a 
much  more  mechanical  and  regular  action  than  is  to  be  foimd 
in  real  life :  and  they  laid  down  laws  with  regard  to  profits 
and  wages  that  did  not  really  hold  even  for  England  in  their 
own  time\ 

Bat  their  most  vital  fault  was  that  they  did  not  see  how 

^  Am  regaids  wages  there  were  even  some  logical  errors  in  the  conolasions 
tibqr  dednryd  from  their  o¥ai  premises.  These  errors  when  traced  back  to  their 
origin  are  little  more  than  careless  modes  of  expression.  But  there  were  many 
hangers  on  of  the  sdenoe,  who  had  no  reverence  for  it,  and  used  it  simply  as 
an  engine  for  keeping  the  working  classes  in  their  place.  Perhaps  no  other 
frest  sdiool  of  thinkers  has  ever  soffered  so  mnch  from  the  way  in  which 
ks  hangers  on  and  parasites,  professing  to  simplify  economic  doctrines,  really 
cmmdated  them  without  the  conditioins  required  to  make  them  true. 
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BOOK  X.  liable  to  change  are  the  habits  and  institutions  of  industry. 
oH^.  j^  particular  they  did  not  see  that  the  poverty  of  the  poor 
They  did  is  the  chief  cause  of  that  weakness  and  inefficiency  which 
enough  are  the  causes  of  their  poverty :  they  had  not  the  Mth  that 
dependence  modem  economists  have  in  the  possibility  of  a  vast  improve- 
cWacter  ^^^^  ^  ^^^  condition  of  the  working  classea 
cm  his  The  perfectibility  of  man  had  indeed  been  asserted  by  the 

stances;     socialista     But  their  views  were  based  on  little  historic  and 
wSc^'the  8<5i6iitific  study;  and  were  expressed  with  an  extravagance 
Sociaiuts    that  moved  the  contempt  of  the  business-like  economists  of 
the  age.    The  socialists  did  not  study  the  doctrines  which 
they  attacked ;  and  there  was  no  difficulty  in  showing  that 
they  had  not  understood  the  nature  and  efficiency  of  the 
existing  economic  organization  of  society.    The  economists 
therefore  did  not  trouble  themselves  to  examine  carefully 
any  of  their  doctrines,  and  least  of  all  their  speculations  as 
to  human  nature  \ 
Whose  But  the  socialists  were  men  who  had  felt  intensely,  and 

gradoaliy    who  knew  something  about  the  hidden  springs  of  human 
felt.  action  of  which  the  economists  took  no  account.     Buried 

among  their  wild  rhapsodies  there  were  shrewd   observa- 
tions and  pregnant  suggestions  from  which   philosophers 
and  economists  had  much  to  learn.    And  gradually  their 
influence  began  to  tell.     Comte's  debts  to  them  were  veiy 
great;   and  the   crisis  of  John   Stuart  Mill's  life,   as  he 
tells  us  in  his  autobiography,  came  to  him  from  reading 
them. 
The  grow-        §  7.     When  we  come  to  compare  the  modem  view  of  the 
dency  of     vital  problem  of  the  Distribution  of  Wealth  with  that  which 
totake      prevailed  at  the  beginning  of  the  century  we  shall  find  that 
thepiSi.^'  over  and  above  all  changes  in  detail  and  all  improvements 
biiityof      in  scientific  accuracy  of  reasoning,  there  is  a  fundamental 

1  A  partial  exception  mast  be  made  for  ICalthns,  whose  studies  of  population 
were  suggested  bj  Oodwin's  essay.  But  he  did  not  properly  belong  to  the 
Bicardian  school  and  he  was  not  a  man  of  business.  Half  a  oentory  later  Bastiat 
published,  in  opposition  to  the  socialists,  an  eztrayagant  doctrine  to  the  effect 
that  the  natural  organization  of  society  onder  the  infloenoe  of  competitioa  is  the 
best  not  only  that  can  be  practically  effected,  bnt  eren  that  can  be  theoretioaUy 
conceived.  The  lucidity  of  his  style  caused  his  works  to  have  great  rogue;  but 
he  reaUy  understood  economic  science,  in  the  name  of  which  he  profeoaed  to 
write,  scarcely  better  than  did  the  socialists  themselTes. 
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change  in  treatment ;  for,  while  the  earlier  economists  argued    book  i. 
as  though  man's  character  and  efficiency  were  to  be  regarded     ^'^' 
as  a  fixed  quantity,  modern  economists  keep  constantly  in  ^^'^ 
mind  the  fact  that  it  is  a  product  of  the  circumstances 
under  which  he  has  lived     This  change  in  the  point  of  view 
of  economics  is  partly  due  to  the  fact  that  the  changes  in 
human  nature  during  the  last  fifty  years  have  been  so  rapid 
as  to  force  themselves  on  the  attention ;  partly  to  the  direct 
influence  of  individual  writers,  socialists  and  others;  and 
partly  to  the  indirect  influence  of  a  similar  change  in  some 
l»anches  of  natural  science. 

At  the  beginning  of  this  century  the  mathematico-  is  partly 
physical  group  of  sciences  were  in  the  ascendant ;  and  these  influence  of 
sciences,  widely  as  they  diflfer  from  one  another,  have  this  Jj^^^ 
point  in  common,  that  their  subject-matter  is  constant  and 
unchanged  in  all  countries  and  in  all  ages.  The  progress 
of  science  was  familiar  to  men's  minds  but  the  development 
of  the  subject-matter  of  science  was  strange  to  them.  As 
the  century  wore  on  the  biological  group  of  sciences  were 
slowly  making  way,  and  people  were  getting  clearer  ideas  as 
to  the  nature  of  organic  growth.  They  were  learning  that 
if  the  subject-matter  of  a  science  passes  through  different 
stages  of  development,  the  laws  which  apply  to  one  stage 
will  seldom  apply  without  modification  to  others;  the  laws 
of  the  science  must  have  a  development  corresponding  to 
that  of  the  things  of  which  they  treat.  The  influence  of 
this  new  notion  gradually  spread  to  the  sciences  which  relate 
to  man ;  and  showed  itself  in  the  works  of  Qoethe,  Hegel, 
Comte  and  others. 

At  last  the  speculations  of  biology  made  a  great  stride 
f(ffwards:  its  discoveries  fascinated  the  attention  of  the 
world  as  those  of  physics  had  done  in  earlier  years;  and 
there  was  a  marked  change  in  the  tone  of  the  moral  and 
historical  sciences.  Economics  has  shared  in  the  general 
movement;  and  is  getting  to  pay  every  year  a  greater 
attention  to  the  pliability  of  human  nature,  and  to  the 
way  in  which  the  character  of  man  affects  and  is  affected  by 
the  prevalent  methods  of  the  production,  distribution  and 
consumption  of  wealth.   The  first  important  indication  of  the 
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BOOK  I.    new  movement  was  seen  in  John  Stuart  Mill's  admirable 

^'^'    Principles  of  Political  Economy^. 

John  Mill's  followers  have  continued  his  movement  away  from 

Stuart  .  .  .  .  ^ 

MiU.  the  position  taken  up  by  the  immediate  followers  of  Ricardo ; 

^S^  and  the  human  as  distinguished  from  the  mechanical  element 
d<^°^  is  taking  a  more  and.  more  prominent  place  in  economics. 
The  new  temper  is  shown  alike  in  Jevons'  subtle  analysis  of 
utility,  in  Cliffe  Leslie's  historical  inquiries  and  in  other 
many-sided  original  work  that  has  been  done  in  England  by 
Bagehot,  Caimes,  and  other  writers  who  are  yet  living. 
Character-  England  has  recently  made  great  advances  in  wealth  and 
modem  ^^  knowledge,  in  temperance  and  in  earnestness.  A  higher 
^^"^^  notion  of  social  duty  is  spreading  everywhere.  In  Parlia- 
ment, in  the  press  and  in  the  pulpit,  the  spirit  of  humanity 
speaks  more  distinctly  and  more  earnestly  than  it  did.  Mill 
and  the  economists  who  have  followed  him,  have  helped 
onwards  this  general  movement,  and  they  in  their  turn  have 
been  helped  onwards  by  it.  Partly  for  this  reason,  partly  in 
consequence  of  the  modem  growth  of  historical  science, 
their  study  of  facts  has  been  broadei*  and  more  philosopbia 
It  is  true  that  the  historical  and  statistical  work  of  some 
of  the  earlier  economists  has  seldom  if  ever  been  surpassed 
But  much  information  which  was  beyond  their  reach,  is 
now  accessible  to  everyone;  and  economists  who  have 
neither  McCulloch's  familiarity  with  practical  business,  nor 
his  vast  historical  learning,  are  enabled  to  get  a  view  of  the 
relations  of  economic  doctrine  to  the  actual  &cts  of  life  which 

1  James  MiU  had  educated  hier  son  in  the  straitest  tenets  of  Bentham  and 
Bicardo,  and  had  implanted  in  his  mind  a  zeal  for  clearness  and  definiteness. 
And  in  1880  John  MiU  wrote  an  essay  on  economic  method  in  which  he  proposed 
to  give  increased  sharpness  of  outline  to  the  abstractions  of  the  science.  He 
faced  Bicardo's  tacit  assumption  that  no  motive  of  action  except  the  desire 
for  wealth  need  be  mnch  considered  by  the  economist;  he  held  that  it  was 
dangerous  so  long  as  it  was  not  distinctly  stated,  bat  no  bnger;  and  he  half 
promised  a  treatise  which  should  be  deliberately  and  openly  based  on  it.  But 
he  did  not  redeem  the  promise.  A  change  had  come  over  his  Um»  of 
thought  and  of  feeling  before  he  published  in  1848  his  great  economic  work. 
He  caUed  it  PrincipUs  of  PoUdcal  Economy^  with  some  of  their  Applica^oiu 
to  Social  Philosophy;  and  he  made  in  it  no  attempt  to  mark  off  by  a  rigid 
line  those  reasonings  which  assume  that  man's  sole  motive  is  the  pursuit  of 
wealth  from  those  which  do  not.  The  change  in  his  attitude  was  a  part  of  the 
great  changes  that  were  going  on  in  the  world  around  him,  though  he  was  not 
fuUy  aware  of  their  influence  on  himself. 
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is  both  broader  and  clearer  than  his.  In  this  they  have  booki. 
been  helped  by  the  general  improvement  which  has  taken  ^^  ^' 
place  in  the  methods  of  all  sciences,  including  that  of  history. 

Thos  in  eveiy  way  economic  reasoning  is  now  more  The  aban- 
exact  than  it  was:  the  premisses  assumed  in  any  inquiry a^Mhe 
are  stated  with  more  rigid  precision  than  formerly.  But  ^^*^ 
this  greater  exactness  of  thought  is  partly  destructive  in  analysis, 
its  action ;  it  is  showing  that  many  of  the  older  applications 
of  general  reasoning  were  invalid,  because  no  care  had  been 
taken  to  think  out  all  the  assumptions  that  were  implied 
and  to  see  whether  they  could  &irly  be  made  in  the  special 
cases  under  discussion.  As  a  result,  many  dogmas  have  been 
destroyed  which  appeared  to  be  simple  only  because  they 
were  loosely  expressed;  but  which,  for  that  very  reason, 
served  as  an  armoury  with  which  partisan  disputants  (chiefly 
of  the  capitalist  class)  have  equipped  themselves  for  the 
fray.  This  destructive  work  might  appear  at  first  sight  to 
have  diminished  the  value  of  processes  of  general  reasoning 
in  economics :  but  really  it  has  had  the  opposite  result.  It 
has  cleared  the  ground  for  newer  and  stronger  machinery, 
which  is  being  built  up  with  the  aid  of  the  manifold 
experience  got  in  the  careful  and  exact  work  of  modem 
science  in  its  dealings  both  with  the  organic  and  inorganic 
world. 

The  change  may,  perhaps,  be  regarded  as  a  passing  onwaurd 
from  that  early  stage  in  the  development  of  scientific  method, 
in  which  the  operations  of  Nature  are  represented  as  con- 
ventionally simplified  for  the  purpose  of  enabling  them  to 
be  described  in  short  and  easy  sentences,  to  that  higher 
stage  in  which  they  are  studied  more  carefully,  and  repre- 
sented more  nearly  as  they  are,  even  at  the  expense  of  some 
loss  of  simplicity  and  definiteness,  and  even  apparent  lucidity. 
And  in  consequence  general  reasoning  in  economics  has  made 
more  rapid  progress,  and  established  a  firmer  position  in  this 
generation  in  which  it  is  subject  to  hostile  criticiEon  at  every 
step,  than  when  it  was  at  the  height  of  its  popularity  and 
its  authority  was  seldom  challenged. 

So  £eu:  we  have  looked  at  recent  progress  fix)m  the  point 
of  view  of  England  only :  but  progress  in  England  has  been 
M.  5 
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BOOK  I.    only  one  side  of  a  broader  movement  which  has  extended 
cH^.    ^^^^  ^jjg  whole  western  world. 

French  §  8.     English  economists  have  had  many  followers  and 

^^^        many  critics  in  foreign  countries.    The  French  school  has  had 

a  continuous  development  from  its  own  great  thinkers  in 

the  eighteenth  century,  and  has  avoided  many  errors  and 

confusions,  particularly  with  regard  to  wages,  which  have 

been  common  among  the  second  rank  of  English  economista 

From  the  time  of  Say  downwards  it  has  done  a  great  deal  of 

useful  work.     In  Coumot  it  has  had  a  constructive  thinker 

of  the  highest  genius ;  while  Fourier,  St  Simon,  Proudhon 

and  Louis  Blanc  have  made  many  of  the  most  valuable,  as 

well  as  many  of  the  wildest  suggestions  of  Socialism. 

The  The  American  school  of  economists  is  sometimes  under- 

American 
School.      stood  to  be  the  group  of  Protectionists  who  follow  Carey's 

lead.     Absorbed  in  current  politics,  the  older  American 

school  did   little  to   extend   the   boundaries   of  economic 

science.     But  there  are  growing  up  in  America  new  schools 

of  thinkers,  who  are  studying  the  science  for  its  own  sake ; 

and  there  are  many  signs  that  America  is  on  the  way  to 

take  the  same  leading  position  in  economic  thought,  that 

she  has  already  taken  in  economic  practice. 

Economic  science  is  showing  signs  of  renewed  vigour 

in  two  of  its  old  homes,  Holland  and  Italy,  and  the  recent 

work  of  the  Austrian  economists  is  giving  them  a  claim  to 

be  regarded  apart  from  the  Qermans,  among  whom  they 

have  often  been  classed.     The  most  important  economic 

work  however  that  has  been  done  on  the  Continent  in  this 

German     century  is  that  of  Germany.   While  recognizing  the  leadership 

^^        of  Adam  Smith,  the  German  economists  have  been  irritated 

more  than  any  others  by  what  they  have  regarded  as  the 

insular  narrowness  and  self-confidence  of  the  Ricardian  School 

In  particular  they  resented  the  way  in  which  the  English 

advocates  of  free  trade  tacitly  assumed  that  a  proposition 

which  had  been  established  with  regard  to  a  manufacturing 

country,  such  as  England  was,  could  be  carried  over  without 

List.  modification  to  agricultural  countries.     The  brilliant  genius 

and  national  enthusiasm  of  List  overthrew  this  presumption; 

and  showed  that  the  Ricardians  had  taken  but  little  account 
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of  the  indirect  effects  of  free  trade.  No  great  harm  might  be  boor  i. 
done  in  neglecting  them  so  &r  as  Ehigland  was  concerned ;  ^^'^' 
because  there  they  were  in  the  main  beneficial  and  thus  added 
to  the  strength  of  its  direct  effects.  But  he  showed  that 
in  Germany  and  still  more  in  America,  many  of  its  indirect 
effects  were  evil;  and  he  contended  that  these  evils  out- 
weighed its  direct  benefits.  Many  of  his  arguments  were 
invalid,  but  some  of  them  were  not;  and  as  the  English 
economists  scornfully  refused  them  a  patient  discussion,  able 
and  public  spirited  men  impressed  by  the  force .  of  those 
which  were  sound,  acquiesced  in  the  use  for  the  purposes 
of  popular  agitation  of  other  arguments  which  were  un- 
scientific, but  which  appealed  with  greater  force  to  the 
working  classes. 

American  manu&cturers  adopted  List  as  their  advocate : 
and  the  beginning  of  his  &me,  as  well  as  of  the  systematic 
advocacy  of  protectionist  doctrines  in  America,  was  in  the 
wide  circulation  by  them  of  a  popular  treatise  which  he 
wrote  for  them\ 

The  Germans  are  fond  of  saying  that  the  Physiocrats  and  The 
the  school  of  Adam  Smith  underrated  the  importance  of  press  the 
national  life;  that  they  tended  to  sacrifice  it  on   the  one^[§^^ 
himd  to  a  selfish  individualism  and  on  the  other  to  a  limp  J^^^^ 
philanthropic  cosmopolitanism.     They  urge  that  List   did  pdiyidnai- 
great  service  in  stimulating  a  feeling  of  patriotism,  which  is  one  hand 
more  generous  than  that  of  individualism,  and  more  sturdy  ^KtaS^ 
and  definite   than  that  of  cosmopolitanism.      It  may  be  ^^^ 
doubted  whether  the  cosmopolitan  S3nnpathies  of  the  Physio- 

1  It  has  already  been  observed  that  List  overlooked  the  tendency  of  modem 
ister-coDummieation  to  make  the  development  of  different  nations  synchronize. 
Hw  patriotic  fervoar  perverted  in  many  ways  his  sdentiflo  judgment :  bat  Germans 
hitcoed  eag^y  to  his  argnment  that  every  eoontiy  had  to  go  through  the  same 
«tage«  of  development  that  England  had  gone  throogh,  and  that  she  had  protected 
her  mamifaetiires  when  she  was  in  transition  from  the  agricnltnral  to  the  mann- 
factnriDg  stage.  He  had  a  gennine  desire  for  tmth;  his  method  was  in  harmony 
with  the  comparative  method  of  inquiry  which  is  being  pmimed  with  vigoor  by  all 
dasaee  of  students  in  Germany,  but  especially  by  her  historians  and  lawyers;  and 
the  direct  and  indirect  influence  of  his  thought  has  been  very  great.  His  Outlines 
of  a  iTew  System  of  Potitiedl  Economy  appeared  hi  Philadelphia  hi  1827,  while 
Carey's  first  important  work,  his  Principles  of  Political  Economy,  was  not  pnb- 
fidied  tiU  1837 — 40.  list's  Das  nationale  System  der  Politischen  Oelconomie  was 
iinlS4a 
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BOOK  I.    crats  and  of  the  English  economists  have  been  as  strong  as 
^'^'    the  (Jermans  think.   But  there  is  no  question  that  the  recent 
political  history  of  (Jermany  has  influenced  the  tone  of  her 
economists  in  the  direction  of  nationalism.     Surrounded  by 
powerful  and  aggressive  armies  Germany  can  exist  only  by 
the  aid  of  an  ardent  national  feeling.     It  is  not  therefore  to 
be  wondered  at  that  Qermans  have  insisted  on  and  perhaps 
even  exaggerated  the  &ct  that  altruistic  feelings   have  a 
much  more  limited  scope  in  the  economic  relations  between 
countries  than  in  those  between  individuals. 
Their  great        But  though  national  in  their  sjrmpathies,  the  Germans 
Jndy  of  *  are  nobly  international  in  their  studies.    They  have  taken 
h^S^wy  the  lead  in  the  "comparative"  study  of  economic,  as  well 
the  <»m.     as  of  general  history.     They  have  brought  side  by  side  the 
method,      social  and  industrial  phenomena  of  different  countries  and 
of  different  ages;  and  have  so  arranged  them  that  they 
throw  light  upon  and  interpret  one  another.     The  work 
of  a  few  members  of  this  school  is  tainted  by  exaggeration, 
and  even  by  a  narrow  contempt  for  the  reasonings  of  the 
Ricardian  school,  the  drift  and  purpose  of  which  they  have 
themselves  failed  to  understand :  and  this  has  led  to  much 
bitter  and  dreary  controversy.     But  with  scarcely  an  excep- 
tion, the  leaders  of  the  school   have  been  free  from  this 
narrowness.     It  would  be  difficult  to  overrate  the  value  of 
the  work  which  they  and  their  fellow  workers  in  other  coun- 
tries have  done  in  tracing  and  explaining  the   history  of 
economic  habits  and  institutions.     It  is  one  of  the  great 
achievements  of  our  age ;  and  an  important  addition  to  the 
real  wealth  of  the  world.      It  has  done  more  than  almost 
anything  else  to  broaden  our  ideas,  to  increase  our  know- 
ledge of   ourselves,  and    to    help    us   to  understand    the 
central  plan,  as  it  were,  of  the  Divine  government  of  the 
world. 
Their  They  have  given  their  chief  attention  to  the  historical 

I^omio    treatment  of  the  science,  and  to  its  applications   to  the 
^J^^^  conditions  of  German  social  and  political  life,  especially  to 
the  economic  duties  of  the  German  bureaucracy.     But  led 
by  the  brilliant  genius  of  Hermann  they  have  made  careful 
and  profound  analyses  which  add  much  to  our  knowledge, 
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and  they  have  greatly  extended  the  boundaries  of  economic    book  i. 
theory\  '^' 

German  thought  has  also  given  an  impetus  to  the  study  German 
of  socialism  and  the  functions  of  the  State.  It  is  from 
German  writers,  chiefly  of  Jewish  origin,  that  the  world 
has  received  the  greater  part  of  the  most  thorough-going 
of  recent  propositions  for  utilizing  the  property  of  the  world 
for  the  benefit  of  the  community  with  but  little  reference 
to  the  existing  incidents  of  ownership.  It  is  true  that  on 
closer  investigation  their  work  turns  out  to  be  less  original 
as  well  as  less  profound  than  at  first  sight  appears:  but 
it  derives  great  power  from  its  dialectic  ingenuity,  its 
brilliant  style,  and  in  some  cases  from  its  wide-reaching 
though  distorted  historical  learning. 

Besides  the  revolutionary  socialists,  there  is  a  large  body 
of  thinkers  in  Germany  who  are  setting  themselves  to  insist 
on  the  scantiness  of  the  authority  which  the  institution  of 
private  property  in  its  present  form  can  derive  from  history ; 
and  to  urge  on  broad  scientific  and  philosophic  grounds 
a  reconsideration  of  the  rights  of  society  as  against  the 
individual    The  political  and  military  institutions  of  the  Oennans 
German  people  have  recently  increased  their  natural  ten-^igUgh 
dency  to  rely  more  on  Government  and  less  on  individual  Jj]^^^^ 
enterprise  than  Englishmen  do.    And  in  all  questions  bear-  ''^**°^® 
ing  on  social  reforms  the  English  and  German  nations  have 
much  to  learn  from  one  another. 

But  amid  all  the  historical  learning  and  reforming  en-  ^^^ 
thusiasm  of  the  age  in  Germany  and  elsewhere  there  is  work  done 
danger  that  a  difficult  but  important  part  of  the  work^ye^^ts 
of  economic  science  may  be  neglected.     The  popularity  of  Jj^^^^jj^j 
economics  has  tended  in  some  measure  to  the  neglect  of  *^o  severe 
careful  and  rigorous  reasoning.     The  growing  prominence  popnlar 

1  In  such  mAtttfs,  the  EngJiBh,  the  Germans  and  every  other  nation  daim  for 
tbemadres  more  than  others  are  wiDing  to  allow  them.  This  is  partly  becanse 
«adi  natioo  has  its  own  intellectoal  Tirtnes  and  misses  them  in  the  writings  of 
lordgDers;  while  it  does  not  qnite  understand  the  complaints  which  others  make 
as  to  its  diortcomingB.  But  the  chief  reason  is  that  a  new  idea  is  generally  of 
gradual  growth,  and  is  often  worked  oat  by  more  than  one  nation  at  the  same 
time:  each  of  those  nations  is  likely  to  daim  it,  and  thus  to  underestimate  the 
originality  of  the  others. 
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BOOK  I.    of  what  has  been  called  the  biological  view  of  the  science 
^^'^'    has  tended  to  throw  the  notions   of  economic    law  and 
*»^^       measurement  into  the  background ;  as  though  such  notions 
sdentifio     were  too  hard  and  rigid  to  be  applied  to  the  living  and  ever 
JJIl^"^    changing  economic  organism.      But  biology  itself  teaches 
us  that  the  vertebrate  organisms  are  the  most  highly  de- 
veloped.    The  modem  economic  organism  is  vertebrate ;  and 
the  science  which  deals  with  it  should  not  be  invertebrate. 
It  should  have  that  delicacy  and  sensitiveness  of  touch 
which  are  required  for  enabling  it  to  adapt  itself  closely 
to  the  real  phenomena  of  the  world ;  but  none  the  less  must 
it  have  a  firm  backbone  of  exact  reasoning. 
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THE  SCOPE  OF  ECONOMICS'. 

« 

§  1.    There  are  some  who  hold,  with  Comte,  that  the    book  l 
scope  of  any  profitable  study  of  man's  action  in  society  must     ^'  ^' 
be  coextensive  with  the  whole  of  social  science.    They  argue  A  unified 
that  all  the  aspects  of  social  life  are  so  closely  connected,  Sdence, 
that  a  special  study  of  any  one  of  them  must  be  futile ;  doSabte, 
and  they  urge  on  economists  to  abandon  their  distinctive  j^^JJy^j 
foDctions,  and  to  devote  themselves  to  the  general  advance- 
ment of  a  unified  and  all  embracing  social  science.    But  the 
whole  range  of  man's  actions  in  society  is  too  wide  and  too 
various  to  be  analysed  and  explained  by  a  single  intellectual 
effort    Comte  himself  and  Herbert  Spencer  have  brought  as  ia  shown 
to  the  task  unsurpassed  knowledge  and  great  genius ;  they  em^^*" 
have  made  epochs  in  thought  by  their  broad  surveys  and 
their  suggestive  hints ;  but  they  can  hardly  be  said  even  to 
have  made  a  commencement  with  the  construction  of  a 
Tinified  social  science. 

The  physical  sciences  made  slow  progress  so  long  as  the  and  as 
brilliant  but  impatient  Qreek  genius  insisted  on  searching  from  ^ 
after  a  single  basis  for  the  explanation  of  all  Physical  ^J^^j* 
phenomena ;  and  their  rapid  progress  in  the  modem  age  is  Science, 
due  to  a  breaking  up  of  broad  problems  into  their  component 
parts.  Doubtless  there  is  an  unity  underlying  all  the  forces 
of  nature;  but  whatever  progress  has  been  made  towards 
discovering  it,  has  depended  on  knowledge  obtained  by  per- 
sistent specialized  study,  no  less  than  on  occasional  broad 

^  The  reader  is  referred  to  Mr  Keynes'  Scope  tmd  Method  of  Political  Economy 
lor  a  more  foil  and  detailed  investigation  of  the  sal^ects  of  this  and  the  next 
dttpters. 
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BOOK  I. 
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surveys  of  the  field  of  nature  as  a  whole.  And  siimlar 
patient  detailed  work  is  required  to  supply  the  materials 
which  may  enable  future  ages  to  understand  better  than 
we  can  the  forces  that  govern  the  development  of  the  social 
organism. 

But  on  the  other  hand  it  must  be  fully  conceded  to 
Comte  that,  even  in  the  physical  sciences,  it  is  the  duty 
of  those  who  are  giving  their  chief  work  to  a  limited  field, 
to  keep  up  close  and  constant  correspondence  with  those 
who  are  engaged  in  neighbouring  fields.  Specialists  who 
never  look  beyond  their  own  domain  are  apt  to  see  things 
out  of  true  proportion;  much  of  the  knowledge  they  get 
together  is  of  comparatively  little  use ;  they  work  away  at 
the  details  of  old  problems  which  have  lost  most  of  their 
significance  and  have  been  supplanted  by  new  questions 
rising  out  of  new  points  of  view ;  and  they  fail  to  gain  that 
large  illumination  which  the  progress  of  every  science  throws 
by  comparison  and  analogy  on  those  around  it.  Ck)mte  did 
good  service  therefore  by  insisting  that  the  solidarity  of  social 
phenomena  must  render  the  work  of  exclusive  specicdists 
even  more  futile  in  social  than  in  physical  science.  Mill 
conceding  this  continues: — "A  person  is  not  likely  to  be 
a  good  economist  who  is  nothing  else.  Social  phenomena 
acting  and  reacting  on  one  another,  they  cannot  rightly  be 
understood  apart ;  but  this  by  no  means  proves  that  the 
material  and  industrial  phenomena  of  society  are  not  them- 
selves susceptible  of  useful  generalizations,  but  only  that 
these  generalizations  must  necessarily  be  relative  to  a  given 
form  of  civilization  and  a  given  stage  of  social  advancement\" 


1  Mill,  On  Comte,  p.  82.  His  controversy  with  Comte  is  still  worth  studying. 
Comte's  arguments  have  recently  been  restated  with  great  force  and  eloquence  by 
Dr  Ingram:  bat  they  do  not  appear  to  have  shaken  Mill's  position  that  Comte, 
though  right  when  he  affirmed,  was  wrong  when  he  denied.  And  this  remark  may 
be  extended:  it  would  seem  that  in  the  long  controversy  which  has  been  waged 
in  England,  Germany  and  more  recently  in  America,  as  to  the  right  method 
of  economic  study,  nearly  every  one  has  been  right  when  he  has  affirmed  that  a 
certain  method  is  useful;  it  has  generally  been  the  one  best  adapted  for  that  part 
of  the  many-sided  work  of  economics  in  which  he  has  had  the  most  into^st.  But 
he  has  been  wrong  in  denying  that  other  methods  are  useful:  they  may  be  un- 
suited  for  those  piuposes  of  which  he  has  been  chiefly  thinking;  but  they  may 
probably  be  better  suited  than  his  own  favourite  methods  for  other  and  etjuaDy 
important  purposes. 
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§  2.  This  is  a  valid  answer  to  Comte's  denial  of  the  book  i. 
utility  of  an  independent  science  of  economica  But  it  does  °°'^' 
not  show  that  the  scope  assiened  to  economics  by  Mill  and  On  the 

I.-  J  ^1     ^u        •   i.^  A  -J      •       other  hand, 

his  predecessors  was  exactly  the  right  one.    Any  widening  the  older 
of  that  scope  must  no  doubt  result  in  some  sacrifice  of^Mnot 
definiteness  and  precision,  and  the  resulting  loss  may  ^JeH^te 
greater  than  the  gain.    But  it  need  not  necessarily  be  so ;  of  their 
and  what  is  wanted  is  a  general  principle  which  shall  deter-  were  fixed 
mine  the  point  in  the  widening  of  the  scope  of  economics,  ^Mibie 
at  which  the  growing  loss  of  scientific  precision  would  begin  po^'^o'*- 
to  outweigh  the  gain  of  increasing  reality  and  philosophic 
completeness. 

We  must  then  inquire  what  are  the  advantages  which 
have  enabled  economics,  though  &r  behind  the  more  advanced 
physical  sciences,  yet  to  outstrip  eveiy  other  branch  of  social 
science.  For  it  would  seem  reasonable  to  conclude  that  any 
broadening  of  the  scope  of  the  science  which  brings  it  more 
closely  to  correspond  with  the  actual  fiacts,  and  to  take 
account  of  the  higher  aims  of  life,  will  be  a  gain  on  the 
balance  provided  it  does  not  deprive  the  science  of  those 
advantages:  but  that  any  further  extension  beyond  that 
limit  would  cause  more  loss  than  gain. 

§  3.     The  advantage  which  economics  has  over  other  Economics 
branches  of  social  science  appears  to  arise  fix)m  the  fiact  that,  ^^"^^ 
while  they  deal  almost  exclusively  with  the  quality  of  human  ^^^^^ 
motive,  it  deals  with  quantity  as  well  as  quality;  for  it  motives 
concerns  itself  chiefly  with  just  that  class  of  motives  which  measor. 
are  measurable,  and  therefore  are  specially  amenable  to  J^q^  whose 
ti^atment  by  scientific  machinery.     An  opening  is  made  for  ^^JJ^ 
the  methods  and  the  tests  of  exact  science  as  soon  as  the  ^  t^ 
force  of  a  person's  motives  can  be  measured  by  the  sum  of  law  and 
money,  which  he  will  just  give  up  in  order  to  secure  a  de-  subject  of 
sired  satisfection,  or  again  the  sum  which  is  just  required  ^^^j^^^ 
to  induce  him  to  undergo  a  certain  fatigue  \ 

^  J.  S.  MOl  had  himself  indicated  the  centre  of  the  strength  of  economics  when 
be  says  {Loffie,  Book  VL  Ch.  ix.  §  8)  that  in  economic  phenomena  "  the  psycho- 
logical law  mainly  concerned  is  the  familiar  one  that  a  greater  gain  is  preferred  to 
a  ooaller;"  and  argnee  that  science  gets  a  better  hold  in  economic  than  in  other 
social  i^ienomena  because  it  deals  with  motives  that  can  be  compared  qnantita- 
threly  and  measured  one  against  another. 
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BOOK  I.  The  most  systematic  part  of  people's  lives  is  generally 

^'^'     that  by  which  they  earn  their  living.     The  work  of  all  those 

BiMMMw     engaged  in  any  one  occupation  can  be  carefully  observed; 

generally    general  statements  about  it  can  be  formulated  and  tested 

^^21^    by  comparison  with  the  results  of  other  observations ;  and 

finally  numerical  estimates  can  be  framed  as  to  the  amount 

of  money  or  general  purchasing  power  by  which  the  services 

are  measured,  that  is,  the  pajrment  that  is  reqtiired  to  supply 

a  su^dent  motive  for  them. 

f/Agsin,  the  unwillingness  to  postpone  enjojrment,  and  thus 
to  save  for  future  use,  is  measured  by  the  interest  that  is 
got  by  the  possession  of  accumulated  wealtL    And,  lastly, 
the  desire  to  obtain  anything  that  is  ordinarily  bought  and 
sold  for  money,  is  for  that  very  reason  easily  measurable 
by  the  price  that  people  are  willing  to  pay  for  it;  though 
here  again  allowance  must  be  made  for  differences  in  the 
means  of  different  classes  of  purchasers. 
We  study         In  all  this  we  take  as  little  notice  as  possible  of  individual 
vidnai  not  peculiarities  of  temper  and  character.   We  watcjb  the  conduct 
*<airan"     of  A  whole  class  of  people,  sometimes  the  whole  of  a  nation, 
^^  ^  sometimes  only  those  living  in  a  certain  district,  more  often 
an  hiduB-    those  engaged  in  some  particular  trade  at  some  time  and 
*  place :  and  by  the  aid  of  statistics,  or  in  other  ways>  we 
ascertain  how  much  money  on  the  average  the  members  of 
the  particular  group  we  are  watching,  are  just  willing  to 
pay  as  the  price  of  a  certain  thing  which  they  desire,  or  how 
much  must  be  offered  to  them  to  induce  them  to  undergo 
a  certain  effort  or  abstinence  that  they  dislike.   The  measure- 
ment of  motive  thus  obtained  is  not  indeed  perfectly  accu- 
rate; for  if  it  were,  economics  would  rank  with  the  most 
advanced  of  the  physical  sciences,  and  not  as  it  actually  does 
with  the  least  advanced 
andmea-  But  yet  the  measurement  is  accurate  enough  to  enable 

play  of  experienced  persons  to  forecast  fairly  well  the  extent  of  the 
^J^^^  results  that  will  follow  from  changes  in  which  motives  of 
J^^^^  this  kind  are  chiefly  concerned.  Thus,  for  instance,  they  can 
^Djpie  estimate  very  closely  the  pa3nnent  that  will  be  required  to 
produce  an  adequate  supply  of  labour  of  any  grade,  from 
the  lowest  to  the  highest,  for  a  new  trade  which  it  is  pro- 
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posed  to  start  in  any  place.  And,  when  they  visit  a  fisu^ry  book  i. 
of  a  kind  that  they  have  never  seen  before,  they  can  tell  °°'^' 
within  a  shilling  or  two  a  week  what  any  particular  worker 
is  earning,  by  merely  observing  how  far  his  is  a  skilled 
occupation  and  what  strain  it  involves  on  his  physical, 
mental  and  moral  fiEu^ulties.  They  can  predict  with  tolerable 
certainty  what  rise  of  price  will  result  from  a  given  diminu- 
tion of  the  supply  of  a  certain  thing,  and  how  that  increased 
price  will  react  on  the  supply. 

And,  starting  from  simple  considerations  of  this  kind,  and  after- 
they  can  go  on  to  analyse  the  causes  which  govern  the  local  ^!^<^. 
distribution  of  different  kinds  of  industry,  the  terms  on  which  P*®*  ^*®"- 
people  living  in  distant  places  exchange  their  goods  with  one 
another,  and  so  on.    They  can  explain  and  predict  the  ways 
in  which  fluctuations  of  credit  will  affect  foreign  trade,  or 
again  the  extent  to  which  the  burden  of  a  tax  will  be  shifted 
from  those  on  whom  it  is  levied  on  to  those  for  whose  wants 
they  cater. 

§  4.     The  problems  of  which  these  are  typical  instances  Thus  the 
satisfy  the  two  conditions  required  to  fit  them  for  being  the  ^^Scodcs 
subject  of  a  special  science.     In  the  first  place,  they  deal  ^^^^ 
wil^  feurte  which  can  be  observed,  and  quantities  which  can  sc^oe^are 
be  measured   and  recorded;   so  that   when  differences  of  power  of 
opinion  arise  with  regard  to  them,  the  differences  can  bej^te^ 
bought  to  the  test  of  public  and  well-established  records ;  ^^*^ 
and  thus  science  obtains  a  solid  basis  on  which  to  work.    In 
the  second  place,  the  problems,  which  are  grouped  by  them  and 
as  economic,  because  they  relate  specially  to  man's  conduct  ito^tenud 
under  the  influence  of  motives  that  are  measurable  by  a5^L 
money  price,  are  found  to  make  a  fairly  homogeneous  group. 
Of  course  they  have  a  great  deal  of  subject-matter  in  com- 
mon: that  is  obvious  from  the  nature  of  the  case.    But  it  is 
also  found  to  be  true,  though  that  is  not  so  obvious  d  priori^ 
that  there  is  a  fundamental  unity  of  form  imderlying  all 
the  chief  of  them ;  and  that  in  consequence,  by  studying 
them  together,  we  secure  the  same  kind  of  economy  that  is 
gained  by  sending  a  single  postman  to  deliver  all  our  letters 
in  a  certain  street,  instead  of  each  of  us  entrusting  our  letters 
to  a  separate  messenger.    For  the  analyses  and  organized 
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processes  of  reasoning  that  are  wanted  for  any  one  group 
of  them  are  generally  useful  for  other  groups. 

Thus  though  it  is  true  that  "  money  "  or  "  general  pur- 
chasing power  "  or  "  command  over  material  wealth,"  is  the 
centre  around  which  economic  science  clusters;  this  is  so,  not 
because  money  or  material  worth  is  regarded  as  the  main 
aim  of  human  effort,  nor  even  as  affording  the  main  subject- 
matter  for  the  study  of  the  economist,  but  because  in  this 
world  of  ours  it  is  the  one  convenient  means  of  measuring 
human  motive  on  a  large  scale ;  and  if  the  older  economists 
had  made  this  clear,  they  would  have  escaped  many  grievous 
misrepresentations.  The  splendid  teachings  of  Carlyle  and 
Ruskin  as  to  the  right  aims  of  human  endeavour  and  the 
right  uses  of  wealth,  would  not  then  have  been  marred  by 
bitter  attacks  on  economics,  based  on  the  mistaken  belief 
that  that  science  had  no  concern  with  any  motive  except  the 
selfish  desire  for  wealth,  or  even  that  it  inculcated  a  policy  of 
sordid  selfishness  ^ 


^  The  fact  that  the  predominant  position  which  money  holds  in  eoonomici, 
results  rather  from  its  heing  a  measure  of  motiye  than  an  aim  of  endeaToor,  may  be 
iDostrated  by  the  reflection  that  the  almost  exdodTe  nse  of  money  as  a  measure 
of  motive  is,  so  to  speak,  an  accident,  and  perhaps  an  accident  that  is  not  foond  in 
other  worlds  than  oars.  When  we  want  to  induce  a  man  to  do  anything  for  us  we 
generally  offer  him  money.  It  is  true  that  we  might  appeal  to  his  generosity  or 
sense  of  duty ;  but  this  would  be  calling  into  action  latent  motives  that  are  already 
in  existence,  rather  than  supplying  new  motives.  If  we  have  to  sup^y  a  new 
motive  we  generally  consider  how  much  money  will  just  make  it  worth  his  while 
to  do  it.  Sometimes  indeed  the  gratitude,  or  esteem,  or  honour  which  is  held  out 
as  an  inducement  to  the  action  may  appear  as  a  new  motive :  particulariy  if  it  can 
be  crystallized  in  some  definite  outward  manifestation ;  as  for  instance  in  the 
right  to  make  use  of  the  letters  G.B.,  or  to  wear  a  star  or  a  garter.  Such  distinc- 
tions are  comparatively  rare  and  connected  with  but  few  transactions ;  and  they 
would  not  serve  as  a  measure  of  the  ordinary  motives  that  govern  men  in  the  acts 
of  every-day  life.  But  political  services  are  more  frequently  rewarded  by  such 
honours  than  in  any  other  way ;  so  we  have  got  into  the  habit  of  measuring  them 
not  in  money  but  in  honours.  We  say,  for  instance,  that  A's  exertions  for  the 
benefit  of  his  party  or  of  the  State,  as  the  case  may  be,  were  fairly  paid  for 
by  knighthood ;  while  knighthood  was  but  shabby  pay  for  B,  he  had  earned  a 
baronetcy. 

It  is  quite  possible  that  there  may  be  worlds  in  which  no  one  ever  beard  of 
private  property  in  material  things,  or  wealth  as  it  is  generally  understood ;  but 
public  honours  are  meted  out  1^  graduated  tables  as  rewards  for  every  action  that 
is  done  for  others'  good.  If  these  honours  can  be  transferred  from  one  to 
another  without  the  intervention  of  any  external  authority  they  may  serve  to 
measure  the  strength  of  motives  just  as  conveniently  and  exactly  as  mon^  does 
with  us.    In  such  a  world  there  may  be  a  treatise  on  economic  theory  very  similar 
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§  5.     It  follows  that  economists  should  include  within    booki. 
their  range  all  those  motives  to  human  eflTort  the  action  of    ^'^' 
which  is  so  regular  that  they  can  be  measured  by  money,  The  «u^ 
even  though  they  do  not  directly  spring  from  the  desire  of  seem  really 
money  gain.    For  instance,  they  have  to  take  careful  account  gctedon 
of  the  advantages  which  attract  people  generally  towards  an  ^^'^^^ 
occupation,  whether  they  appear  in  a  money  form  or  ^ot'^^S^th 
Other  things  being  equal,  people  will  prefer  an  occupation  inddentai 
in  which  they  do  not  need  to  soil  their  hands,  in  which  they  of  a^^^ 
enjoy  a  good  social  position,  and  so  on;  and  since  these ^^''^**^' 
advantages  a£fect — not  indeed  eveiy  one  exactly  in  the  same 
way,  but — ^most  people  in  nearly  the  same  way,  their  attrac- 
tive force  can  be  estimated  and  measured  by  the  money 
wages  to  which  they  are  regarded  as  equivalent.    This  has 
indeed  always  been  the  practice  of  economists,  though  their 
reasons  for  it  have  not  been  clearly  explained. 

Again,  so  far  from  confining  their  attention  to  selfish  and  as 
motives,  they  have  always  given  a  prominent  place  to  the  some 
unselfish  sacrifices  which  men  make  in  order  to  secure  com-  j^^^  ^^ 
fortable  provision  for  their  families.    The  grounds  for  doing  affection. 
this  are  obvious  on  the  principle  which  we  have  adopted 
For  fiunily  afiection  acts  with  so  much  uniformity  in  any 
given  stage  of  civilization  that  its  effects  can  be  systema- 
tically observed,  reduced  to  law  and  measured;  and  it  is 
therefore  reasonable  for  economists  to  take  it  always  into 
account ;  while  yet  they  do  not  attempt  to  study  the  working 
of  many  other  benevolent  and  self-sacrificing  motives  whose 
action  is  irregular.     The  expense  which  an  Englishman  with 
£500  a-year  will  incur  for  the  education  of  his  children  can 
be  told  pretty  well  beforehand.   But  as  the  family  in  England 
has  narrow  limits,  no  good  guess  could  be  made  of  how  much 
he  would  give  to  support  a  destitute  second  cousin.    Still 

to  Um  prasent,  even  thoogfa  there  be  very  little  mention  in  it  of  material  things, 
and  no  mention  at  all  of  money. 

It  maj  seem  afanoet  triyial  to  indBt  on  this,  bat  it  is  not  so.  For  a  misleading 
aswiriafian  has  grown  np  in  people's  minds  between  that  measurement  of  motives 
which  is  the  chief  task  of  economic  science,  and  an  exclosiye  regard  for  material 
wealth  to  the  neglect  of  other  and  higher  objects  of  desire.  The  only  conditions 
required  in  a  measure  for  economic  purposes  are  that  it  should  be  something 
definite  and  transferable.  Its  taking  a  material  form  is  practically  conyenient, 
but  is  not  easentiaL 
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BOOK  I.    less  could  it  be  said  how  much  time  he  would  be  willing 
^^iZ'     to  spend  in  visiting  the  fiaitherless  and  widows  in  their 
affliction. 
Economists       On  OUT  present  principle  then,  it  is  not  the  want  of 
Svoa2Se  ^^  b^^  *^®  want  of  power,  that  prevents  economists  firom 
2J^g^    reckoning  in  the  action  of  motives  such  as  these ;  and  they 
motives,     welcome  the  fact  that  some  kinds  of  philanthropic  action 
can  be  described  in  statistical  returns,  and  can  to  a  certain 
extent  be  reduced  to  law,  if  sufficiently  broad  averages  are 
taken.     For  indeed  there  is  scarcely  any  motive  so  fitful 
and  irregular,  but  that  some  law  with  regard  to  it  can  be 
detected  by  the  aid  of  wide  and  patient  observation.      It 
would  perhaps  be  possible  even  now  to  predict  with  tolerable 
closeness  the  subscriptions  that  a  population  of  a  hundred 
thousand  Englishmen  of  average  wealth  will  give  to  support 
hospitals  and  chapels  and  missions ;  and,  in  so  far  as  this  can 
be  done,  there  is  a  basis  for  an  economic  discussion  of  supply 
and  demand  with  reference  to  the  services  of  hospital  nurses, 
missionaries  and  other  religious  ministers.    It  will  how- 
ever probably  be  always  true  that  the  greater  part  of  those 
actions,  which  are  due  to  a  feeling  of  duty  and  love  of  one's 
neighbour,  cannot  be  classed,  tabulated,  reduced  to  law  and 
measured;  and  it  is  for  this  reason,  and  not  because  they  are 
not  based  on  self-interest,  that  the  machinery  of  economics 
cannot  be  brought  to  bear  on  them\ 

1  It  may  be  objected  that  the  higher  motives  are  so  different  in  quality  from 
the  lower,  that  the  one  cannot  be  weighed  against  the  other.  There  is  soaose 
validity  in  this  objection;  for  the  pain  which  it  woold  caose  an  earnest  and  good 
man  to  do  deliberately  a  wrong  action,  is  so  great  that  no  pleasure  can  compensate 
for  it ;  it  cannot  be  weighed  or  measured.  Bat  even  here  what  hinders  the  pain 
from  being  measured  is  not  its  qnaUty,  bnt  its  amount :  the  pain  is  practically 
infinite.  People  of  a  less  noble  nature  do  however  sometimes  deliberately  act 
wrongly  in  order  to  gain  some  pleasure:  and  then  the  pleasure  has  wei^ied 
against,  and  weighed  down,  the  pain  of  wrong-doing.  Temptations  to  do  wrong 
have  so  much  variety  in  form  and  manner  that  their  action  can  seldom  be  tabu* 
lated  and  reduced  to  law ;  but  if  it  happens  that  the  same  kind  of  temptation  is 
presented  to  a  great  many  people  in  exactly  the  same  way,  it  may  be  measured. 
For  instance,  in  the  old  days  of  bribery  the  pain  and  shame  of  voting  against  one's 
conscience  was  measured ;  and  experienced  agents  could  tell  how  many  people  in  a 
given  district  would  be  induced  to  incur  it  for  a  Inribe  of  ba.  and  how  many  for  a 
bribe  of  £1.  Itisnotlikely  that  many  facts  of  this  kind  will  ever  be  ascertained; 
but  if  they  should,  it  may  be  worth  while  to  build  up  a  special  branch  of  econoDiics, 
a  sort  of  economic  pathology,  to  deal  with  them. 
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§  6.    There  is  another  direction  in  which  the  range  of    book  i. 
economics  has  been  wider  than  is  commonly  thought.    When     ^'^' 
the  motive  to  a  man's  action  is  spoken  of  as  supplied  by  the  The  desire 
money  which  he  will  earn,  it  is  not  meant  that  his  mind  isdoesnotex- 
closed  to  all  other  considerations  save  those  of  gain.     For  ^flJl^^l^ 
even  the  most  purely  business  relations  of  life  assume  honesty 
and  good  fidth ;  while  maoy  of  them  take  for  granted,  if  not 
generosity,  yet  at  least  the  absence  of  meanness ;  and  the 
pride  which  every  honest  man  takes  in  acquitting  himself 
well,  is  an  important  fSeictor  of  economic  efficiency.    Again,  sach  as  the 
much  of  the  work  by  which  people   earn  their  living  isSfJJSedby 
pleasurable  in  itself ;  and  there  is  truth  in  the  contention  ^J^^^ 
of  socialiste  that  more  of  it  miirht  be  made  so.     Indeed  t^e  instinct 

Qv  i)o^7ep 

in  busmess  work,  that  seems  at  first  sight  unattractive,  many 
penons  find  a  distinct  pleasure,  which  is  partly  direct,  and 
partly  arises  firom  the  gratification  which  the  work  affords  to 
their  instincts  of  rivalry  and  power.  Just  as  a  race-horse  or 
an  athlete  strains  every  nerve  to  get  in  advance  of  his  com- 
petitors, and  delights  in  the  strain ;  so  a  manufacturer  or  a 
trader  is  often  stimulated  much  more  by  the  hope  of  victory 
over  his  rivals  than  by  the  desire  to  add  something  to 
his  fortune.  German  economists  have  done  good  service 
by  insisting  on  this  class  of  considerations,  but  they  seem 
to  be  mistaken  in  supposing  that  it  was  overlooked  by 
the  older  English  economists.  It  is  an  English  habit  to 
leave  much  to  be  supplied  by  the  common  sense  of  the 
reader;  in  this  case  reticence  has  been  carried  too  far, 
and  has  led  to  firequent  misunderstanding  at  home  as  well 
a6abroad\ 

1  TbuB  prominence  has  been  given  to  Mill's  statement,  that  **  Political  Economy 
eoandst  man  as  ooeopied  soldy  in  acquiring  and  consuming  wealth  "  {Eisaya, 
p.  138,  and  again,  Logie,  Bk.  VI.  Ch.  ix.  §  8).  Bat  it  is  forgotten  that  he  goes  on  to 
m,  **  There  is  perhaps,  no  action  of  a  man's  life  in  which  he  is  neither  under  the 
"w^Hiatrft  nor  under  the  remote  influence  of  any  impulse  bat  the  mere  desire  of 
wiaUi; "  and  it  is  forgotten  that  his  treatment  of  economic  qaestions  took  con- 
fltant  aocoant  d  many  motiTee  besides  the  desire  for  wealth  (see  above,  Gh.  iv. 
1 7).  His  disoossions  d  economic  motives  are,  however,  inferior  both  in  substance 
aai  in  method  to  tboae  d  his  German  contemporaries,  and  notably  Hermann.  An 
Mtrnetive  argmnent  that  non-porchasable,  non-measorable  pleasares  vary  at 
^iimit  times  and  tend  to  increase  with  the  progress  of  civilization  is  to  be  found 
IB  Ernes'  Political  Economy,  m.  8.  The  English  reader  may  be  referred  to 
Syme's  OudmcM  of  an  Indu§trial  Science, 
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BOOS  I.  But  again,  the  desire  to  make  money  does  not  itself 

c^jr.     necessarily  proceed  fix)m  motives  of  a  low  order,  even  when 

^e  it  is  to  be  spent  on  onesel£     Money  is  a  means  towards  ends, 

thftt  lead    and  if  the  ends  are  noble,  the  desire  for  the  means  is  not 

pursuit  of   ignoble.     The  lad  who  works  hard  and  saves  all  he  can,  in 

S^mJJ^  ^rd®r  ^  ^®  ^^1®  ^  P^y  ^is  way  afterwards  at  a  University, 

be  noble,     jg  eager  for  money;  but  his  eagerness  is  not  ignoble.     In 

short,  money  is  general  purchasing  power,  and  is  sought  as  a 

means  to  all  kinds  of  ends,  high  as  well  as  low,  spiritual  as 

well  as  materials 

The  The  earlier  English  economists  paid  almost  exclusive  at- 

coUective    tcntion  to  the  motives  of  individual  action.     But  it  must  not 

^  mat^   be  forgotten  that  economists,  like  all  other  students  of  social 


Im  S^^rt-  ^^®^^»  ^^  concerned  with  individuals  chiefly  as  members 
ance  to  the  of  the  social  Organism.  As  a  cathedral  is  something  more 
than  the  stones  of  which  it  is  made,  as  a  person  is  something 
more  than  a  series  of  thoughts  and  feelings,  so  the  life  of 
society  is  something  more  than  the  sum  of  the  lives  of  its 
individual  members.  It  is  true  that  the  action  of  the  whole 
is  made  up  of  that  of  its  constituent  parts ;  and  that  in  most 
economic  problems  the  best  starting-point  is  to  be  found  in 
the  motives  that  afifect  the  individual,  regarded  not  indeed 
as  an  isolated  atom,  but  as  a  member  of  some  particular 
trade  or  industrial  group;  but  it  is  also  true,  as  German 
writers  have  well  urged,  that  economics  has  a  great  and  an 
increasing  concern  in  motives  connected  with  the  collective 
ownership  of  property  and  the  collective  pursuit  of  important 
aima  Many  new  kinds  of  voluntary  association  are  growing 
up  under  the  influence  of  other  motives  besides  that  of 
pecimiary  gain ;  and  the  Cooperative  movement  in  particular 
is  opening  to  the  economist  new  opportunities  of  measuring 
motives  whose  action  it  had  seemed  impossible  to  reduce  to 
any  sort  of  law. 

1  See  an  admirable  essay  by  Cliffe  Leslie  on  The  Lave  of  Money.  We  do 
indeed  hear  of  people  who  porsne  money  for  its  own  sake  without  caring  for  what 
it  will  purchase,  especially  at  the  end  of  a  long  life  spent  in  bosiness :  bat  in  this 
as  in  other  cases  the  habit  of  doing  a  thing  is  kept  np  after  the  porpoee  for  iHiich 
it  was  originally  done  has  ceased  to  exist.  It  most  however  not  be  forgotten  that 
the  possession  of  wealth  gives  soch  people  a  feeling  of  power  over  their  feOow- 
creatures,  and  insures  them  a  sort  of  enyions  respect  in  which  they  find  a  bitter 
bat  strong  pleasure. 
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Most  of  the  sacrifices  which  men  make  for  their  country  book  i. 
are  such  as  cannot  well  be  measured :  but  when  many  people  °°'^' 
do  the  same  kind  of  thing  in  the  same  kind  of  way — as  in 
the  case  of  compulsory  conscription  or  even  volunteer  service 
— the  economic  calculus  has  a  foothold.  The  growing  eam- 
^ness  of  the  age,  the  growing  intelligence  of  the  mass  of 
the  people,  and  the  gro¥dng  power  of  the  telegraph,  the 
press,  and  other  means  of  communication  are  ever  widening 
the  scope  of  collective  action  for  the  public  good. 

§  7.  In  all  these  ways  it  seems  possible  to  broaden  the  CondnsioEL 
range  of  economic  studies,  without  abandoning  those  special 
advantages,  which  have  enabled  economics  to  attain  a  much 
higher  rank,  as  a  science,  than  any  other  branch  of  social 
studies.  The  less  we  trouble  ourselves  with  scholastic  in- 
quiries as  to  whether  a  certain  consideration  comes  within 
the  scope  of  economics,  the  better.  If  the  matter  is  impor- 
tant let  us  take  account  of  it  as  &r  as  we  can.  If  it  is  one 
as  to  which  divergent  opinions  cannot  be  brought  to  the 
test  of  exact  and  well  ascertained  knowledge ;  if  it  is  one 
on  which  the  general  machinery  of  economic  analysis  and 
reasoning  cannot  get  any  grip,  then  let  us  leave  it  aside; 
but  simj^y  because  the  attempt  to  include  it  would  lessen 
the  certainty  and  the  exactness  of  our  economic  knowledge, 
without  any  commensurate  gain.  Let  us  leave  it  on  one 
side  in  our  scientific  studies,  but  remember  that  some  sort 
of  account  of  it  must  be  taken  by  Common  Sense  when  it 
comes  to  apply  to  practical  issues  the  knowledge  obtained 
and  arranged  by  economics  and  other  sciences. 
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CHAPTER  VI. 

NATURE  OP  ECONOMIC  LAW.   METHODS  OF  STUDY. 

»oo*i»  §  1.    The  part  which   systematic   scientific  reasoning 

J. '    plays  in  the  production  of  knowledge  resembles  that  which 

2^°^   machinery  plays  in  the  production  of  goods.    For  when  the 
ToiMiinnefrj  same  Operation  has  to  be  performed  over  and  over  acab 

of  Bcionoe.  " 

in  the  same  way,  it  generally  pays  to  make  a  machine  to  do 
the  work;  and  where  there  is  so  much  changing  variety 
of  detail  that  it  is  unprofitable  to  use  machines,  the  goods 
must  be  made  by  hand.  Similarly  in  knowledge,  when 
there  are  any  processes  of  investigation  or  reasoning  in 
which  the  same  kind  of  work  has  to  be  done  over  and 
over  again  in  the  same  kind  of  way,  then  it  is  worth  while 
to  reduce  the  processes  to  system,  to  organize  methods  of 
reasoning  and  to  formulate  general  Laws;  that  is,  to  erect 
the  machinery  of  a  special  science  in  order, 
iteiimita-  It  is  true  that  there  is  so  much  variety  in  economic 
problems,  economic  causes  are  intermingled  with  others  in 
so  many  different  ways,  that  exact  scientific  reasoning  will 
seldom  bring  us  very  far  on  the  way  to  the  conclusion  for 
which  we  are  seeking.  But  it  would  be  foolish  to  refuse  to 
avail  ourselves  of  its  aid,  so  far  as  it  will  reach : — just  as 
foolish  as  would  be  the  opposite  extreme  of  supposing  that 
science  alone  can  do  all  the  work,  and  that  nothing  will 
remain  to  be  done  by  practical  instinct  and  trained  common 
sense. 
Comimm  In  every  practical  problem  common  sense  is  the  ultimate 

ultimate     arbiter.    It  is  the  function  of  common  sense  alone  to  propose 
"  ^^'      a  particular  aim ;  to  collect  from  ectch  department  of  know- 
ledge material  adapted  to  the  special  purpose ;  to  combine 
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the  various  materials ;  to  assign  to  each  its  proper  place  and    book  i. 
importance;  and  finally  to  decide  what  course  is  to  be  adopted.     ^°'^' 
It  is  not  the  function  of  any  science  to  lay  down  practical 
precepts  or  to  prescribe  rules  of  life. 

And  there  is  a  general  agreement  of  opinion  among  Laws  are 
the  leading  English  economists,  that  economics  is  to  be^nnec^ 
regarded  as  a  science ;  and  that  therefore  its  laws  are  state-  ^'^  ^^ 
ments  in  the  indicative  mood  of  relations  between  causes 
and  efifects,  and  not  precepts  in  the  imperative  mood. 
This  view  seems  so  reasonable,  that  it  would  have  been 
needless  to  insist  on  it,  had  not  the  opposite  one  been 
taken  by  many  writers  in  other  countries,  and  especially  in 
France,  who  have  included  under  the  head  of  economic 
laws,  much  which  we  class  as  principles  of  practical  politics, 
or  as  utterances  of  individual  publicists.  Of  course  an 
economist  retains  the  liberty,  common  to  all  the  world,  of 
expressing  his  opinion  that  a  certain  course  of  action  is  the 
right  one  under  given  circumstances ;  and  if  the  difficulties 
of  the  problem  are  chiefly  economic,  he  may  speak  with 
a  certain  authority.  But  so  may  a  chemist  with  regard 
to  certain  problems,  such  for  instance  as  some  of  those  con- 
nected with  Sanitation  and  with  Dyeing ;  and  yet  the  laws 
of  chemistry  are  not  precepts. 

A  law  of  social  science,  or  a  Social  law,  is  a  statement  Definitions 
that  a  certain  course  of  action  may  be  expected  under  certain  %ei€d' 
conditions  from  the  members  of  a  social  group. 

Economic  laws  are  those  Social  Laws  which  relate  toanci 
branched  of  conduct  in  which  the  strength  of  the  motives  ^ 
chiefly  concerned  can  be  measured  by  a  money  price. 

There  is  thus  no  hard  and  sharp  line  of  division  between 
those  social  laws  which  are,  and  those  which  are  not,  to  be 
regarded  also  as  economic  laws :  for  there  is  a  continuous 
gradation  from  social  laws  concerned  almost  exclusively  with 
motiyes  that  can  be  measured  by  price,  to  social  laws  in 
which  such  motives  have  little  place,  and  which  are  therefore 
generally  as  much  less  precise  and  exact  than  economic 
laws,  as  those  are  than  the  laws  of  the  more  exact  physical 
sciences*. 

1  It  is  true  that  the  term  economic  law  is  sometimes  used  loosely  so  as  to  in- 
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BOOK  I.  Corresponding  to  the  substantive  "  law"  is  the  adjective 

OH^.  <«iggj^L"  But  this  term  is  used  only  in  connection  with 
"law"  in  the  sense  of  an  ordinance  of  government;  not  in 
the  sense  of  a  scientific  statement  of  connection  between 
cause  and  effect.  The  adjective  used  for  this  purpose  is 
derived  from  "  norma,"  a  term  which  is  nearly  equivalent  to 
"law,"  and  might  perhaps  with  advantage  be  substituted 
for  it  in  scientific  discussions.  And  following  our  definition 
of  an  economic  law,  we  may  say  that  the  course  of  action 
which  may  be  expected  under  certain  conditions  from  the 

Definition  members  (rf  an  industrial  group  is  the  NORMAL  action  of 
the  members  of  that  group. 

Normal  Normal  action  is  not  always  morally  right;  very  often 

not  BiwajB  ^t  is  action  which  we  should  use  our  utmost  efforts  to  stop. 

^^^  For  instance,  the  normal  condition  of  many  of  the  very 
poorest  inhabitants  of  a  large  town  is  to  be  devoid  of  enter- 
prise, and  unwilling  to  avail  themselves  of  the  opportunities 
that  may  offer  for  a  healthier  and  less  squalid  life  elsewhere; 
they  have  not  the  strength,  physical,  mental  and  moral,  re- 
quired for  working  their  way  out  of  their  squalid  surroundings. 
The  existence  of  a  considerable  supply  of  labour  ready  to 
make  match-boxes  at  a  very  low  rate  Ib  normal  in  the  same 
way  that  a  contortion  of  the  limbs  is  a  normal  result  of  taking 
strychnine.  It  is  one  result,  a  deplorable  result,  of  the  action 
of  those  laws  which  we  have  to  study*. 

Expiana-  [The  phrase  just  used — the  action  of  a  law — ^is  sanctioned 

phrase  fAe  by  authority,  and  is  convenient  on  account  of  its  brevity. 

actwnqfa  g^^  ^^  j^  elliptical:  for  a  law  itself  does  not  take  action,  it 

dnde  those  laws  of  physical  science  of  which  economics  makes  most  use.  The  best 
known  of  these  is  the  Law  of  Diminishing  Return  (Book  IV.  Ch.  m.),  which,  at  all 
events  in  its  simplest  form,  is  properly  a  statement  of  physical  facts  and  bdonga  to 
agricaltaral  science. 

1  It  will  be  noticed  that  this  nse  of  the  word  Normal  is  broader  than  that  which 
is  often  adopted.  Thus  it  is  frequently  said  that  those  results  only  are  normal 
which  are  due  to  the  undisturbed  action  of  free  competition.  But  the  term  has 
often  to  be  implied  to  conditions  in  which  perfectly  free  competition  does  not 
exist,  and  can  hardly  even  be  supposed  to  exist.  The  use  of  the  term  now 
proposed  is  more  in  accordance  with  its  etymological  meaning,  as  well  as  with  the 
ordinary  language  of  everyday  life.  An  objection  may  be  raised  that  it  has  not  a 
sufficiently  definite  and  rigid  outline :  but  it  will  be  found  that  the  difficulties 
arising  from  this  source  are  not  very  great ;  and  that  the  use  now  proposed  wiU 
help  to  bring  the  doctrines  of  economics  into  closer  connection  with  real  life. 
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merely  records  action.  When  we  speak  of  the  action  of  a  book  i. 
law,  what  we  mean  is  the  action  of  those  causes,  the  results  °°'  ^'* 
of  which  are  described  by  the  law,] 

§  2.    Again,  the  laws  of  economics  as  of  other  sciences  au  sden- 
are  statements  as  to  the  effects  which  will  be  produced  by  trines 
certain  causes,  not  absolutely,  but  subject  to  the  condition  l^pScitiy 
that  other  things  are  eqtMil,  and  that  the  causes  are  able  to  J^^ 
work  out  their  effects  undisturbed.     On  this  account  it  has  conditionB, 

ftod  Ere  in 

been  called  a  hypothetical  science,  and  this  term  has  some-  this  sense 
times  been  used  disparagingly.     But  almost  every  scientific  S^La. 
doctrine,  when  carefully  and  formally  stated,  will  be  found 
to  contain  .some  proviso  to  the  effect  that  other  things  are 
equal :  the  action  of  the  causes  in  question  is  supposed  to  be 
ia(dated ;  certain  effects  are  attributed  to  them,  but  only  on 
the  h}^thesis  that  no  cause  is  permitted  to  enter  except 
those  distinctly  allowed  for.    These  conditioning  clauses  are 
not  continually  repeated,  but  the  common  sense  of  the  reader 
sapfdies  them  for  himself.    In  economics  it  is  necessary  to  snt  in 
repeat  them  oftener  than  elsewhere,  because  its  doctrines  Jh^l^ii^ 
are  more  apt  than  those  of  any  other  science  to  be  quoted  con^*ion» 
by  persons  who  have  had  no  scientific  training,  and  who  eppha- 
perhaps  have  heard  them  only  at  second  hand  and  without 
their  context ;  and  they  are  liable  even  to  be  deliberately 
wrested  firom  their  proper  meaning  for  partisan  purposes*. 

Again,  it  is  sometimes  said  that  law  is  more  universally  The  scope 
true  and  less  changeable  in  the  physical  world  than  in  the  ^easo^^^ 
rebitions  with  which  economics  deals'.     It  would  be  better  ^^J* 

^  ETen  in  a  prediction  of  an  eclipse,  there  is  a  suppressed  condition  that  the 
Wtf  system  win  not  meanwhile  have  been  disturbed  by  the  explosion  of  one  of 
iti  mmbers,  or  the  advent  of  a  large  external  body.  Snch  disturbances  are  so 
voHkely  that  astronomy  is  jostified  in  taking  no  accoont  of  them ;  nevertheless  it 
it  based  on  hypothesis.  In  other  sciences  disturbing  causes  are  more  frequent, 
■sd  therefore  the  conditioning  clauses  more  frequent  and  more  prominent. 

One  reason  why  ordinary  conversation  is  simpler  in  form  than  a  scientific 
trettiM,  is  that  in  conversation  we  can  safely  omit  conditioning  clauses ;  because 
if  the  hearer  does  not  supply  them  for  himself,  we  quickly  detect  the  misunder- 
Ending,  and  set  it  right.  Adam  Smith  and  many  of  the  eariier  writers  on 
•wswmicfl  attained  seeming  simplicity  by  foUowing  the  usages  of  conversation, 
•ad  omitting  conditioning  clauses.  But  this  has  caused  them  to  be  constantly 
Busonderttood,  and  has  led  to  much  waste  of  time  and  trouble  in  profitless 
ontroTeray;  they  purchased  apparent  ease  at  too  great  a  cost  even  for  that  great 
gun. 

*  See  e^f.  Knies,  Pol.  (Ekon,  m.  11. 
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BOOS  I.    to  say  that  an  economic  law  is  often  applicable  only  to  a  very 
^•^'    narrow  range  of  circumstances  which  may  exist  together  at 
each  par-    one  particular  place  and  time,  but  quickly  pass  away.   When 
doctrine  is  they  are  gone  the  law,  though  still  true  as  an  abstract  pro- 
°"^^'      position,  has  no  longer  any  practical  bearing;  because  the 
particular  set  of  causes  with  which  it  deals  are  nowhere  to 
be  found  acting  together   without   important  disturbance 
from  other  causes.     Though  economic  analysis  and  general 
reasoning  are   of   wide  application,   we   cannot .  insist  too 
urgently  that  every  age  and  every  country  has  its  own  prob- 
lems ;  and  that  every  change  in  social  conditions  is  likely  to 
require  a  new  development  of  economic  doctrines. 

§  3.  The  progress  of  economics  as  of  every  other  science 
can  be  effected  only  by  the  reason  acting  on  observed  &cts ; 
while  the  ultimate  basis  of  every  particular  statement,  and 
of  every  general  proposition,  or  "law,"  of  economics  is  a  study 
of  facta  And  in  this  study  nothing  can  be  done  by  the 
reason  alone,  and  very  little  can  be  done  well  except  by  the 
trained  reason. 
Economic  Facts  by  themselves  are  silent,  they  teach  nothing  until 
quire  to  be  they  are  interpreted  by  reason.  In  some  of  the  elementary 
?^^^^^  experiments  of  a  physical  laboratory  the  inference  may  be 
by  reason,  go  palpable,  the  demand  for  the  exercise  of  reasoning  may 
be  so  slight,  as  almost  to  justify  us  in  saying  that  the  &cts 
explain  themselves,  and  give  us  direct  information.  But 
without  the  aid  of  careful  reasoning,  there  is  nothing  to  be 
learnt  from  economic  facts,  because  no  economic  event  or 
practical  problem  was  ever  exactly  like  any  other.  Of  course 
there  may  be  a  close  resemblance  between  two  simple  in- 
cidents: the  terms  of  the  leases  of  two  farms  may  be 
governed  by  nearly  the  same  causes :  two  references  of  wages 
questions  to  Boards  of  Arbitration  may  raise  substantially 
the  same  question.  But  there  is  no  exact  repetition  even 
on  a  small  scale.  However  nearly  two  cases  correspond,  we 
have  to  decide  whether  the  difference  between  the  two  may 
be  neglected  as  practically  unimportant ;  and  this  may  not 
be  very  easy,  even  if  the  two  cases  refer  to  the  same  place 
and  time. 

And  if  we  are  dealing  with  the  facts  of  remote  times 
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we  must  allow  for  the  changes  that  have  meanwhile  come    book  i. 
over  the  whole  character  of  economic  life :  however  closely     ^•^' 
a  problem  of  to-day  may  resemble  in  its  outward  incidents  The  on- 
another  recorded  in  history,  it  is  probable  that  a  closer  ex-  worthiness 
amination  will  detect  a  fundamental  difference  between  their  yj^"*^ 
real  characters.     Till  this  has  been  made,  no  valid  argument  ^^*^ 
can  be  drawn  from  one  case  to  the  other*.  from  the 

Observation  and  the  records  of  history  tell  us  that  one  past, 
event  happened  at  the  same  time  as  another,  or  after  it, 
bat  they  cannot  tell  us  whether  the  first  was  the  cause  of 
the  second.  That  can  be  done  only  by  reason  acting  on  the 
£acts.  When  it  is  said  that  a  certain  event  in  history  teaches 
this  or  that,  it  will  be  found  that  account  has  been  taken 
only  of  some  of  the  conditions  which  were  present  when  the 
event  happened ;  the  rest  are  tacitly,  if  not  unconsciously, 
assumed  to  be  irrelevant.  This  assumption  may  be  justifiable 
in  any  particular  case;  but  it  often  turns  out   otherwise. 

I  Thus  the  introdnction  of  the  system  of  long  leases  at  fixed  money  rents 
in  NOTth  Britain  was  followed  by  a  great  improTement  in  agricnltnre,  and 
in  the  general  condition  of  the  people  there.  Bat  before  inferring  that  it  was 
ihft  sole,  or  even  the  chief  caose  of  the  improvement,  we  most  inqnire  what  other 
changes  were  taking  place  at  the  same  time,  and  how  much  of  the  improvement 
is  to  be  referred  to  each  of  them.  We  most,  for  instance,  allow  for  the  e£Fects 
of  changes  in  the  prices  of  agricoltoral  prodnoe,  and  of  the  establishment  of 
dril  order  in  the  border  provinces.  To  do  this  reqmres  care  and  scientific 
method;  and  till  it  has  been  done,  no  tmstworthy  inference  can  be  drawn  as 
to  the  general  tendency  of  the  system  of  long  leases.  And  even  when  it  has 
been  done,  we  cannot  argne  from  this  experience  to  a  proposal  for  a  system 
<tf  long  leases  in,  say,  Ireland  now,  without  allowing  for  differences  in  the 
dander  of  local  and  world  markets  for  varioos  kinds  of  agricoltnral  prodnce, 
Uk  probable  changes  in  the  production  and  consumption  of  gold  and  sUver,  and 
so  am  The  whole  history  of  Land  Tenures  is  a  most  important  study ;  but  until 
cttelolfy  analysed  and  interpreted  by  the  aid  of  economic  theory  it  throws  no 
trnstwcnrthy  light  on  the  question  what  is  the  best  form  of  land  tenure  to  be 
■dieted  now  in  any  countiy.  Thus  some  argue  that  since  primitive  societies 
BtasUy  held  their  land  in  common,  private  property  in  land  must  be  an  unnatural 
■nd  tnmsitional  i|istitution.  Others  with  equal  confidence  contend  that,  since 
pnvate  property  in  land  has  extended  its  range  with  the  progress  of  civilization, 
it  is  a  necessary  condition  for  further  progress.  But  to  wrest  from  history  her 
troe  teaching  on  the  subject  requires  the  effects  of  the  common  holding  of  land 
in  the  past  to  be  analysed  so  as  to  discover  how  far  each  of  them  is  likely  to  act 
ttvays  in  the  same  way,  how  far  to  be  modified  by  changes  in  the  habits,  the 
knowledge,  the  wealth,  and  the  social  organization  of  mankind.  Historical  re- 
search of  this  kind  requires  all  the  resources  of  economic  science :  and  those 
great  men  who  by  doing  such  work  extend  the  boundaries  of  economic  science 
sie  not  rdnetant  to  acknowledge  their  obligations  to  its  analyses  and  reasonings. 
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BOOK  X.    Wider  experience,  more  careful  inquiry,  may  show  that  the 

^'^    causes  to  which   the  event  is  attributed  could  not  have 

produced  it  unaided;  perhaps  even  that  they  hindered  the 

event,  which  was  brought  about  in  spite  of  them  by  other 

causes  that  have  escaped  notice. 

To  make  such  inquiries  properly  with  regard  to  very 
distant  events  is  often  impossible;  for  we  seldom  have 
records  of  all  the  facts  that  are  wanted  for  the  purpose. 
But  it  can  be  done  with  regard  to  contemporary  events  in 
our  own  country.  Whenever  a  conclusion  is  drawn  from 
them  that  meets  with  opposition,  it  has  to  stand  a  sort  of 
trial :  rival  explanations  are  offered ;  new  facts  are  brou^t 
to  light,  the  old  &cts  are  tested  and  rearranged,  and  in  some 
cases  shown  to  support  the  opposite  conclusion  from  that  on 
behalf  of  which  they  were  at  first  invoked.  Controversies 
of  this  kind  often  raise  a  dust  which  obscures  the  truth; 
but  they  serve  a  good  purpose  in  showing  us  how  much 
knowledge  and  judgment  are  required  to  sift  and  analyse 
economic  facts,  to  balance  them  one  against  another,  to 
check  them  and  to  interpret  them  by  one  another. 
Induction  §  4.  Thus  induction  and  deduction  go  hand  in  hand 
d^t^  Th^  progress  of  economic  reasoning  depends  on  the  study  of 
J^jl^^j^  economic  facts,  and  on  the  other  hand,  that  study  itself  re- 
one  quires  to  be  guided  and  directed  by  the  scientific  knowledge 
which  is  the  outcome  and  abstract  of  a  previous  study  of  fiswits. 
Every  new  study  of  facts  adds  to  our  knowledge  of  the  action 
of  economic  causes,  it  enables  us  to  form  a  better  judgment 
as  to  the  effects  which  any  cause  is  likely  to  produce,  whether 
acting  singly  or  in  combination  with  others :  and  it  puts  us 
in  a  better  position  to  detect  the  hidden  causes  of  results 
which  come  under  our  notice.  But  the  study  to  be  service- 
able must  be  careftil  and  thorough,  and  must  be  so  arranged 
as  to  isolate  the  action  first  of  one  cause  and  then  of  another, 
and  make  a  careftil  examination  of  each.  The  methods 
required  for  this  work  are  not  peculiar  to  economics;  they 
are  the  common  property  of  all  sciences.  All  the  devices 
for  the  discovery  of  the  relations  between  cause  and  effect, 
which  are  described  in  treatises  on  scientific  method,  have 
to  be  used  in  their  turn  by  the  economist :  there  is  not  any 

Digitized  by  VjOOQ  iC 


INDUCTION   AND  DEDUCTION  ARE   MUTUALLY  DEPENDENT.  89 

one  method  of  investigation  which  can  properly  be  called  booxi. 
the  method  of  economics ;  but  every  method  must  be  made  ^'^' 
serviceable  in  its  proper  place'. 

1  Almost  every  scientific  inquiry  into  the  connection  between  canse  and 
effeet  is  made  op  of  three  rudimentary  processes  combined  and  applied  so  as 
to  suit  the  special  conditions  of  the  problem.  The  first  is  to  find  the  same  canse 
working  in  many  different  snrroondings,  and  in  all  producing  the  same  effect; 
as,  for  instance,  when  we  observe  that  so  long  as  the  greater  i>art  of  the  English 
labourers*  wages  had  to  be  spent  in  bread,  the  marriage  rate  always  fell  when 
the  price  of  wheat  rose.  Another  is,  having  already  discovered  the  efFects  of  all 
canses,  save  one,  at  work  in  any  case,  to  subtract  these  from  the  total  effect, 
and  by  the  method  of  residues  to  determine  the  effect  of  that  one ;  as,  for  in- 
stance, when  we  analyse  the  excess  of  imports  over  exports,  and,  deducting 
that  part  which  is  due  to  freights  and  commissions,  to  the  profits  on  English 
inrestments  in  foreign  countries  and  other  causes,  determine  whether  there  is 
tny  residue  which  must  be  accounted  for  by  our  borrowing  from  other  countries. 
(8m  Giffen's  Essatft.)  The  third  is  the  simplest,  but  cannot  often  be  applied. 
It  is,  to  find  two  cases  which  resemble  one  another  in  every  respect,  except  that 
1  came  is  present  in  one  of  them  but  not  in  the  other;  and  then,  by  holding  the 
eaies  up  to  the  light,  as  it  were,  against  one  another,  the  effect  of  that  cause 
is  made  to  stand  out.  The  best,  perhaps  the  only  perfect,  illustrations  of  this 
method  met  with  in  economics  have  reference  to  the  physical  laws — such  as  those 
bearing  on  the  fertility  of  land — ^which  are  used  by  the  science,  though  they  are 
not,  pr(q»erly  speaking,  economic  laws ;  as  when  Sir  John  Lawes  determines  the 
inffaioice  of  fkrmymrd  manure  by  cultivating  two  adjacent  plots  of  similar  soil  in 
exadlj  the  same  way,  except  that  only  one  of  them  is  manured. 
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CHAPTER  Vn. 

SUMMARY  AND  CONCLUSION. 

BOOK  I.  §  1.     We  have  traced  the  growth  of  economic  fireedom 

^•^"'    and   enterprise,  and   have  seen  that  the  chief  features  of 

Sommary   modem   economic    problems,   and    the  chief  incentives  to 

of  Book  I.  .  _  «  .  ,  m-ii  1 

economic  study  are  of  quite  recent  date.  Till  not  very  long 
ago  the  Distribution  and  Exchange  of  wealth  were  governed 
in  the  main  by  conditions  which  changed  but  slowly,  and  by 
institutions  which  had  the  authority  of  custom  and  prescrip- 
tion, and  which  most  people  were  content  to  take  as  they 
found  them.  Even  where  there  was  no  slavery  and  no  rigid 
system  of  caste,  the  governing  classes  seldom  took  much 
thought  for  the  material  well-being  of  the  great  mass  of  the 
workers ;  while  the  workers  had  not  the  habits  of  mind  nor 
the  opportunities  of  thought  and  action  required  for  thinking 
out  the  problems  of  their  own  lives.  Much  of  modem 
economics  might  indeed  have  been  anticipated  in  the  towns 
of  the  Middle  Ages,  in  which  an  intelligent  and  daring  spirit 
was  for  the  first  tinae  combined  with  patient  industry ;  but 
they  were  not  left  to  work  out  their  career  in  peace ;  and  the 
world  had  to  wait  for  the  dawn  of  the  new  economic  era  till 
a  whole  nation  was  ready  for  the  ordeal  of  economic  freedom. 
We  have  seen  how  England  especially  was  prepared  for 
the  task,  but  how  towards  the  end  of  last  century,  the  changes 
which  had  so  far  been  slow  and  gradual,  suddenly  became 
rapid  and  violent.  Mechanical  inventions,  the  concentration 
of  industries,  and  a  system  of  manufacturing  on  a  large  scale 
for  distant  markets  broke  up  the  old  traditions  of  industry, 
and  left  everyone  to  bargain  for  himself  as  best  he  might; 
and  at  the  same  time  stimulated  a  rapid  increase  of  popula- 
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tdoQ  for  which  no  provision  had  been  made  beyond  standing-    boos  i. 
room  in  factories  and  workshops.     Thus  free  competition,  or    ^'^"^' 
rather,  freedom  of  industry  and  enterprise,  was  set  loose  to  Sammaiy 
run,  like  a  huge  untrained  monster,  its  wayward  course.  The 
abuse  of  their  new  power  by  able  but  uncultured  business 
men  led  to  evils  on  every  side ;  it  unfitted  mothers  for  their 
duties,  it  weighed  down  children  with  overwork  and  disease ; 
and  in  many  places  it  degraded  the  race.     Meanwhile  the 
kindly  meant  recklessness  of  the  poor  law  did  even  more  to 
lower  the  moral  and  physical  energy  of  Englishmen  than  the 
hard-hearted  recklessness  of  the  manufacturing  discipline; 
for  by  depriving  the  people  of  those  qualities  which  would  fit 
them  for  the  new  order  of  things,  it  increased  the  evil  and 
diminished  the  good  caused  by  the  advent  of  free  enterprise. 

And  yet  the  time  at  which  free  enterprise  was  showing 
itself  in  an  unnaturally  harsh  form,  was  the  very  time  in 
which  economists  were  most  lavish  in  their  praises  of  it.  This 
was  partly  because  they  saw  clearly,  what  we  of  this  genera- 
tion have  in  a  great  measure  forgotten,  the  cruelty  of  the  yoke 
of  custom  and  rigid  ordinance  which  it  had  displaced ;  partly 
because  the  general  tendency  of  thought  in  England  was 
that  freedom  in  all  matters,  political  and  social,  was  worth 
having  at  every  cost  except  the  loss  of  security :  but  partly 
also  it  was  that  the  productive  force  which  free  enterprise 
was  giving  to  the  nation,  was  the  only  means  by  which, 
weakened  as  it  was  by  a  series  of  bad  harvests,  it  could  offer 
a  successful  resistance  to  Na^leon.  Economists  therefore 
tinted  fi^e  enterprise  not  indeed  as  an  unmixed  good,  but 
as  the  natural  state  of  things ;  and  they  regarded  its  evils 
aa  of  secondcLiy  importance. 

AdhOTBg  to  the  lines  of  thought  that  had  been  started 
chiefly  by  mediaeval  traders,  and  continued  by  French  and 
English  philosophers  in  the  latter  half  of  the  eighteenth 
century,  Ricardo  and  his  followers  developed  a  theory  of  the 
action  of  free  enterprise  (or,  as  they  said,  free  competition) 
which  contained  many  truths  that  will  be  of  high  import- 
ance so  long  as  the  world  exists.  Their  work  was  wonderfully 
complete  within  the  narrow  area  which  it  covered;  but 
much  of  the  best  of  it  consists  of  problems  relating  to  rent 

Digitized  by  VjOOQ  iC 


92  SUMMARY  AND  CONCLUSION. 

BOOK  I.  and  the  value  of  corn ;  problems  on  the  solution  of  which 
cH^jra.  ^^^  £^^^  ^£  England  just  then  seemed  to  depend,  but  which, 
Sbo^  in  the  particular  form  in  which  they  were  worked  out  by 
Bicardo,  have  very  little  direct  bearing  on  the  present  state 
of  things.  A  good  deal  of  the  rest  of  their  work  was 
narrowed  and  almost  spoiled  by  its  regarding  too  exclusively 
the  peculiar  condition  of  England  at  that  time;  and  this 
narrowness  has  caused  a  reaction. 

So  that  now,  when  more  experience  and  leisure,  and 
greater  material  resources  have  enabled  us  to  bring  free 
enterprise  somewhat  under  control,  to  diminish  its  power 
of  doing  evil  and  increase  its  power  of  doing  good,  there  is 
growing  up  among  many  economists  a  sort  of  spite  against 
ijb.  Some  German  economists  in  particular  seem  to  ex- 
aggerate its  evils,  attributing  to  it  the  ignorance  and  suffer- 
ing, which  are  the  results  either  of  tyranny  and  oppression 
in  past  ages,  or  of  the  misunderstanding  and  mismanagement 
of  economic  freedom. 

Intermediate  between  these  two  extremes  are  the  great 
body  of  economists  who,  in  Germany,  England,  America^  and 
other  countries,  are  bringing  to  the  study  of  economic  questions 
an  unbiassed  desire  to  ascertain  the  truth,  and  a  willingness 
to  go  through  with  the  long  and  heavy  work  by  which  alone 
scientific  results  of  any  value  can  be  obtained.  Varieties  of 
mind,  of  temper,  of  training  and  of  opportunities  lead  them 
to  work  in  different  ways,  and  to  give  their  chief  attention 
to  different  parts  of  the  problem.  Some  set  themselves  to 
collect  and  arrange  facts  and  statistics  relating  either  to  p^ 
or  to  present  times ;  while  others  occupy  themselves  chiefly 
with  analysis  and  reasoning  on  the  basis  of  those  facts  which 
are  ready  at  hand.  This  division  of  labour,  however,  implies 
not  opposition,  but  harmony  of  purposes.  The  main  work  of 
every  modem  school  of  economists  is  devoted  to  obtaining 
some  part  or  other  of  that  knowledge,  which  is  necessary  to 
enable  us  to  understand  the  influences  exerted  on  the  quality 
and  tone  of  man's  life  by  the  manner  in  which  he  earns  his 
livelihood  and  by  the  character  of  that  livelihood. 

The  economist  must  be  greedy  of  facts;  but  fieu^ts  by 
themselves  teach  nothing.     History  tells  of  sequences  and 
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coincidences ;  but  reason  alone  can  interpret  and  draw  lessons  book  i. 
from  them.  The  work  to  be  done  is  so  various  that  much  ^'^^' 
of  it  must  be  left  to  be  dealt  with  by  trained  common  sense,  Snmmmry 

^  of  Book  I. 

which  is  the  ultimate  arbiter  in  every  practical  problem. 
Economic  science  is  but  the  working  of  common  sense  aided 
by  appliances  of  organized  analysis  and  general  reasoning, 
which  £Bbcilitate  the  task  of  collecting,  arranging,  and  drawing 
inferences  from  particular  £eu^  Though  its  scope  is  always 
limited,  though  its  work  without  the  aid  of  common  sense 
is  always  vain,  yet  in  almost  every  diflBcult  problem  it  will 
enable  common  sense  to  go  further  than  would  otherwise  be 
po8Bibl&  Its  chief  work  is  connected  with  the  measurement 
of  motives  by  the  price  which,  as  a  "  norma"  or  general  rule, 
is  sufficient  to  induce  a  person  of  a  particular  class  under 
given  conditions  to  undertake  a  certain  task  or  undergo  a 
certain  sacrifice.  A  statement  with  regard  to  man's  normal 
action,  or  in  other  words  an  economic  law,  is  not  more  hypo- 
thetical than  the  laws  of  the  physical  sciences :  for  they  also 
contain  or  imply  conditions.  But  there  is  more  difficulty  in 
making  the  conditions  clear  and  more  danger  in  any  fidlure 
to  do  so,  in  economics  than  in  physic& 

The  laws  of  human  action  are  not  indeed  as  simple,  as 
definite  or  as  clearly  ascertainable  as  those  of  physics.  But 
the  ntstfon  ditre  of  economics  as  a  separate  science  is  that 
it  deals  chiefly  with  that  part  of  man's  action  which  is 
most  under  the  control  of  measurable  motives ;  and  which 
therefore  lends  itself  better  than  any  other  to  sj^tematic 
reasoning  and  analysis. 

The  study  of  theory  must  go  hand  and  hand  with  that 
of  &ct8 :  and  for  dealing  with  most  modem  problems  it  is 
modem  fSsicts  that  are  of  the  greatest  use.  For  the  economic 
records  of  the  distant  past  are  in  some  respects  slight  and 
ontrustworthy ;  and  the  economic  conditions  of  early  times 
are  wholly  unlike  those  of  the  modem  age  of  free  enterprise, 
of  general  education,  of  true  democracy,  of  steam,  of  the 
cheap  press  and  the  telegraph. 

§  2.  Economics  has  then  as  its  purpose  firstly  to  acquire  Sdentjflo 
knowledge  for  its  own  sake,  and  secondly  to  throw  light  on  aro  to'be 
practical  issues.    But  though  we  are  right  before  entering  on  ^^^^ 
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BOOK  I.    any  study  to  consider  carefully  what  are  its  uses,  we  should 
cBLvn.    ^^^  pj^^  ^^|.  ^^j.  ^Qj.]^  ^ijIj  direct  reference  to  them.  For  by 

ference      go  doin&f  we  are  tempted  to  break  oflF  each  line  of  thouirht 

not  to  the  ®      .  \  _.  ..  ,.         ,         . 

practical  as  soon  as  it  ceases  to  have  a  direct  and  unmediate  bearing  on 
SJ^Jd)-^  ^^^  particular  aim  which  we  have  in  view  at  the  time:  the 
SS^to  the  ^^^^  pursuit  of  practical  aims  leads  us  to  group  together  bits 
Mtnre  of  of  all  sorts  of  knowledge,  which  have  no  connection  with  one 
jects  with  another  except  for  the  immediate  purposes  of  the  moment ; 
titey  are  and  which  throw  but  little  light  on  one  another.  Our  mental 
concerned,  energy  is  spent  in  going  from  one  to  another;  nothing  is 
thoroughly  thought  out ;  no  real  progress  is  made. 

The  grouping,  therefore,  which  is  best  for  the  purposes  of 

science  proceeds  on  the  principle  of  collecting  all  those  fects 

and  reasonings  which  are  similar  to  one  another  in  nature: 

so  that  the  study  of  each  may  throw  light  on  its  neighbour. 

By  working  thus  for  a  long  time  at  one  set  of  considerations, 

we  get  gradually  nearer  to  those  fundamental  unities  which 

are  called  nature's  laws :  we  trace  their  action  first  singly, 

and  then  in  combination ;  and  thus  make  progress  slowly  but 

surely.    The  practical  uses  of  economic  studies  should  never 

be  out  of  the  mind  of  the  economist,  but  his  special  business 

is  to  study  and  interpret  facts  and  to  find  out  what  are  the 

effects  of  different  causes  acting  singly  and  in  combination. 

Questions         §  3.     Economics  is  then  the  science  which  investigates 

vestigtuied  man's  action  in  the  ordinary  business  of  life.    It  pursues  the 

So!!list.  inquiries:— 

How  does  economic  freedom  tend,  so  far  as  its  influence 
reaches,  to  arrange  the  demcmd  for  wealth  and  its  production, 
distribution  and  exchange  ?  What  organization  of  industry 
and  trade  does  economic  freedom  tend  to  bring  about ;  what 
forms  of  division  of  labour ;  what  arrangements  of  the  money 
market,  of  wholesale  and  retail  dealing  and  what  relatious 
between  employer  and  employed?  How  does  it  tend  to 
adjust  values,  that  is,  the  prices  of  material  things  whether 
produced  on  the  spot  or  brought  from  a  distance,  rents  of 
all  kinds,  interest  on  capital  emd  the  earnings  of  all  forms  of 
work,  including  that  of  undertaking  and  managing  business 
enterprises  ?  How  does  it  affect  the  course  of  foreign  trade  ? 
Subject  to  what  limitations  is  the  price  of  anything  a 
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measure  of  its  real  utility  ?  What  increase  of  happiness  is  book  i. 
primd  fcLcie  likely  to  result  from  a  given  increase  in  the  ^'  ^"' 
wealth  of  any  class  of  society  ?  How  far  is  the  industrial 
efficiency  of  any  class  impaired  by  the  insufficiency  of 
its  income?  How  far  would  an  increase  of  the  income 
of  any  class,  if  once  effected,  be  likely  to  sustain  itself 
through  its  effects  in  increasing  their  efficiency  euid  earning 
power? 

How  far  does,  as  a  matter  of  fact,  the  influence  of  economic 
freedom  reach  (or  how  far  has  it  reached  at  any  particular 
time)  in  any  place,  in  any  rank  of  society,  or  in  any  par- 
ticular branch  of  industry  ?  What  other  influences  are  most 
powerful  there ;  and  how  is  the  action  of  all  these  influences 
combined?  In  particular,  how  far  does  economic  freedom  tend 
of  its  own  action  to  build  up  combinations  and  monopolies, 
and  what  are  their  effects  ?  How  are  the  various  classes  of 
society  likely  to  be  affected  by  its  action  in  the  long  run ;  what 
will  be  the  intermediate  effects  while  its  ultimate  results 
are  being  worked  out ;  and,  account  being  taken  of  the  time 
over  which  they  will  spread,  what  is  the  relative  importance 
of  these  two  classes  of  ultimate  and  intermediate  effects? 
What  will  be  the  incidence  of  any  system  of  taxes  ?  What 
burdens  will  it  impose  on  the  community,  and  what  revenue 
will  it  afford  to  the  State  ? 

§  4,    The   above  are  the   main   questions  with  which  Practical 

issnos 

economic  science  has  to  deal  directly,  and  with  reference  to  which 
wbich  its  main  work  of  collecting  facts,  of  analysing  them  i^\n. 
and  reasoning  about  them  should  be  arranged.   The  practical  J£jj^^ 
issues  which,  though  lying  for  the  greater  part  outside  the  economist 
range  of  economic  science,  yet  supply  a  chief  motive  in  the  present 
background  to  the  work  of  the  economist,  vary  from  time  SS^h 
to  time,  and  from  place  to  place,  even  more  than  do  the  ^^^^^^ 
economic  tacts  and  conditions  which  form  the  material  of  whoUy 
his  studies.    The  following  problems  seem  to  be  of  special  range  of 

•  his  science. 

urgency  now  m  our  own  country : — 

How  should  we  act  so  as  to  increase  the  good  and 
diminish  the  evil  influences  of  economic  freedom,  both  in 
its  ultimate  results  and  in  the  course  of  its  progress  ?  If 
the  first  are  good  and  the  latter  evil,  but  those  who  suffer 
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BooE  I.  the  evil,  do  not  reap  the  good ;  how  fer  is  it  right  that  they 
^^i^'    should  suflFer  for  the  benefit  of  others  ? 

Taking  it  for  granted  that  a  more  equal  distribution  of 
wealth  is  to  be  desired,  how  far  would  this  justify  changes  in 
the  institutions  of  property,  or  limitations  of  free  enterprise 
even  when  they  would  be  likely  to  diminish  the  aggregate  of 
wealth  ?  In  other  words,  how  far  should  an  increase  in  the 
income  of  the  poorer  classes  and  a  diminution  of  their  work 
be  aimed  at,  even  if  it  involved  some  lessening  of  national 
material  wealth  ?  How  far  could  this  be  done  without  in- 
justice, and  without  slackening  the  energies  of  the  leaders 
of  progress?  How  ought  the  burdens  of  taxation  to  be 
distributed  among  the  different  classes  of  society  ? 

Ought  we  to  rest  content  with  the  existing  forms  of 
division  of  labour  ?  Is  it  necessary  that  large  numbers  of 
the  people  should  be  exclusively  occupied  with  work  that  has 
no  elevating  character  ?  Is  it  possible  to  educate  graduaUy 
among  the  great  mass  of  workers  a  new  capacity  for  the 
higher  kinds  of  work;  and  in  particular  for  undertaking 
co-operatively  the  management  of  the  businesses  in  which 
they  are  themselves  employed  ? 

What  are  the  proper  relations  of  individual  and  collective 
action  in  a  stage  of  civilization  such  as  ours  ?  How  figur  ought 
voluntary  association  in  its  various  forms,  old  and  new,  to 
be  left  to  supply  collective  action  for  those  purposes  for 
which  such  action  has  special  advantages  ?  What  business 
affairs  should  be  undertaken  by  society  itself  acting  through 
its  Government,  imperial  or  local  ?  Bfa,ve  we,  for  instance, 
carried  as  far  as  we  should  the  plan  of  collective  ownership 
and  use  of  open  spaces,  of  works  of  art,  of  the  means  of 
instruction  and  amusement,  as  well  as  of  those  material 
requisites  of  a  civilized  life,  the  supply  of  which  requires 
united  action,  such  as  gas  and  water,  and  railways  ? 

When  Government  does  not  itself  directly  intervene,  how 
far  should  it  allow  individuals  and  corporations  to  conduct 
their  own  affairs  as  they  please  ?  How  far  should  it  regulate 
the  management  of  railways  and  other  concerns  which  are 
to  some  extent  in  a  position  of  monopoly,  and  again  of  land 
and  other  things  the  quantity  of  which  cannot  be  increased 
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by  man  ?    Is  it  necessary  to  retain  in  their  fiill  force  all  the    book  i. 
existing  rights  of  property ;  or  have  the  original  necessities    ^'^^ 
for  which  they  were  meant  to  provide,  in  some  measure 
passed  away  ? 

Are  the  prevailing  methods  of  using  wealth  entirely 
justifiable  ?  What  scope  is  there  for  the  moral  pressure  of 
social  opinion  in  constraining  and  directing  individual  action 
in  those  economic  relations  in  which  the  rigidity  and  violence 
of  Government  interference  would  be  likely  to  do  more  harm 
than  good? 

In  what  respect  do  the  duties  of  one  nation  to  another 
in  economic  matters  differ  from  those  of  members  of  the 
same  nation  to  one  another? 


7 

Digitized  by  VjOOQ  iC 


Digitized  by  VjOOQ  iC 


BOOK  11. 
SOME  FUNDAMENTAL  NOTIONS. 


7—2 

Digitized  byCjOOQlC 

d 


Digitized  by  VjOOQ  iC 


CHAPTER  I. 

INTRODUCTORY. 

§  1.     We  have  seen  that  economics  is,  on  the  one  side,   "^*  "• 
a  Science  of  Wealth ;  and,  on  the  other,  that  part  of  the     — ^* 
Social  Science  of  man's  action  in  society,  that  deals  with  regards  ^ 
his  Efforts  to  satisfy  his  Wants,  in  so.  far  as  the  efforts  and  ^^^j^ 
wants  are  capable  of  being  measured  in  terms  of  wealth,  or  Wants  and 
its  general  representative,  i.e,  money.     We  shall  be  occupied  resnH  of 
during  the  greater  part  of  this  volume  with  these  wants  and     ® 
efforts,  and  the  causes  by  which  the  prices  that  measure  the 
wants  are  brought  into  equilibrium  with  those  that  measure 
the  efforts.     For  this  purpose  we  shall  have  to  study  in  Book 
IIL  wealth  in  relation  to  the  diversity  of  man's  wants  which 
it  has  to  satisfy,  and  in  Book  rv.  wealth  in  relation  to  the 
diversity  of  man's  efforts  by  which  it  is  produced. 

But  in  the  present  Book,  we  have  to  inquire  which  of  Bntitfa 
all  the  things  that  ar^  the  result  of  man's  efforts,  and  are  make  a 
capable  of  satisfying  man's  wants,  are  to  be  counted  as  Wealth ;  Sl^^dy 
and  into  what  groups  or  classes  these  are  to  be  divided.    For  ^J^^*^*** 
there  is  a  compact  group  of  terms  connected  with  Wealth 
itaelf,  and  with  Capital,  the  study  of  each  of  which  throws 
light  on  the  others ;  while  the  study  of  the  whole  together 
is  a  direct  continuation,  and  in  some  respects  a  completion, 
of  that  inquiry  as  to  the  scope  and  methods  of  economics  on 
which  we  have  just  been  engaged.    And,  therefore,  instead 
of  taking  what  may  seem  the  more  natural  course  of  starting 
with  an  analysis  of  wants,  and  of  wealth  in  direct  relation 
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BOOK  n.  to  them,  it  seems  on  the  whole  best  to  deal  with  this  group 
^'^'     of  tenns  at  once. 

In  doing  this  we  shall  of  course  have  to  take  some  account 
of  the  variety  of  wants  and  efforts ;  but  we  shall  not  want  to 
assume  anything  that  is  not  obvious  and  a  matter  of  common 
knowledge.  The  real  difficulty  of  our  task  lies  in  another 
direction ;  being  the  result  of  the  need  under  which  econo- 
mics, alone  among  sciences,  lies  of  making  shift  with  a  few 
terms  in  common  use  to  express  a  great  number  of  subtle 
distinctions. 
Prindplee  §  2.  As  Mill  says^: — **  The  ends  of  scientific  classification 
catioD.  are  best  answered  when  the  objects  are  formed  into  groups 
respecting  which  a  greater  number  of  general  propositions 
can  be  made,  and  those  propositions  more  important,  than 
those  which  could  be  made  respecting  any  other  groups  into 
which  the  same  things  could  be  distributed."  But  we  meet 
at  starting  with  the  difficulty  that  those  propositions  which 
are  the  most  important  in  one  stage  of  economic  develop- 
ment, are  not  unlikely  to  be  among  the  least  important  in 
another,  if  indeed  they  apply  at  alL 
The  diffi-  In  this  matter  economists  have  much  to  learn  from  the 

cUiaOf^ng  recent  experiences  of  biology :  and  Darwin's  profound  discus- 
^^are  ^^^  ^^  ^^®  question*  throws  a  strong  light  on  the  difficulties 
^^«i^    before  ua    He  points  out  that  those  parts  of  the  structure 
oharactera  which  determine  the  habits  of  life  and  the  general  place  of 
^.         each  being  in  the  economy  of  nature,  are  as  a  rule  not  those 
which  throw  most  light  on  its  origin,  but  those  which  throw 
least.    The  qualities  which  a  breeder  or  a  gardener  notices 
as  eminently  adapted  to  enable  an  animal  or  a  plant  to 
thrive  in  its  environment,  are  for  that  very  reason  likely  to 
have  been  developed  in  comparatively  recent  times.     And  in 
like  manner  those  properties  of  em  economic  institution  which 
play  the  most  important  part  in  fitting  it  for  the  work  which 
it  has  to  do  now,  are  for  that  very  reason  likely  to  be  in  a 
great  measure  of  recent  growth*. 

1  Logic,  Bk.  IV.  ch.  vn.  Par.  2. 

«  Origin  of  J^cies,  ch,xrv, 

*  Instances  are  found  in  many  of  the  relations  between  employer  and 
employed,  between  middleman  and  prodncer,  between  bankers  and  their  two 
classes  of  clients,  those  from  whom  they  borrow  and  those  to  whom  th^  lend. 
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Bat  on  the  other  hand  we  must  keep  constantly  in  mind  book  n. 
the  history  of  the  terms  which  we  use.  For,  to  begin  with,  ^'^ 
this  history  is  important  for  its  own  sake;  and  because  it 
throws  side  lights  on  the  history  of  the  economic  develop- 
ment of  society.  And  further,  even  if  the  sole  purpose  of  our 
study  of  economics  were  to  obtain  knowledge  that  would 
guide  us  in  the  attaiimient  of  immediate  practical  ends,  we 
should  yet  be  bound  to  keep  our  use  of  terms  as  much  as 
possible  in  harmony  with  the  traditions  of  the  past ;  in  order 
that  we  might  be  quick  to  perceive  the  indirect  hints  and 
the  subtle  and  subdued  warnings,  which  the  experiences  of 
our  ancestors  oflfer  for  our  instruction. 

§  3.    Our  task  is  difficult     In  physical  sciences  indeed,  in  its  use 
whenever  it  is  seen  that  a  group  of  things  have  a  certain  set  economics 
of  qudities  in  common,  and  will  often  be  spoken  of  together,  JJ^^^^" 
they  are  formed  into  a  class  with  a  special  name ;  and  as  soon  cios«^^w 
as  a  new  notion  emerges,  a  new  technical  term  is  invented  the  prac- 
to  represent  it.     But  economics  cannot  venture  to  follow  this  every-day 
example.    Its  reasonings  must  be  expressed  in  language  that  ^^' 
is  intelligible  to  the  general  public ;  it  must  therefore  en- 
deavour to  conform  itself  to  the  familiar  terms  of  every-day 
life,  and  so  fiu*  as  possible  must  use  them  as  they  are  com- 
tnonly  used. 

In  common  use  almost  every  word  has  many  shades  of  ^*V»**^ 

•^  •'  not  alw^rs 

meaning,  and  therefore  needs  to  be  interpreted  by  the  con-  deiinit©  or 
text.  And,  as  Bagehot  has  pointed  out,  even  the  most  ^ 
formal  writers  on  economic  science  are  compelled  to  follow 
this  course ;  for  otherwise  they  would  not  have  enough  words 
at  their  disposal.  But  unfortunately  they  do  not  always  avow 
that  they  are  taking  this  freedom ;  sometimes  perhaps  they 
are  scarcely  even  aware  of  the  hct  themselves.  The  bold 
and  rigid  definitions,  with  which  their  expositions  of  the 
science  begin,  lull  the  reader  into  a  taiae  security.  Not 
being  warned  that  he  must  often  look  to  the  context  for  a 

Hie nibstitation  of  the  term  ** interest"  for  "nsnry"  corresponds  to  a  general 
change  in  the  character  of  loans,  which  has  given  an  entirely  new  key-note  to  our 
ualyBis  and  dassiflcation  of  the  different  elements  into  which  the  cost  of  produc- 
tion of  acommodity  may  be  reeolTed.  Again,  the  general  scheme  of  division  of  labour 
mto  ikiHed  and  unskilled  is  undergoing  a  gradual  change ;  the  scope  of  the  term 
**rait "  is  being  iHroadened  in  some  directions  and  narrowed  in  others;  and  so  on. 
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BooE  n.  special  interpretation  clause,  he  ascribes  to  what  he  reads  a 
°°'^'  meaning  different  from  that  which  the  writers  had  in  their 
own  minds;  and  perhaps  misrepresents  them  and  accuses 
them  of  folly  of  which  they  had  not  been  guilty.  Misunder- 
standings of  this  kind  have  been  a  frequent  source  of  contro- 
versies that  have  diverted  energy  from  constructive  wcHrk, 
and  have  hindered  the  progress  of  the  science\ 
different  Again,  most  of  the  chief  distinctions  marked  by  econcnnic 

*^^*"®^      terms  are  differences  not  of  kind  but  of  degree.  At  first  sij^t 


imper-^    they  appear  to  be  differences  of  kind,  and  to  have  sharp  out- 
ceptibiy  to-  Unes  which  can  be  clearly  marked  out ;  but  a  more  careful  study 

wftfus  one 

another;     has  shown  that  there  is  no  real  breach  of  continuity.    It  is  a 

butfew*    remarkable  feet  that  the  progress  of  economics  has  discovered 

5JJ^^^  hardly  any  new  real  differences  in  kind,  while  it  is  continu- 

of  division.  ^Hy  resolving  apparent  differences  in  kind  into  differences  in 

degree.    We  shall  meet  with  many  instances  of  the  evil  that 

may  be  done  by  attempting  to  draw  broad,  hard  and  fest 

lines  of  division,  and  to  formulate  definite  propositions  with 

regard  to  differences  between  things  Which  nature  has  not 

separated  by  any  such  linea 

Ea^  twm        §  4,    We  must  then  analyse  carefully  the  real  character- 

a  definition  istics  of  the  various  things  with  which  we  have  to  deal ;  and 

^J^ingto  we  shall  thus  generally  find  that  there  is  some  use  of  each 

^  We  ought  "  to  write  more  as  we  do  in  common  life,  where  the  context  is  t 
sort  of  unexpressed  '  interpretation  elapse ; '  only  as  in  Political  Economy  we  ha^e 
more  difBcult  things  to  speak  of  than  in  ordinary  conversation,  we  most  take 
more  care,  giye  more  warning  of  any  change ;  and  at  times  write  out  *  the  inter* 
pretation  danse '  for  that  page  or  discussion  lest  there  should  be  any  mistake. 
I  know  that  this  is  difficult  and  delicate  work ;  and  all  that  I  have  to  say  in 
defence  of  it  is  that  in  practice  it  is  safer  than  the  competing  plan  of  i«fl«>T(Wa 
definitions.  Anyone  who  tries  to  express  various  meanings  on  complex  things 
with  a  scanty  vocabulary  of  fastened  senses,  will  find  that  his  style  grows  com* 
brous  without  being  accurate,  that  he  has  to  use  long  periphrases  for  oommnn 
thoughts,  and  that  alter  all  he  does  not  come  out  right,  for  he  is  half  the  time 
falling  back  into  the  senses  which  fit  the  case  in  hand  best,  and  these  are  some* 
times  one,  sometimes  another,  and  almost  always  different  from  his  *  hard  and 
fast'  sense.  In  such  discussions  we  should  learn  to  vary  our  deflnitioos  as  we 
want,  just  as  we  say  '  let  x,  y, «,  mean '  now  this,  and  now  that,  in  different  prob- 
lems ;  and  this,  though  they  do  not  always  avow  it,  is  reaDy  the  practice  of  the 
dearest  and  most  effective  writers."  (Bagehot's  PostuUUet  of  Engligk  PoUtied 
Economy,  pp.  78,  9.)  Oaimes  also  {Logical  Method  of  Political  Economy y  Leei 
VI.)  combats  "  the  assumption  that  the  attribute  on  which  a  definition  turns  ougkt 
to  be  one  which  does  not  admit  of  degrees;"  and  argues  that  "to  admit  of  degrees 
is  the  character  of  all  natural  facts." 
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term  which  has  distinctly  greater  claims  than  any  other  to   book  n. 
be  called  its  leading  use,  on  the  ground  that  it  represents  a     °°''' 


distinction  that  is  more  important  for  the  purposes  of  modem  jj«* 
science  than  any  other  that  is  in  harmony  with  ordinary  leading 
usage.    This  may  be  laid  down  as  the  meaning  to  be  given  S^'i^ 
to  the  term  whenever  nothing  to  the  contrary  is  stated  or  ^JJjfc 
implied  by  the  context*.     When  the  term  is  wanted  to  be  *^^5[^ 
used  in  any  other  sense,  whether  broader  or  narrower,  the  clause 
change  must  be  indicated ;  and  a  formal  interpretation  clause  oessary. 
must  be  supplied,  if  there  is  the  slightest  danger  of  a  misun- 
derstanding*. 

1  ET«n  among  the  moat  oarefol  thinkers  there  wiU  always  remain  differ- 
Miees  of  opinion  as  to  the  exact  places  in  which  some  at  least  of  the  lines 
of  ddhution  should  he  drawn.  The  questions  at  issue  must  in  general  he 
tohed  hj  judgments  as  to  the  practical  conyenience  of  different  courses ;  and  such 
jadgmeots  cannot  always  he  estahlished  or  oyerthrown  hy  scientific  reasoning: 
thffe  most  remain  a  margin  of  dehateahle  ground.  But  there  is  no  such  margin 
in  the  analysis  itself :  if  two  people  differ  with  regard  to  that,  they  cannot  both 
be  right  And  the  progress  of  the  science  may  be  expected  gradually  to  establish 
tUi  tnatyns  on  an  impregnable  basis. 

^  When  it  is  wanted  to  narrow  the  meaning  of  a  term  (that  is,  in  logicallan- 
gttge,  to  diminish  its  extension  l^  increasing  its  intension)  a  qualifying  adjecUve 
vfll  geoeraDy  suffice,  but  a  change  in  the  opposite  direction  cannot  as  a  rule  be 
nnqily  made.  Contests  as  to  definitions  are  often  of  this  kind:— ^  and  B  are 
qoshtiei  common  to  a  great  number  of  things,  many  of  these  things  haye  in 
tdditkm  the  quality  C,  and  again  many  the  quality  Z>,  while  some  haye  both  C 
■ad  D.  It  may  then  be  argued  that  on  the  whole  it  wiU  be  best  to  define  a  term 
•0  u  (o  indude  all  things  which  haye  the  qualities  A  and  £,  or  only  those 
vhich  have  the  qualities  A^  B,  C,  or  only  those  which  haye  the  qualities  A,  P,  D ; 
or  only  those  which  haye  A^  P,  C7,  D,  The  decision  between  these  yarious 
Mvaes  must  rest  on  considerations  of  practical  conyenience,  and  is  a  matter 
of  inr  less  importance  than  a  careful  study  of  the  qualities  Aj  By  C,  A  A&d  of 
their  matual  relations.  But  unfortunately  this  study  has  occupied  a  much  smaller 
ipeee  in  English  economics  than  controyersies  as  to  definitionB ;  which  haye 
iB^eed  ocfJasionalTy  tod  indirectly  to  the  discoyery  of  scientific  truth,  but  always 
hj  nmodaboot  routes,  and  with  much  waste  of  time  and  labour. 
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BOOK  n.         §  1.    In  the  absence  of  any  term  in  common  use  to 
^'"'     represent  all  desirable  things,  or  things  that  satisfy  human 
22^        wants,  we  may  adopt  the  term  Goods  for  that  purpose  \ 
use  of  the         All  wealth  consists  of  things  that  satisfy  wants,  directly 
Oooda.       or  indirectly.    All  wealth  therefore  consists  of  Goods;  but 
not  all  kinds  of  Gkxxls  are  reckoned  as  wealth.    The  affection 
of  friends,  for  instance,  is  a  Good;  it  is  a  very  important 
element  of  well-being,  but  it  is  not  ever  reckoned  as  wealth, 
except  by  a  poetic  licence.    Let  us  th^n  begin  by  classifying 
desirable  things  or  Goods,  and  then  consider  which  of- them 
should  be  accounted  as  elements  of  wealth. 
Material  Goods  are  Material,  or  Personal  and  Immaterial.     Ma- 

^  TERIAL  Goods  consist  of  useful  material  things,  and  of  all 

rights  to  hold,  or  use,  or  derive  benefits  from  material  things, 
or  to  receive  them  at  a  ftiture  time.  Thus  they  include  the 
physical  gifts  of  nature,  land  and  water,  air  and  climate ;  the 
products  of  agriculture,  mining,  fishing,  and  manufacture; 
buildings,  machinery,  and  implements ;  mortgages  and  other 
bonds ;  shares  in  public  and  private  companies,  all  kinds  of 
monopolies,  patent-rights,  copy-rights;  also  rights  of  way 
and  other  rights  of  usage.  Lastly,  opportunities  of  travel, 
access  to  good  scenery,  museums,  etc.  ought,  strictly  speak- 
ing to  be  reckoned  under  this  head. 

A  man's  peksonal  Goods  fall  into  two  classes.  Under 
the  first  come  the  benefits  he  derives  from  other  persons,  such 
as  labour  dues  and  personal  services  of  all  kinds,  property 

1  The  term  Commodity  has  also  been  used  for  it ;  bat  Good  is  shorter,  and  is  in 
correspondence  with  the  German  Gut, 
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in  slaves,  the  organization  of  his  business,  and  his  business  book  n. 
connection  generally.  The  second  class  consists  of  his  own  ^'°* 
qualities  and  &culties  for  action  and  for  enjoyment. 

The  former  of  these  two  classes  is  to  be  classed  as  EX-  JSztemai 

TERNAL,  and  the  latter  internal*.  IfntenuU. 

Again,  Goods  may  be  transferable  or  non-transfer-  Transfer- 
able.    Among,  the  latter  are  to  be  classed  the  whole  otnon-tmns- 
a  person's  Internal  Goods  (i.e,  his  qualities  and  fiiculties-^^ 
for  action  and  enjoyment) ;  also  such  part  of  his  business 
connection  as  depends  on  personal  trust  in  him,  and  cannot 
be  transferred  as  part  of  his  vendible  good  will;  also  the 
advantages  of  climate,  light,  air,  and  his  privileges  of  citizen- 
ship and  rights  and  opportunities  of  making  use  of  public 
property*. 

Those  Goods  are  free,  which  are  not  appropriated  and  Free  goods, 

^  For,  in  the  words  in  which  Hermann  begins  his  masterly  analysis  of  wealth, 
"  Some  Goods  are  internal^  others  external^  to  the  indiyidnal.  An  internal  good  is 
tint  which  he  flnds  in  himself  given  to  him  by  nature,  or  which  he  educates  in 
hunsetf  by  his  own  free  action,  snch  as  muscular  strength,  health,  mental  attain- 
maxiM.  ETefything  that  the  outer  world  offers  for  the  satisfaction  of  his  wants  is 
to  cxlcnial  good  to  him." 

'  The  abore  daasiflcation  of  Ctoods  may  be  expressed  thus : — 

(material  jt»ns'o»W« 
a,^^  ^  J  external  \  (non-transferable 

^""^  •"  1  (personal  Jtransferable 

)  non-transferable 
cintemal-personal-non-tranafenhle. 
Or  (o  adopt  another  arrangement  which  is  more  conyenient  for  some  pur- 


fmaterial-extemal  i  transferable 

(non-transferable 
<>«>ds  are  ^  (transferable 


I  personal  J  ®^*«™^<  non-transferable 
t  '  intemal-non-transferable. 


The  land  in  its  original  state  was  a  free  gift  of  nature.  But  in  settled 
cMDtries  it  b  not  a  free  good  from  the  point  of  view  of  the  individuaL  Wood  is 
stiQ  free  in  some  Brazilian  forests :  the  fish  of  the  sea  are  free  generally :  but 
iome  aea  fisheries  are  jealously  guarded  for  the  exclusive  use  of  members  of  a 
eertsin  nation,  and  may  be  classed  as  national  property.  Oyster  beds  that  have 
Iweo  planted  by  num  ft^e  not  free  in  any  sense ;  those  that  have  grown  naturally 
ue  free  in  every  sense  if  they  are  not  appropriated ;  if  they  are  private  property 
they  are  still  free  gifts  from  the  point  of  view  of  the  nation,  but  since  the  nation 
bas  allowed  its  ri^ts  in  them  to  become  vested  in  individuals  they  are  not  free 
from  the  point  of  view  of  the  individual,  and  the  same  is  true  of  private  rights  of 
fiduDg  in  many  rivers.  But  the  wheat  grown  on  free  land  and  the  fish  caught  in 
free  fiaheries  are  not  free :  for  they  have  been  acquired  by  labour. 
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BooKn.    are  afforded    by  Nature  without   requiring   the  effort  of 
^'^    maxL 
Ejcchange-        EXCHANGEABLE  GkK>ds  are  all  those  transferable  (Joocb 
which  are  limited  in  quantity  and  not  free.     This  distinction 
is  however  not  very  important  practically,  because  there  are 
not  many  Goods  which  are  transferable,  but  being  free,  have 
no  exchange  value. 
A  person's        §  2.     We  may  now  pass  to  the  question  which  classes  of 
^^  a  man's  Goods  are  to  be  reckoned  as  part  of  his  wealtL 

The  question  is  one  as  to  which  there  is  some  difference  of 
opinion,  but  the  balance  of  argument  as  well  as  of  authority 
seems  clearly  to  incline  in  fevour  of  the  following  answer : — 
consists  of        When  a  man's  wealth  is  spoken  of  simply,  and  without 
oTGoods.    any  interpretation  clause  in  the  context,  it  is  to  be  taken 

to  consist  of  two  classes  of  Gooda 

The  first  In  the  first  class  are  those  Material  Goods  to  which  he 

5£terial     ^^  (by  Law  or  Custom)  private  rights  of  property,  and 

^*^*^^*       which  are  therefore  transferable  and  exchangeable.    These 

it  will  be  remembered  include  not  only  such  things  as  land 

and   houses,  famiture   and  machinery,  and  other  material 

things  which  may  be  in  his  single  private  ownership,  but  also 

any  shares  in  public  companies,  debenture  bonds,  mortgages 

and  other  obligations  which  he  may  hold  from  others  to  pay 

goods  to  him.     On  the  other  hand,  the  debts  which  he  owes 

to  others  may  be  regarded  as  negative  wealth;  and  they  must 

be  subtracted  from  his  Gross  possessions  before  his  true  Net 

wealth  can  be  found.     It  is  perhaps  hardly  necessary  to  say 

specially  that  services  and  other  Goods,  which  pass  out  of 

existence  in  the  same  instant  that  they  come  into  it,  do  not 

contribute  to  the  stock  of  wealth,  and  may  therefore  be  left 

out  of  our  account  \ 

Theseoond       In  the  second  class  are  those  Immaterial  Goods  which 

are  Im-*  .  __ 

material  belong  to  him,  are  External  to  him,  and  serve  directly  as 
Goods  used  the  means  of  enabling  him  to  acquire  Material  Gooda  Thus 
ofoHaS^^*  excludes  all  his  own  personal  qualities  and  faculties,  even 
iSS^Sda  ^^^^®®  which  enable  him  to  earn  his  living;  because  they  are 

^  That  part  of  the  ralae  of  the  share  in  a  trading  company  which  is  due  to  the 
personal  reputation  and  connection  of  those  who  conduct  its  affairs  ought  properly 
to  come  under  the  next  head  as  external  personal  goods.  But  this  point  is  not  of 
much  practical  importance. 
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internal.    And  it  excludes  his  personal  friendships,  in  so    sooKn. 

&r  as  they  have  no  direct  business  value.    But  it  includes    °"'°' 

his  business  and  professional  connections,  the  organization  of 

his  business,  and — where  such  things  exist — his  property  in 

slaves,  labour  dues,  &c. 

This  use  of  the  term  Wealth  is  in  harmony  with  the  This 

usage  of  ordinary  life:  and,  at  the  same  time,  it  mcludes  is  in  bar- 

thoae  Qoods,  and  only  those,  which  come  clearly  within  the  Se  ac^mt 

scope  of  economic  science,  as  defined  in  Book  I.     For  it  JjJ^^f  ^^e 

includes  all  those  things.  External  to  a  man,  which  (i)  belong  scope  of 

to  him,  and  do  not  belong  equally  to  his  neighbours,  and 

therefore  are   distinctly  his;   and  (ii)  which   are   directly 

c^ble  of  a  money  measure, — a  measure  that  represents  on 

the  one  side  the  efforts  and  sacrifices  lyy  which  they  have 

been  called  into  existence,  and,  on  the  other,  the  wants 

which  they  8atisfy\  « 

8  3.    A  broader  view  of  wealth  has  indeed  to  be  taken  A  broader 
f  ,  ,  -111  'i^  o*  the 

for  some  purposes ;  but  then  recourse  must  be  had  to  a  term 

spedal  interpretation  clause,  to  prevent  confusion.    Thus,  for  TOmetii^ 

instance,  the  carpenter  s  skill  is  as  direct  a  means  of  enabling  J^'**"^ 

him  to  satisfy  other  people's  material  wants,  and  therefore 

indirectly  his  own,  as  are  the  tools  in  his  work  basket ;  and 

therefore  it  is  convenient  to  have  a  term  which  will  include 

it  as  part  of  wealth  in  a  broader  use.    Pursuing  the  lines 

indicated  by  Adam  Smith*,  and  followed  by  most  continental 

economists,  we  may  define  Personal  Wealth  so  as  to  in-  Personal 

elude  all  those  energies,  faculties,  and  habits  which  directly  '*'* 

contribute  to  making  people  industrially  efficient ;  together 

^  It  m  not  implied  that  the  owner  of  Transferable  Goods,  if  he  transferred 
tkta,  eonld  ahrays  realize  the  whole  money  valae,  which  they  have  for  him. 
A  well-fitting  coat,  for  instance,  may  be  worth  the  price  charged  for  it  by  an 
expounre  tailor  to  its  owner,  beoanse  he  wants  it  and  cannot  get  it  made  for  less : 
hui  he  ooold  not  sell  it  for  half  that  sun.  The  snccessfnl  financier  who  has  spent 
t^W  on  haTing  a  hoose  and  grounds  made  to  suit  his  own  special  fancy,  is 
froB  one  point  of  yiew  right  in  reckoning  them  in  the  inrentory  of  his  property  at 
tfaeir  cost  price :  bat,  should  he  fail,  they  will  not  form  an  asset  to  his  creditors  of 
tuything  like  that  yalne. 

And  in  the  same  way  from  one  point  of  view  we  may  ooont  the  business  con- 
Mctkm  of  the  solicitor  or  physician,  the  merchant  or  the  manofactnrer,  at  the  foil 
eqiitilflnt  of  the  income  he  would  lose  if  he  were  deprired  of  it ;  while  yet  we 
nnst  reoognixe  that  its  exchange  Talne,  i.e.  the  value  which  he  could  get  for  it  by 
mSOng  it,  is  nraeh  less  thsn  that. 

1  Comp.  Wealth  o/Natums,  Book  n.  Ch.  ii. 
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with  those  business  connections  and  associations  t)f  any  kind, 
which  we  have  abready  reckoned  as  part  of/wealth  in  the 
narrower  use  of  the  term.  Industrial  {a/c\xltie8  have  a  claim 
to  be  regarded  as  economic,  not  only  on/accoimt  of  their 
importance  as  fia<;tors  in  the  product^n  of  wealth,  but 
because  their  value  is  as  a  rule  capable  of  some  sort  of  in- 
direct measurement*.  y' 

When  we  want  to  speak  of  a  pet«on's  private  wealth  in  the 
broader  sense  which  includes  those  faculties,  we  may  describe 
it  as  his  Material  and  Personal  wealth ;  including  under 
the  term  Material  Wealth  all  those  Material  Goods  which 
are  his  private  property. 

§  4.  But  we  still  have  to  take  account  of  those  Material 
Goods  which  are  common  to  him  with  his  neighbours ;  and 
which  therefore  it  would  be  a  needless  trouble  to  mention 
•vhen  comparing  his  wealth  with  theirs ;  though  they  may  be 
important  for  some  purposes,  and  especially  for  comparisons 
between  the  economic  conditions  of  dist^t  places  or  distant 
times. 

These  Goods  consist  of  the  benefits  which  he  derives 
&om  living  in  a  certain  place  at  a  certain  time,  and  being  a 
member  of  a  certain  state  or  community ;  they  include  civil 
and  military  security,  and  the  right  and  opportunity  to  make 
use  of  public  property  and  institutions  of  all  kinds,  such  as 
roads,  gaslight,  etc.,  and  rights  to  justice  or  to  a  free  educa- 
tion. The  townsman  and  the  countr}rman  have  each  of  them 
for  nothing  many  advantages  which  the  other  either  cannot 
get  at  all,  or  can  get  only  at  great  expense.  Other  things 
being  equal,  one  person  has  more^  real  wealth  in  its  broadest 
sense  than  another,  if  the  place  in  which  the  former  lives  has 
a  better  climate,  better  roads,  better  water,  more  wholesome 


^  Many  carious,  bnt  practicaUy  uumportant,  sabtletlee  are  met  with  Is 
developing  the  definition  of  Personal  wealth ;  for  instance,  in  so  far  as  a  penoa 
uses  his  faculties  to  do  things  for  his  own  enjoyment,  the  benefit  that  be  deriTce 
from  them,  though  certainly  part  of  his  well-being,  is  perhaps  beet  excluded 
from  the  estimate  of  his  wealth.  But  the  line  of  partition  here  is  tskj  thin, 
for  instance  the  faculties  of  an  Opera-singer  are  part  of  his  wealth  in  so  far  as 
he  uses  them  for  hire,  bat  are  only  elements  of  his  well-being  and  not  of  his 
wealth  in  so  far  as  he  ases  them  to  sing  in  private  for  his  own  pleasure.  When, 
however,  a  dressmaker  makes  a  dress  for  herself,  her  dress-making  facolties  may 
be  regarded  as  wealth  in  the  broad  ase  of  that  term. 
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drainage,  and  cheaper  and  better  newspapers,  and  places  of  book  n. 
amusement  and  instruction.  House-room,  food  and  clothing,  ^'  ^ 
which  would  be  insufficient  in  a  cold  climate,  may  be  abimd- 
ant  in  a  warm  climate :  on  the  other  hand,  that  warmth  which 
lessens  men's  physical  needs,  and  makes  them  rich  with  but 
a  slight  provision  of  material  wealth,  makes  them  poor  in  the 
eneigy  that  procures  wealth. 

Many  of  these  things  are  GSoLLEcnvE  QooDS ;  i.e.  goods  9^^^ 
which  are  not  in  private  ownership.    And  this  brings  us  to 
consider  wealth  from  the  Social,  as  opposed  to  the  Individual 
point  of  view. 

§  5.     Let  us  then  look  at  those  elements  of  the  wealth  of  in  a  broad 
a  nation  which  are  commonly  ignored  when  estimating  the  Jf^Sonal 
wealth  of  the  individuals  composing  it.    The  most  obvious  wealth 
forms  of  such  wealth  are,^ublic  material  property  of  all  kinds, 
such  as  roads  and  canals,  buildings  and  parks,  gasworks  and 
waterworks ;  though  unfortunately  many  of  them  have  been 
secured  not  by  public  savings,  but  by  public  borrowings,  and 
there  is  the  heavy  "  negative "  wealth  of  a  large  debt  to  be 
set  against  them. 

But  the  Thames  has  added  more  to  the  wealth  of  England  ftcoonnt 
than  all  its  canals,  and  perhaps  even  than  all  its  railroads,  taken  of 
And  though  the  Thames  is  a  free  gift  of  nature,  except  in  so  ST©?^*^^ 
&r  as  its  navigation  has  been  improved,  while  the  canal  is 
the  work  of  man,  we  oughtJ  for  many  purposes  to  reckon  the 
Thames  a  part  of  England's  wealth. 

Next  we  should,  in  accord  with  German  economists,  lay  the  organi- 
stress  on  the  non-material  elements  of  national  wealth.    Sci-  ^^d^  or 
entific  knowledge  indeed,  wherever  discovered,  soon  becomes  *^  ®***®* 
the  property  of  the  whole  civilized  world,  and  may  be  called 
cosmopolitan  rather  than  as  specially  national  wealth.    The 
same  is  true  of  mechanical  inventions  and  of  many  other 
improvements  in  the  arts  of  production ;  and  it  is  true  of 
mosia    But  those  kinds  of  literature  which  lose  their  force 
by  translation,  may  be  regarded  as  in  a  special  sense  the 
wealth  of  those  nations  in  whose  language  they  are  written. 
And  the  organization  of  a  free  and  well-ordered  State  is  an  ^ 
important  element  of  national  wealth. 

But  National  wealth  includes  the  Individual  as  well  as 

/ 
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the  Collective  property  of  its  members.  And  in  estimating 
the  aggregate  sum  of  their  individual  wealth,  we  may  save 
some  trouble  by  omitting  all  debts  and  other  obligations  due 
to  one  member  of  a  nation  from  another.  For  instance,  so 
£eur  as  the  English  national  debt  and  the  bonds  of  an  English 
railway  are  owned  within  the  nation,  we  can  adopt  the  simple 
plan  of  counting  the  railway  itself  as  part  of  the  national 
wealth,  and  neglecting  railway  and  Government  bonds  alto- 
gether. But  we  still  have  to  deduct  for  those  bonds  etc. 
issued  by  the  English  Qovemment  or  by  private  Englishmen, 
and  held  by  foreigners ;  and  to  add  for  those  foreign  bonds 
etc.  held  by  Englishmen^ 

C!oSMOPOUTAN  WEAXTH  differs  from  national  wealth  much 
as  that  differs  from  individual  wealtL    In  reckoning  it,  debts 


1  The  yalne  of  a  bnainees  may  be  to  some  ejUeiit  dne  to  its  having  a  nuMwpoly, 
either  a  complete  monopoly,  secured  perhaps  by>anfttent ;  or  a  partial  monopoly, 
owing  to  its  wares  being  better  known  than  otherTwhich  are  really  equally  good ; 
and  in  so  far  as  this  is  the  case  the  business  does  not  add  to  the  real  wealtii  of 
the  nation.  If  the  monopoly  were  broken  down,  the  diminution  of  national  weallh 
due  to  the  disappearance  of  its  yahie  would  generally  be  more  than  made  up, 
partly  by  the  increased  value  of  rival  businesses,  and  partly  by  the  increased 
purchasing  power  of  the  money  representing  the  wealth  of  other  members  of  the 
community.  (It  should,  however,  be  added  that  in  spme  exceptional  oases,  the 
price  of  a  conmiodity  may  be  lowered  in  consequence  of  its  producti(m  bemg 
monopolized:  but  sudi  cases  are  veiy  rare,  and  may  be  neglected  for  the  present.) 

Again,  business  connections  and  trade  reputations  add  to  the  national  wealth, 
only  in  so  far  as  they  bring  purchasers  into  relation  with  those  producers  who 
will  meet  their  real  wants  most  fully  for  a  given  price ;  or  in  other  words,  only 
in  so  far  as  they  increase  the  extent  to  which  the  efforts  of  the  community  ai  t 
whole  meet  the  wants  of  the  community  as  a  whole.  Neverthelees  when  we  are 
estimating  national  wealth,  not  directly  but  indirectly  as  the  aggregate  of  indi- 
vidual wealth,  we  must  allow  for  these  businesses  at  their  full  vidue,  even  thou^ 
this  partly  consists  of  a  monopoly  which  is  not  used  for  the  public  benefit  Fbr 
the  injury  they  do  to  rival  producers  was  allowed  for  in  counting  up  the  vahies 
of  the  businesses  of  those  rivals ;  and  the  injury  done  to  consumers  by  raising  the 
price  of  the  produce,  which  they  buy,  was  allowed  for  in  reckoning  the  pnrohasiiig 
power  of  their  means,  bo  far  as  this  particular  commodity  is  concerned. 

A  special  case  of  this  is  the  organization  of  credit  It  increases  the  efficiency 
of  production  in  the  country,  and  thus  adds  to  national  wealth.  And  the  power 
of  obtaining  credit  is  a  valuable  asset  to  any  individual  trader.  If,  however,  any 
accident  should  drive  him  out  of  business,  the  injury  to  national  wealth  Ib  some- 
thing less  than  the  whole  value  of  that  asset;  because  some  part  at  least  of  the 
business,  which  he  would  have  done,  will  now  be  done  by  others  with  the  aid  of 
some  part  at  least  of  the  capital  which  he  would  have  borrowed. 

There  are  similar  difficulties  as  to  how  far  money  is  to  be  reckoned  as  part  of 
national  wealth ;  but  to  treat  them  thoroughly  would  require  us  to  anticipate  a 
good  deal  of  the  Theory  of  Money. 


Digitized  by  VjOOQ  iC 


NATIONAL  AND  COSMOPOLITAN  WEALTH.  113 

due  from  members  of  one  nation  to  those  of  another  may  book  n. 
conveniently  be  omitted  from  both  sides  of  the  accoimt.  ^°'"' 
Again,  just  as  rivers  are  important  elements  of  national 
wealth,  the  ocean  is  one  of  the  most  valuable  properties  of 
the  world.  The  notion  of  cosmopolitan  wealth  is  indeed 
nothing  more  than  that  of  national  wealth  extended  over  the 
whole  area  of  the  globe. 

Individual  and_national  rights  to  wealth  rest  on  the  basis  The  joridi- 
of  civil  and  international  law,  or  at  least  of  custom  that  has  of  rights  to 
the  force  of  law.    An  exhaustive  investigation  of  the  economic  ^^^ 
conditions  of  any  time  and  place  requires  therefore  an  inquiry 
into  law  and  custom;  and  economics  owes  much  to  those 
who  have  worked  in  this  direction.    But  its  boundaries  are 
already  wide ;  and  the  historical  and  juridical  bases  of  the 
conceptions  of  property  are  vast  subjects  which  may  best  be 
discussed  in  separate  treatiBes\ 

1  Hen  again  spedml  reference  may  he  made  to  Wagner's  VoUawirthsehqftdehre ; 
vlddi  throws  mndi  light  on  the  connection  between  the  economic  concept  of 
wealth  and  the  juridical  concept  of  rights  in  private  property. 
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CHAPTER  m. 

PRODUCTION.      CONSUMPTION.      LABOUR.      NECESSARIES. 

BOOK  n.         §  1.     Man  cannot  create  material  things.    In  the  mental 
°°''°'    and  moral  world  indeed  he  may  produce  new  ideas ;  but  when 
Man  he  is  said  to  produce  jnaterial  things,  he  really  only  pro- 

prodace      duces  utilities ;  or  in  other  words,  his  efforts  and  sacrifices 
butpniy     result  in  changing  the  form  or  arrangement   of  matter  to 
S!hirSt  in  adapt  it  better  for  the  satisfa<5tion  of  wants.    All  that  he 
matter.      can  do  in  the  physical  world  is  either  to  re-adjust  matter  so 
as  to  make  it  more  useful,  as  when  he  makes  a  log  of  wood 
into  a  table ;  or  to  put  it  in  the  way  of  being  made  more 
useftil  by  nature,  as  when  he  puts  seed  where  the  forces  of 
nature  will  make  it  burst  out  into  life*. 
The  trader        It  is  sometimes  said  that  traders  do  not  produce :  that 
StiUtieaf    while  the  cabinet-maker  produces  furniture,  the  furniture- 
dealer  merely  sells  what  is  already  produced.     But  there  is 
no  scientific  foundation  for  this  distinction.     They  both  pi:p- 
duce  utilities,  and  neither  of  them  can  do  more:  the  fiimiture- 
dealer  moves  and  re-arranges  matters  so  as  to  make  it  more 
serviceable  than  it  was  before,  and  the  carpenter  does  nothing 
more.    The  sailor  or  the  railway-man  who  carries  coal  above 
groimd  produces  it,  just  as  much  as  the  miner  who  carries  it 
underground ;  the  dealer  in  fish  helps  to  move  on  fish  from 
where  it  is  of  comparatively  little  use  to  where  it  is  of  greater 

1  As  James  Mill  has  said,  "  The  distinction  between  what  is  done  1^  labour 
and  what  is  done  by  nature  is  not  always  obserred.  Labour  prodnoes  its  effects 
only  by  consistency  with  the  laws  of  natnre.  It  is  fonnd  that  the  agency  of  man 
can  be  traced  to  very  simple  elements.  He  does  nothing  but  produce  motico. 
He  can  move  things  towards  one  another,  and  he  can  separate  them  firom  one 
another.  The  properties  of  matter  perform  the  rest."  {Elementi  qf  FolUicei 
Economy,  Ch.  L) 
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use,  and  the  fisherman  does  no  more.  It  is  true  that  if  there  book  n. 
are  more  traders  than  are  necessary  there  is  a  waste.  But  ^'"^ 
there  is  also  waste  if  there  are  two  men  to  a  plough  which 
can  be  well  worked  by  one  man ;  in  both  cases  all  those,  who 
are  at  work,  produce,  though  they  may  produce  but  little. 
Some  American  and  other  writers  have  revived  the  medisBval 
attacks  on  trade  on  the  ground  that  it  does  not  produce. 
But  they  have  not  aimed  at  the  right  mark.  They  should 
have  attacked  the  imperfect  organization  of  trade,  particu- 
larly of  retail  trade. 

Consumption  may  be  regarded  as  negative  production.  Man  cAn 
Just  as  man  can  produce  only  utilities,  so  he  can  consume  as  he  can 
nothing  more.  *  He  can  produce  services  and  other  imma-  SSy^! 
terial  products,  and  he  can  consume  them.     But  as  his  pro-  ^*^^- 
duction  of  material  products  is  really  nothing  more  than  a 
rearrangement  of  matter  which  gives  it  new  utilities;  so 
his  consumption  of  them   is   nothing   more   than   a   dis- 
arrangement  of  matter,  which  diminishes  or  destroys  its 
utilities.   Often  indeed  when  he  is  said  to  consume  things,  he 
does  nothing  more  than  to  hold  them  for  his  use,  while,  as 
Senior  says,  they  "  are  destroyed  by  those  numerous  gradual 
agents  which  we  call  collectively  Hme^,^*    As  the  "producer" 
(^  wheat  is  he  who  puts  seed  where  Nature  will  make  it 
grow,  so  the  "  consimier "  of  pictures,  of  curtains,  and  even 
of  a  house  or  a  yacht  does  little  to  wear  them  out  him- 
self; but  he  holds  them  and  uses  them  while  time  wastes 
them. 

And  here  we  may  note  that  Gk)ods  may  be  divided  into  Qcod»  of 
GOODS  OP  THE  FIRST  ORDER,  which  satisfy  wants  directly,  such  ^coS^Mid 
«  food,  clothes,  etc. ;  GOODS  OF  THE  second  order,  such  as  JJ^. 
floor-mills,  which  satisfy  wants,  not  directly ^  but  indirectly  direct  and 
hf  contributing  towards  the  production  of  goods  of  the  first  womu. 
order;  while  under  the  head  of  GOODS  OF  the  third  order 
we  may  arrange  all  things  that  are  used  for  making  goods  of 
the  second  order,  such  as  the  machinery  for  making  milling 
machinery,  and  we  may  carry  the  analysis  further  if  necessary.  ^^^'•^JT* 
Goods  of  the  first  order  are  sometimes  described  as  CONSUMP-  productUm 

good*. 
^PciUicalEeommit^.p.^.   Senior  would  like  to  sobstttnte  the  verb  **  to  use '* 
for  ^  Terb  "^  to  ooofome." 
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BOOK  n.    TION  or  GONSUMEBS'  GOODS ;  those  of  the  second  and  higfaar 
^^!l^'    orders  being  called  production  or  producers'  goods*. 
Nearly  aU         §  2.    All  labour  is  directed  towards  producing  some  eflfect 
some  sense  For  though  some  exertions  are  taken  merely  for  their  own 
productive,  g^j^^^  ^  when  a  game  is  played  for  amusement,  they  are  not 
counted  as  labour.     We  may  define  labour  as  any  exertion 
of  mind  or  body  \mdergone  partly  or  whoUy  with  a  view  to 
some  good  other  than  the  pleasure  derived  directly  fix)m  the 
work*.    And  if  we  had  to  make  a  &esh  start  it  would  be 
best  to  regard  all  labour  as  productive  except  that  which 
Mled  to  promote  the  aim  towards  which  it  was  directed, 
and  so  produced  no  utility.     But  in  all  the  many  changes 
which  the  meaning  of  the  word  "  productive  "  has  undergone, 
it  has  had  special  reference  to  stored-up  wealth,  to  the  com- 
parative neglect  and  sometimes  even  to  the  exclusion  of  im- 
mediate and  transitory  enjoyment';  and  an  almost  unbroken 

1  The  latter  classification  seems  to  haye  been  first  indicated  by  Say  (Covrs  it 
VEeonomie  PoUtique^  Part  i.  Ch.  xii.).  It  has  been 'developed  with  great  care 
and  sagacity  by  Hennann  and  other  writers,  The  division  of  Goods  into  rae- 
cessive  orders  is  dne  to  Prof.  Carl  Monger  ( VolkwnrthschaftMiref  Ch.  i.  §  2),  and 
is  mnoh  osed  by  Austrian  economists.  Of  coarse  a  Good  may  belong  to  sereni 
orders  at  the  same  time.  For  instance,  a  railway  train  may  be  carrying  people  oo 
a  pleasure  excorsion,  and  so  far  is  a  Good  of  the  first  order ;  if  it  happens  to  be 
carrying  also  some  tins  of  biscuits,  some  milling  machinery  and  some  maefaiocry 
that  is  used  for  making  milling  machinery,  it  is  at  the  same  time  a  Oood  of  the 
second,  tUird  and  fourth  orders.  But  subtleties  of  this  kind  are  of  little  use. 
There  is  not  even  any  precise  agreement  as  to  the  line  of  division  between  Con- 
sumption and  Production  Ck)od8.  Such  things  as  wheat  are  commonly  rankri 
with  the  former,  though  speaking  strictly  they  are  raw  materials  and  ought  to  be 
ranked  as  Production  6kx)d8. 

*  This  is  Jevons'  definition  {Theory  of  Political  Economy,  Ch.  v.),  except 
that  he  includes  only  painful  exertions.  But  he  himself  points  out  how  painful 
idleness  often  is.  Most  people  work  more  than  they  would  if  they  consideied 
only  the  direct  pleasure  resulting  from  the  work ;  but  in  a  healthy  state,  pleasure 
predominates  over  pain  in  a  great  part  even  of  the  work  that  is  done  for  hire. 
Of  course  the  definition  is  elastic;  an  agricultural  labourer  working  in  his 
garden  in  the  evening  thinks  chiefly  of  the  fruit  of  his  labours ;  a  mechanic 
returning  home  after  a  day  of  sedentary  toil  finds  positive  pleasure  in  his  garden 
work,  but  he  too  cares  a  good  deal  about  the  fruit  of  his  labour;  while  a  rich 
m^m  working  in  like  manner,  though  he  may  take  a  pride  in  doing  it  well,  wiH 
probably  care  little  for -any  pecuniary  saving  that  he  e£Fect8  by  it 

s  Thus  the  Mercantilists  who  regarded  the  predons  metals,  partly  becanse 
they  were  imperishable,  as  wealth  in  a  fuller  sense  than  anything  else,  regaid<d 
as  unproductive  or  **  sterile  "  all  labour  that  was  not  directed  to  producing  goods 
for  exportation  in  exchange  for  gold  and  silver.  The  Physiocrats  tiioogbs 
all  labour  sterile  which  consumed  an  equal  value  to  that  which  it  produced; 
and  regarded  the  agriculturist  as  the  only  productive  worker,  because  his  laboor 
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tradition  compels  us  to  regard  the  central  notion  of  the  word  book  n. 
as  relating  to  the  provision  for  the  wants  of  the  future  rather  ^^°'' 
than  those  of  the  present.  It  is  true  that  all  wholesome  Bnt  that 
enjojrments,  whether  luxurious  or  not,  are  legitimate  ends  of  genJ^liUy 
action  both  public  and  private ;  and  it  is  true  that  the  enjoy-  ^jJSiy* 
ment  of  luxuries  affords  an  incentive  to  exertion,  and  pro-  productive 

wliich  pKK 

motes  progress  in  many  waya     But  if  the  eflSciency  andvideafor 
energy  of  industry  are  the  same,  the  true'  interest  of  a  coim-  of  th?fti. 
try  is  generally  advanced  by  the  subordination  of  the  desire  ^J^  ^le^ 
for  transient  luxuries  to  the  attainment  of  those  more  solid  v^eaent 
and  lasting  resources  which  will  assist  industry  in  its  future 
work,  and  will   in  various  ways  tend  to  make  life  larger. 
This  general  idea  has  been  in  solution,  as  it  were,  in  all 
stages  of  economic  theory;  and  has  been  precipitated  by 
ilifferent  writers  into  various  hard  and  fast  distinctions  by 
which  certain  trades  have  been  marked  off  as  productive  and 
certain  others  as  improductive. 

For  instance,  many  writers  even  of  recent  times  have  The  work 
adhered  to  Adam  Smith's  plan  of  classing  domestic  servants  servants  is 


tt  unproductive.    There  is  doubtless  in  many  large  houses  ^SriS^^uu- 

aiuperabundance  of  servants,  some  of  whose  energies  might  prodnctive. 

vith  advantage  to  the  community  be  transferred  to  some 

other  direction :  but  the  same  is  true  of  the  greater  part 

of  those  who  earn  their  livelihood  by  distilling  whisky ;  and 

yet  no  economist  has  proposed  to  call  them  unproductive. 

There  is  no  distinction  in  character  between  the  work  of  the 

haker  who  provides  bread  for  a  femily,  and  that  of  the  cook 

who  boils  potatoea    If  the  baker  should  be  a  confectioner, 

or  &ncy  baker,  it  is  probable  that  he  spends  at  least  as  much 

of  his  time  as  the  domestic  cook  does,  on  labour  that  is  un- 

^^  (ss  they  thought)  left  behind  it  a  net  sorplas  of  stored-np  wealth.  Adam 
Sontb  loftened  down  the  Physiocratic  definition ;  bnt  stiU  he  considered  that 
^ricohoral  labour  was  more  prodnctire  than  any  other.  His  foUowers  discarded 
thii  ^rtbetion ;  bnt  they  have  generaSy  adhered,  though  with  many  differences 
in  points  of  detail,  to  the  notion  that  prodoctive  labour  is  that  which  tends  to 
iDcnan  sccmnolated  wealth ;  a  notion  which  is  implied  rather  than  stated  in  the 
odeivtted  ehiqiter  of  The  Wealth  of  Nations  which  bears  the  title,  **0n  the 
AceuDQlatiQD  of  Capital,  or  on  Prodnctive  and  Unprodnctiye  Laboor."  (Gomp. 
'ftren  Twiss,  Progre9$  oj  Political  Economy,  Sect,  ti.,  and  the  discnssions  od 
^  word  ProdnetiTf)  in  J.  S.  Mill's  E$9ay»,  and  in  his  PrincipUe  of  PoUtiea 
9') 
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BOOK  n.    productive  in  the  popular  sense  of  providing  transitoiy  and 
^"'"^    unnecessary  enjo3rments. 
Prodoetiye        There  seems  to  be  a  way  of  escaping  irom  most  of  these 
iiTe  adjeo-  ambiguities  and  confusions.    It  would  indeed  be  imsafe  to 
^^  invent  a  number  of  new  terms  to  correspond  to  the  various 

When  jpre-  uses  of  "  productive."     But  recollecting  that  it  is  a  transiti?e 
neoenaiT   adjective,  we  can  avoid  bR  difficulties  by  the  simple  plan  of 
^^^^  considering  what  is  the  implied  substantive  which  it  governs, 
JJjJjJ^     and  supplying  that  substantive  explicitly.    When  it  mewis 
productive  of  (tcctrnivlcUed  wealth  in  any  form,  let  us  write  in 
the  phrase  at  length  and  the  ambiguity  disappears ;  when  it 
means  productive  of  capital  either  in  general  or  only  in  Uie 
particular  form  of  Wage  capital  (to  anticipate  the  use  of 
r  terms  which  we  are  just  about  to  define),  let  us  say  do. 
PioTisioiiii  I      But  while  frequently  applied  in  each  of  these  senses,  it 
id  product  ^  ^^  more  often  used  to  mean  Productive  of  the  means  of 
tive.       \  iryroduction,  and  of  lasting  sources  of  enjoyment.    Whenever 
ywre  use  the  word  Productive  by  itself,  this  is  the  sense  in 
which  it  is  to  be  understood.    Among  the  means  of  produc- 
tion are  included  the  necessaries  of  labour  but  not  ephemeral 
luxuries ;  and  the  maker  of  ices  is  thus  classed  as  unpro- 
ductive whether  he  is  working  for  a  pastry-cook,  or  as  a 
private  servant  in  a  country  house.     But  a  bricklayer  en- 
gaged in  building  a  theatre  is  classed  as  productive. 
There  is  No   doubt  the  dividing  line  between  permanent  and 

^dfast     ephemeral  sources  of  enjo3rment  caimot  be  drawn  rigidly. 
^<m  in     ^^^  *^  ^  *  difficulty  which  exists  in  the  natxire  of  things 

Nature  and  and  cannot  be  evaded  by  any  device  of  words.    We  can 

we  seldom  . 

want  an     speak  of  an  increase  of  tall  men  relatively  to  short,  without 

one.  deciding  whether  all  those  above  five  feet  nine  inches  are  to 

be  classed  as  tall,  or  only  those  above  five  feet  ten.    And  we 

can  speak  of  the  increase  of  productive  labour  at  the  expense 

of  unproductive  without  fixing  on  any  rigid,  and  therefore 

arbitrary  line  of  division  between  them.     If  such  an  artificial 

line  is  required  for  any  particular  purpose,  it  must  be  drawn 

explicitly  for  the  occasion.    But  in  actual  fsjct  such  occasions 

seldom  or  never  occur. 

Productive        Productive  consumption  is  commonly  defined  as  the  use 

JST"*^    of  wealth  in  the  production  of  further  wealtL     But  this 
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definition  is  ambiguoua  For  it  is  sometimes  taken  to  in-  book  n. 
dude  eveiything  that  is  actually  consumed  by  people  engaged  ^•'°' 
in  productive  work,  even  though  it  may  not  conduce  at  all  to 
their  efficiency  as  workera  But  ProdvjoHve  consumption, 
strictly  so  oi^ed,  must  be  taken  to  include  only  such  con- 
sumption by  productive  workers  as  is  necessary  for  their 
work;  under  which  head  may  be  reckoned  the  necessary 
;  oraisumptioa. of  children  who  will  hereafter  be  production 
workers  as  well  as  that  of  adults  during  sickness\ 

§  3.    This  brincfs  us  to  consider  the  term  Necessaries.  Neces- 
It  is  common  to  divide  wealth  into  Necessaries,  Comforts  thin^ 
aod  Luxuries  ;  the  first  class  including  all  things  required  to  ^J^g^^ 
meet  wants  which  must  be  satisfied,  while  the  latter  consist  JJJ^^^ 
of  things  that  meet  wants  of  a  less  urgent  character.    But  Bat  this 
here  again  there  is  a  troublesome  ambiguity.     When  we  say  ambiguous, 
that  a  want  must  be  satisfied,  what  are  the  consequences 
which  we  have  in  view  if  it  is  not  satisfied  ?  Do  they  include 
death  ?    Or  do  they  extend  only  to  the  loss  of  strength  and^ 
vigour?  In  other  words,  are  Necessaries  the  things  which  are 
necessary  for  life,  or  those  which  are  necessary  for  efficiency  ? 

The  term  Necessaries  like  the  term  Productive  has  been  The  term 
used  elliptically,  the  subject  to  which  it  refers  being  left  to  w^is 
be  supplied  by  the  reader ;  and  since  the  implied  subject  has  «^**^- 
varied,  the  reader  has  often  supplied  one  which  the  writer 
did  not  intend,  and  thus  misunderstood  his  drift.    In  this, 

^  An  the  distinetions  in  which  the  word  Prodactfre>is  used  are  yery  thin  and 
hxn  a  certain  air  of  unreality.  It  would  hardly  be  worth  while  to  introdnce  them 
now:  but  they  have  a  long^ history;  and  it  is  probably  better  that  they  should 
Midle  gradually  out  of  use,  rather  than  be  suddenly  discarded. 

The  attempt  to  draw  a  hard  and  fast  line  of  distinction  where  there  is  no 
Nsl  discontinmty  in  nature  has  often  done  more  mischief,  bat  has  perhaps 
ii0*«r  led  to  more  quaint  results,  than  in  the  rigid  definitions  which  have  been 
MBetimes  grren  of  this  term  prodoctiye.  Some  of  them  for  instance  lead  to 
the  eoDclusion  that  a  singer  in  an  opera  is  miproductiTe,  that  the  printer  of  the 
tiduts  of  admission  to  the  opera  is  productive;  while  the  usher  who  shows 
PMple  to  their  places  is  unproductiye,  unless  he  happens  to  sell  programmes,  and 
then  be  is  productiye.  Senior  points  out  that  **  a  cook  is  not  said  to  make  roast 
meat  bat  to  dresa  it ;  but  he  is  said  to  nuike  a  pudding. ....  A  tailor  is  said  to  make 
doth  into  a  coat,  a  dyer  is  not  said  to  make  undyed  cloth  into  dyed  doth.  The 
change  produced  by  the  dyer  is  perhaps  greater  than  that  produced  by  the  tailor, 
hot  the  doth  in  passing  through  the  tailor's  hands  changes  its  name ;  in  passing 
throng^  the  dyer's  it  does  not:  the  dyer  has  not  produced  a  new  name,  nor 
«»»qiently  a  new  thing:*    Pol,  Eeon.  pp.  61—2. 
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BOOK  II.   as  in  the  preceding  case,  the  chief  source  of  confusion  can  be 

*^'™'    removed  by  supplying  explicitly  in  every  critical  place  that 

which  the  reader  is  intended  to  understand 

Neeeaaa-  The  older  use  of  the  term  Necessaries  was  limited  to  those 

eldstence,   things  which  were  suflBcient  to  enable  the  labourers,  taken 

Sci^cy.   ^^®  ^^^  another,  to  support  themselves  and  their  figmiiliea 

Adam  Smith  and  the  more  careful  of  his  followers  observed 

indeed  variations  in  the  standard  of  comfort  at  different 

times  and  places:  they  recognized  that  differences  of  climate 

and  differences  of  custom  make  things  necessaiy  in  some 

cases,  which  are  superfluous  in  othera     But  Adam  Smith's 

view  was  much  influenced  by  that  of  the  Phjrsiocrats,  and 

their  reasonings  were  based  on  the  condition  of  the  French 

people  in  the  eighteenth  century,  the  great  mass  of  whom 

had  no  notion  of  any  necessaries  beyond  those  which  were 

required  for  mere  existence.     In  happier  times,  however, 

a  more  careful  analysis  has  brought  into  prominence  the 

distinction  between  the  necessaries  for  efficiency  and  the 

necessaries  for  existence,  and  has  made  it  evident  that  there 

is  for  each  rank  of  industry,  at  any  time  and  place,  a  more  or 

less  clearly  defined  income  which  is  necessary  for  merely 

,  sustaining  its  members;  while  there  is  another  and  larger 

income  which  is  necessary  for  keeping  it  in  full  efficiency. 

Thus  in  the  South  of  England  population  has  increased 
during  the  present  century  at  a  &ir  rate,  allowance  being 
made  for  migration.  But  the  efficiency  of  labour,  which  in 
earlier  times  was  as  high  as  that  in  the  North  of  England, 
has  sunk  relatively  to  the  North ;  so  that  the  low- waged 
labour  of  the  South  is  often  dearer  than  the  more  highly  paid 
labour  of  the  North.  This  indicates  that  we  cannot  say 
whether  the  labourers  in  the  South  have  been  supplied  with 
Necessaries,  unless  we  know  in  which  of  these  two  senses  the 
word  is  used.  They  have  had  the  bare  necessaries  for  ex- 
istence and  the  increase  of  numbers,  but  they  have  not  had 
the  necessaries  for  efficiency. 
Account  It  may  be  true  that  the  wages  of  any  industrial  class 

taken  of  the  might  have  sufficed  to  maintain  a  higher  efficiency,  if  they 
^laoe*^  had  been  spent  with  perfect  wisdom.  But  every  estimate  of 
and  time     necessaries  must  be  relative  to  a  given  place  and  time ;  and 
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unless  there  be  a  special  interpretation  clause  to  the  contrary,  book  n. 
it  may  be  assumed  that  the  wages  will  be  spent  with  just    ^'°'' 
that  amount  of  wisdom,  forethought,  and  unseliSshness,  which  J°?.?[^ 
prevails  in  &ct  among  the  industrial  class  tmder  discussion.  liTing. 
With  this  understanding  we  may  say  that  the  income  of  any 
claffi  in  the  ranks  of  industry  is  below  its  necessary  level,  Neeetaa- 
when  any  increase  in  their  income  would  in  the  course  of"*** 
time  produce  a  more  than  proportionate  increase  in  their 
efficiency.     All  consumption  up  to  this  limit  is  economical, 
and  any  stinting  of  it  is  wasteful^ 

§  4.     Some  detailed  study  of  the  necessaries  for  efficiency  niiutn. 
of  different  classes  of  workers  will  have  to  be  made,  when  vtq  ^^^     ^ 


come  to  inquire  into  the  causes  that  determine  the  supply  of  jj^^*^^ 
efficient  labour.    But  it  will  serve  to  give  some  definiteness  to 
our  ideas,  if  we  consider  here  what  are  the  necessaries  for  the 
efficiency  of  an  ordinary  agricultural  or  of  an  unskilled  town 
labourer  and   his  fiunily,  in  England,  in  this  generation. 
They  may  be  said  to  consist  of  a  well-drained  dwelling  with 
several  rooms,  warm  clothing,  with  some  changes  of  under- 
clothing, pure  water,  a  plentiful  supply  of  cereal  food,  with  a 
moderate  allowance  of  meat  and  milk,  and  a  little  tea,  &c., 
some  education  and  some  recreation,  and  lastly,  sufficient 
fieedom  for  his  wife  from  other  work  to  enable  her  to  perform 
properly  her  maternal  and  her  household  duties.     If  in  any  There  is 
district  unskilled  labour  is  deprived  of  any  of  these  things,  wSSm  any 
its  efficiency  will  suffer  in  the  same  way  as  that  of  a  horse  ^®  ^' 
that  is  not  properly  tended,  or  a  steam-engine  that  has  an  than  is 
iiiadequate  supply  of  coals.    All  consumption  up  to  this 
limit  is  strictly  productive  consumption  :  any  stinting  of  this 
consumption  is  not  economical,  but  wasteful. 

1  If  we  considered  an  individual  of  exceptional  abilities  we  should  have  to  take 
•ecount  of  the  fact  that  there  is  not  likely  to  be  the  same  close  correspondence 
between  the  real  valoe  of  his  work  for  the  community  and  the  income  which  he 
ctnis  by  it,  that  there  is  in  the  case  of  an  ordinary  member  of  any  industrial  class. 
And  we  should  bave  to  say  that  all  his  consumption  is  strictly  prodnctiye  and 
ueessary,  so  long  as  by  cutting  off  any  part  of  it  he  would  diminish  his  efficiency 
hy  tn  amount  that  is  of  more  real  value  to  him  or  the  rest  of  the  world  than  he 
aved  from  his  consumption.  If  a  Newton  or  a  Watt  could  have  added  a  hundredth 
ptrt  to  his  efficiency  by  doubling  his  personal  expenditure,  the  increase  in  his 
wosumpUop  would  have  been  truly  productive.  As  we  shaU  see  later  on,  such  a 
case  is  analogous  to  additional  cultivation  of  rich  land  that  bears  a  high  rent :  it  may 
be  profitable  though  the  return  to  it  is  less  than  in  proportion  to  the  previous  outlay. 
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BOOK  n.         In  addition,  perhaps,  some  consumption  of  alcohol  and 

^''°'    tobacco,  and  some  indulgence  in  feshionable  dress  wre  in 

2^J»««»-      many  places  so  habitual,  that  they  may  be  said  to  be  CON- 

c€$9ari€$.    YENTIONALLY  NECESSARY,  since  in  Order  to  obtain  them,  the 

average  man  and  woman  will  sacrifice  some  things  which  are 

necessary  for  eflSciency.     Their  wages  are  therefore  less  than 

are  practically  necessary  for  eflSciency,  unless  they  provide 

not  only  for  what  is  strictly  necessary  consumption,  but  include 

also  a  certain  amount  of  conventional  necessaries. 

The  consumption  of  Conventional  Necessaries  by  produc- 
tive workers  is  commonly  classed  as  productive  consumption; 
but  strictly  speaking  it  ought  not  to  be;  and  in  critical 
passages  a  special  interpretation  clause  should  be  added  to 
say  whether  or  not  they  are  included. 
2^y^^*  It  should  however  be  noticed  that  many  things  which  are 
the  place  rightly  described  as  superfluous  luxuries,  do  yet,  to  some 
expensive  extent,  take  the  place  of  necessaries;  and  to  that  extent 
^^^^  their  consumption  is  productive  when  they  are  consumed  by 
producers.  Thus  a  dish  of  green  peas  in  March,  costing  per- 
haps ten  shillings,  is  a  superfluous  luxury:  but  yet  it  is 
wholesome  food,  and  does  the  work  perhaps  of  three  penny- 
worth of  cabbage ;  or  even,  since  variety  undoubtedly  con- 
duces to  health,  a  little  more  than  that.  So  it  may  be 
entered  perhaps  at  the  value  of  fourpence  under  the  head  of 
necessaries,  and  at  that  of  nine  shillings  and  eightpenoe 
\mder  that  of  superfluities ;  and  its  consumption  may  be 
regarded  as  strictly  productive  to  the  extent  of  one  fortieth 
In  exceptional  cases,  as  for  instance  when  the  peas  are  given 
to  an  invalid,  the  whole  ten  shillings  may  be  well  spent,  and 
reproduce  their  own  valued 

1  For  the  sake  of  giving  deflniteness  to  the  ideas  it  may  be  weU  to  ventue  on 
estimates  of  necessaries,  rough  and  random  as  they  most  be.  Perhaps  at  present 
prices  the  strict  necessaries  for  an  average  agricnltaral  family  are  covered  bj 
fifteen  or  eighteen  shillings  a  week,  the  conventional  necessaries  by  aboot  fire 
shillings  more.  For  the  unskilled  labourer  in  the  town  a  few  shillings  must  be 
added  to  the  strict  necessaries.  For  the  family  of  the  skiHed  workman  living 
in  a  town  we  may  take  twenty-five  or  thirty  shillings  for  strict  necessaries,  and 
ten  shillings  for  conventional  necessaries.  For  a  man  whose  brain  has  to  mideiso 
great  continuoos  strain  the  strict  necessaries  are  perhaps  two  hondred  or  two 
hundred  and  fifty  pounds  a  year  if  he  is  a  bachelor:'  but  more  than  twice  as 
much  if  he  has  an  expensive  family  to  educate.  His  conventional  neoessarifs 
depend  on  the  nature  of  his  calling. 
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CAPITAL. 


§  1.  We  have  already  divided  wealth  into  that  which  book  n. 
satisfies  wants  directly  (or  Goods  of  the  first  Order),  and  that  ^°'  ^' 
which  jBatisfies  them  indirectly  by  providing  the  means  of  The  term 
producing  further  wealth  or  Goods  of  the  second  and  higher  many  dif- 
orders.  We  have  now  to  consider  a  distinction  of  a  some-  wem^' 
what  similar  character  between  the  wealth  that  is  and  that  ^  U^^ 

which  is  not  capital  separate 

term  for 

Unfortunately  the  term  Capital  has  many  uses  both  in  each  of 
the  language  of  the  market-place  and  in  the  writings  of 
eoonomista  There  is  no  other  part  of  economics  in  which 
the  temptation  is  so  strong  to  invent  a  completely  new  set  of 
technical  terms ;  each  of  which  should  have  a  precise  and 
fixed  meaning,  while  between  them  they  should  cover  all  the 
various  significations  which  are  given  to  the  one  term  capital 
m  the  language  of  the  market-place.  But  this  would  throw 
the  science  out  of  touch  with  real  life ;  and  academic  exact- 
nws  of  logical  form  would  be  obtained  at  the  cost  of  grave 
substantial  injury.  We  must  therefore  take  the  ordinary 
usages  of  the  term  as  the  foundation  of  our  account;  and  add 
such  general  explanations,  and  even  in  some  cases  such  special 
interpretation  clauses,  as  are  required  to  give  to  our  use  of 
the  term  some  measure  of  clearness  and  precision. 

Adam  Smith  said  that  a  person's  capital  is  that  part  of  Capital 
his  stock  from  which  he  expects  to  derive  an  income*.     We  point  of 
may  take  this  definition  as  our  starting  point ;  only  wording  ^JividuS.* 
it  a  little  dififerently,  and  saying  ''  a  person's  capital  is  that 
portion  of  his  wealth  by  which  he  wins  his  livelihood  {Er- 
werbsmittd)". 

1  WeaUkofNaH<m8,BQokrr,Ch.i. 
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The  most  conspicuous  elements  of  capital  (thus  regarded 
from  the  point  of  view  of  the  individual)  are  such  things  as 
the  factory  and  the  business  plant  of  a  manu&cturer ;  that  is, 
his  machinery,  his  raw  material,  any  food,  clothing,  and  house- 
room  that  he  may  hold  for  the  use  of  his  employ^,  and  the 
goodwill  of  his  businesa  These  are  things  from  which  their 
owner  expects  to  derive  an  income  in  the  special  form  of 
money. 

The  term  Capital  is  sometimes  used  in  a  very  narrow 
sense  so  as  to  include  only  things  of  this  kind:  but  that 
usage  is  misleading :  for  there  are  many  other  things  which 
truly  perform  the  services  commonly  attributed  to  capital 
It  is  doubtless  convenient  to  have  a  common  class  name  for 
this  particular  group  of  things ;  but  the  name  should  be  sudi 
as  to  express  the  central  notion  of  the  grouping,  which  is 
that  the  things  in  question  are  used  to  earn  a  livelihood  hy 
means  of  trade.  Such  a  term  is  found  in  Trade  CAPrrAL, 
which  may  be  defined  to  consist  of  those  external  goods 
which  a  person  uses  in  his  trade,  either  holding  them  to  be 
sold  for  money  or  applying  them  to  produce  things  that  are 
to  be  sold  for  moneys 

The  habit  of  regarding  as  of  special  importance  that  part 
of  a  person's  income  which  comes  to  him  in  the  form  of 
money  is  a  survival  of  the  prejudices  of  the  Mercantile 
System;  and  so  strong  is  the  influence  of  habit  in  such 
matters  that  it  is  no  easy  task  to  fi*ee  ourselves  frt)m  these 
misleading  associations,  and  group  together  things  that  are 
substantially  of  the  same  kind  even  though  some  of  them 
are,  and  others  are  not,  clothed  in  the  form  of  money  pay- 
ments. Leaving  then  Trade-capital  for  its  own  special  uses, 
and  they  are  not  unimportant,  we  will  go  on  to  complete  our 
account  of  individual  capital. 

To  do  this  we  have  simply  to  add  to  Trade-capital  all 
those  things  which  enable  a  productive  worker  to  do  his 
work  and  earn  his  livelihood,  whether  they  are  in  his  own 

^  Under  this  head  are  to  be  reckoned  fancy  ball  dresses  that  are  let  out  for 
hire,  bnt  not  the  house  in  which  a  fmgal  working  man  lives  if  he  happens  to  own 
it  himself ;  ices  in  the  hands  of  a  pastry-cook,  bat  not  the  store  of  wheat  for  his 
own  use  which  a  man  has  grown  on  his  allotment;  and  not  even  the  sewing- 
machine  with  which  his  ^e  makes  clothes  for  the  family. 
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possession  or  not,  whether  he  derives  benefit  firom  them  book  n. 
directly  and  without  the  intermediation  of  money  or  not.  ^'^' 
Thus  it  includes  a  manufacturer's  store  of  necessaries  forJs^?*®^^ 

.  Traae- 

efficien<^  for  himself,  as  well  as  those  for  his  workpeople :  capitaL 
they  are  part  of  the  means  by  which  he  earns  his  livelihood. 

Thus  the  conception  of  capital  involves  two  fundamental  Prospeo- 
attributes,  that  of  "productiveness"  and  that  of  "  prospec- as  an 
tdveness,"  or  the  subordination  of  present  desires  to  foture  Jj^^**®' 
enjoyments :  and  these  two  attributes  have  much  in  common. 
For  indeed  the  histories  of  the  terms  Productive  Labour  and 
Capital  are  closely  allied :  productive  labour  and  capital 
have  always  been  regarded  as  devoted  to  providing  enjoy- 
loent  and  the  sources  of  enjoyment  for  the  Aiture  rather  than 
hr  the  present.  Some  enjoyment  is  indeed  derived  &om  the 
ooDSumption  of  the  necessaries  of  life  which  are  included 
under  capital ;  but  they  are  counted  as  capital  because  of  the 
work  for  the  future  which  they  enable  people  to  do,  and  not 
on  account  of  the  present  pleasure  which  they  afford.  Thus 
capital  is  said  to  be  the  result  of  saving,  of  a  sacrifice  of 
present  enjoyments  for  the  sake  of  ftiture :  and  it  is  chiefly 
for  this  reason  that  economists  exclude  from  capital  in  its 
pore  economic  sense  those  free  gifts  of  nature  which  have 
not  been  made  by  man ;  though  they  include  the  value  of 
the  improvements  which  man  has  added  to  the  natural 
resources  of  the  land. 

But  in  practice  this  condition  is  seldom  adhered  to  either 
by  economists  or  by  men  of  business  when  discussing  capital 
from  the  point  of  view  of  the  individual.     In  many  discus- 
sions great  confusion  would  be  caused  by  the  refusal  to  count 
as  part  of  his  capital  the  freehold  land  on  which  a  manufac- 
turer had  built  his  own  mill.    And  more  often  than  not  a  The 
person's  capital  is  taken  to  include  those  free  gifts  of  nature  wIwSot 
which  he  uses  directly  or  indirectly  as  a  means  of  earning  ^^^J^ 
his  livelihood ;   though  even  in  ordinary  conversation  the  ?^^^ 
"rent"  which  he  derives  firom  them  is  sometimes  separated  may  be  left 
from  the  "  interest  "  or  "  profits  "  which  he  derives  firom  his  °^*^* 
capitaL     For  some  purposes  it  is  convenient  to  include  them, 
for  others  not:   the  same  writer  will — ^whatever  his  formal 
definition  be — often  include  them  in  some  parts  and  exclude 
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BOOK  n.  them  in  other  parts  of  his  reasonings.  On  the  whole  it  seems 
^'^liT'  best  to  be  bold,  and  do  this  openly.  Thus  then  the  question 
whether  the  free  gifts  of  nature  which  are  in  any  person's 
ownership  are  to  be  counted  as  part  of  his  capital,  is  left 
to  be  decided  by  an  interpretation  clause  in  the  context, 
wherever  there  is  room  for  misunderstanding  on  the  point. 

This  diflBculty  ceases  to  trouble  us  when,  leaving  the 
discussion  of  individual  capital,  we  pass  to  consider  it  from 
the  point  of  view  of  society. 
The  scope         §  2.   We  have  already  noticed  that  national  wealth  stands 

of  the  tenu  .        ,  . 

Sodai        in  the  same  relation  to  cosmopolitan,  in  which  individual 
^^^  wealth  does' to  national ;  and  so  with  regard  to  capital    But 

we  may  here  confine  ourselves  to  the  discussion  of  social 
capital,  of  which  national  and  cosmopolitan  capital  are  special 
instances.    We  must  recollect  that  as  the  older  term  National 
Capital  represented  not  only  that  capital  which  is  the  com- 
mon property  of  the  nation,  but  the  aggregate  of  the  capital 
which   the  nation  possesses  whether  in  public  or  private 
ownership ;  so  the  more  modem  term  social  capital  indicates 
the  aggregate  of  the  real  capital,  private  as  well  as  public, 
owned  by  the  members  of  any  society  which  is  under  dis- 
cussion. 
The  capital       For  this  reason,  boundaries  of  private  rights  of  property 
ownenBhip  do  not  much  trouble  us  here.     The  debts  and  other  obli- 
or  o^ier  ^"^  gations  from  one  group  of  persons  to  another  enter  on  both 
b«^di^S"  the  debtor  and  creditor  sides  of  the  account,  and  destroy  one 
more  scien-  another,  as  soon  as  we  count  up  the  resources  of  a  nation  or 
than  that    other  society  which  includes  both  groups.     Moreover  the 
own^^p  usages  of  business  life  are  in  this  case  less  troublesome; 
^^L*      because  while  the  social  view  of  capital  is  the  more  impor- 
tant for  the  general  purposes  of  economics,  it  plays  a  leas 
prominent  part  in  ordinary  discourse,  and  we  are  able  to 
exclude  without  hesitation  the  free  gifts  of  Nature.   This  is 
the  only  important  difference  which  there  is  between  our 
uses  of  the  term  Capital  from  the  individual  and  the  social 
point  of  view\ 

1  No  real  difficnlty  arises  from  the  &ct  that  when  wealth  is  lent  to  a  QoTen* 
ment  or  a  person  who  nses  it  onprodaotiTely,  the  lender  counts  that  wealth  as  part 
of  his  capital ;  while  yet  it  does  not  appear  in  the  inventory  of  social  capitaL  For 
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Thus  Social  capital  (i.e.  capital  regarded  from  the  social   book  u. 
point  of  view)  may  be  defined  as  consisting  of  those  things    ^•'^* 
made  by  man,  by  which  the  society  in  question  obtains  its  ^^j^" 
livelihood  ;  or,  in  other  words,  as  consisting  of  those  external  capital. 
goods  without  which  production  could  not  be  carried  on  with 
equal  efficiency,  but  which  are  not  free  gifts  of  nature.     It 
may  be   divided  into  consumption   capital  and    auxiliary 
capitaL 

Consumption  capital  consists  of  Goods  in  a  form  to  con- 
satisfy  wants  directly ;  that  is.  Goods  which  afford  a  direct  J^SoT* 
sustenance  to  the  workers,  such  as  food,  clothes,  house- 
room,  &c. 

AUXILIABT  CAPITAL  is  SO  Called  because  it  consists  of  all  AvxUiary 

the  Goods  that  aid  labour  in  production.    Under  this  head  **^**'- 
come  tools,  machines,  fSeu^tories,  railways,  docks,  ships,  &c. ; 
and  raw  materials  of  all  kinds  ^ 

Since  raw  materials  and  machinery  are  always  counted  as 
capital  even  though  they  be  devoted  to  making  superfluities, 
this  concession  seems  to  require  us  to  go  further  in  conformity 
with  usage,  and  to  include  also  stocks  of  luxuries  in  the 
hands  of  traders ;  on  the  groimd  that  the  process  of  produc- 
tion is  not  fully  completed  and  that  of  consumption  has  not 
yet  begun. 

That  part  of  Consumption  capital  which  goes  into  the  We  must 
hands  of  hired  labourers  may  be  regarded  as  Wage-capital  neoee  * 
But  it  muBt  be  recollected  that  Wage-capital,  so  defined,  and  ^S^er 
Auxiliary  capital  do  not  constitute  the  whole  of  capital ;  "^S  as 
there  remain  the  necessaries  of  the  higher  classes  of  industry.  gradM  of 
On  the  other  hand  we  ought  not,  strictly  speaking,  to  include     "" 
under  wage-capital  the  luxuries  as  well  as  the  necessaries  of 
the  wage-receivers.    Much  error  has  arisen  firom  the  assump- 
tion, into  which  some  writers  have  glided  from  a  careless 

MgitiTe  ei^ttol  to  the  amoant  of  the  loan  may  be  charged  to  the  account  of  the 
bonower :  and  this  course  is  habitnaUy  adopted  by  those  who  attempt  to  express 
in  mathematical  f  onn  doctrines  relating  to  Uie  quantity  of  capitaL 

1  Thus  Auxiliary  capital  consists  of  all  Prodoetion  Gk)ods,  or  in  other  words  ol 
•Q  goods  of  the  second  and  higher  Orders ;  while  Gonsmnption  capital  consists  of 
Goods  (A  the  ilrst  Order  or  Gonsmnption  6k)ods,  bat  it  does  not  indnde  the  whole 
of  them.  For  thoee  Ooods  which  are  destined  to  be  consmned  without  adding  to 
the  eflldaiey  of  production,  are  not  to  be  regarded  as  capital,  when  they  are  in  the 
K^ecmsnmers. 
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use  of  the  term  Wage-capital,  that  the  necessary  consumption 
of  the  lower  classes  of  industry  stands  in  a  different  relation 
to  national  capital  and  national  production  from  the  neces- 
sary consumption  of  other  workers.  This  is,  for  practical 
purposes,  the  most  important  correction  which  it  seems 
requisite  to  introduce  into  the  ordinary  definitions  of  capitals 

§  3.  We  may  follow  Mill  in  distinguishing  cmcULATlNG 
CAPITAL  "  which  fiilfils  the  whole  of  its  oflSce  in  the  produc- 
tion in  which  it  is  engaged,  by  a  single  use,"  fix)m  fixed 
CAPITAL  "  which  exists  in  a  durable  shape  and  the  return  to 
which  is  spread  over  a  period  of  corresponding  duration." 

Sometimes  again  we  have  to  distinguish  certain  kinds  of 
capital  as  specialized  because  having  been  designed  for  use 
in  one  trade  they  cannot  easily  be  diverted  to  another. 

Mill  and  others  have  used  Fixed  capital  sometimes  in  the 
sense  that  we  have  retained  for  it,  sometimes  in  the  senses 
that  we  have  given  to  Specialized  and  to  Auxiliary  capital 
But  there  is  much  Fixed  capital  which  is  not  Specialized, 
such  as  buildings  and  some  kinds  of  machinery  which  are 
adapted  to  many  different  trades :  while  materials  of  manu- 
facture and  some  other  kinds  of  Circulating  capital  are 
Specialized.  Again  much  Fixed  capital  is  also  Consumption 
capital,  as  for  instance  workmen's  cottages. 

We  have  already  defined  Personal  wealth  to  consist  firstly 
of  those  energies,  faculties  and  habits  which  directly  con- 
tribute to  making  people  industrially  eflScient,  and  secondly 
of  their  business  connections  and  associations  of  every  kind. 
All  these  are  productive;  and  therefore  if  they  are  to  be 
reckoned  as  wealth  at  all,  they  are  also  to  be  reckoned  as 
capital.  Thus  Personal  wealth  and  Personal  capital  are 
convertible ;  and  it  seems  best  to  follow  here  the  same  course 
as  in  the  case  of  wealth,  and  for  the  same  reasons.  That  is, 
it  is  best  to  assume  that  the  term  "  capital "  when  taken 


1  Of  comrse  there  is  a  fringe  of  debateable  ground  at  the  margin  of  each 
definition.  A  factory  is  Auxiliary  capital  simply ;  a  weaver's  cottage  in  which  he 
plies  his  trade  is  partly  Auxiliary  and  partly  Consumption  oapitaL  The  priTate 
dwelling-honse  of  a  rich  man  engaged  in  bosiness  is  Consumption  capital  to  the 
extent  of  that  accommodation  which  directly  contribntes  to  the  health  and 
efficiency  of  hiiAself  and  his  family :  bnt  beyond  that,  it  is  not  capital  at  aU, 
in  the  ose  of  the  term  which  we  are  adopting. 
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alone  includes  none  but  external  goods ;  but  yet  to  raise  no  book  n. 

objection  to  an  occasional  broad  use  of  the  term,  in  which  ^^  ^' 
it  is  explicitly  stated  to  include  Personal  capital 


HisTOBiCAL  Note  on  Definitions  of  the  term  Capital. 

The  following  are  among  the  chief  definitions  of  capital  m  which  it 
is  regarded  as  consisting  of  those  things  which  relate  to  future  produc- 
tion. It  will  be  found  that  most  of  them  tacitly  assume  that  capital 
is  to  be  regarded  from  the  social  point  of  view,  even  though  the  word- 
ing at  first  si^t  seems  rather  to  suggest  the  individual  point  of  view. 
Rkaido  says.  Principles  of  Political  Economy^  Ch.  rv. :— "  Capital  is 
that  part  of  the  wealth  of  a  country  which  is  employed  in  production 
and  ooosists  of  food,  clothing,  tools,  raw  materials,  machineiy,  etc. 
Deceasaiy  to  give  effect  to  labour."  Malthus  in  his  Definitions  in  Poli- 
Hoal  Eixmomy  says : — *'  Capital  is  that  portion  of  the  stock  of  a  country 
wfaidi  is  kept  or  employed  with  a  view  to  profit  in  the  production  and 
diBftribation  of  wealth.'*  Senior  says : — "Capital  is  an  article  of  wealth, 
the  lesiilt  of  human  exertion,  employed  in  the  production  or  distri- 
batioD  of  wealth.**  John  Stuart  Mill  says  : — "  What  capital  does  for 
production,  is  to  afford  the  shelter,  protection,  tools  and  materials 
vhich  the  work  requires,  and  to  feed  and  otherwise  maintain  the 
Itboorars  during  the  process.  Whatever  things  are  destined  for  this 
086  are  capitaL"  Or  to  use  his  own  summary : — "Capital  is  wealth 
devoted  to  reproductive  employment" 

Baa  seems  to  have  been  the  first  to  dwell  on  the  distinction  between 
social  and  individual  capital ;  but  he  defines  capital  from  both  points 
of  Tiew,  as  ^the  means  of  winning  a  livelihood"  {JBrwerbsmiitet),  Again 
Roseher  says :  ^Capital  we  call  eveiy  product  laid  by  for  piu*poees  of 
Anther  inrodaction.''  Wagner  says : — ^that  in  regarding  capital  we  must 
distingmsh  between  the  pure  economic  and  the  historic-juristic  (^6- 
Kkiehili^^nchUieh)  standpoints.  From  the  former  point  of  view  it  is  a 
prorision  of  means  of  production  {Productionsmittd-  VorrcUh),  From 
t  nooDd  point  of  view  it  is  r^arded  as  that  part  of  the  possessions  of 
so  individual  which  are  used  by  him  as  a  means  of  obtaining  a  liveli- 
hood {ErwerbamitteC).  From  this  point  of  view  we  count  in  the  free 
gifts  of  natore  which  have  become  private  property,  but  not  from  the 
fivmer  point  ci  view.  Kleinwiichter  in  Sch5nberg*s  Handfmch  remarks 
with  much  truth  that  this  definition  puts  prominently  forward,  and 
with  the  meet  pregnant  brevity,  that  which  is  common  to  all  this  group 
d  definitions  Somewhat  to  a  similar  effect  Sidgwick  defines  Social 
capital  as  **  Wealth  employed  to  bring  a  surplus  or  profit  not  to  the 
individoal  owner  only  but  to  the  industrial  oommimity  of  which  he  is  a 
member,"  while  he  holds  that  '^Individual's  Capital  is  wealth  employed 
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BOOK  n.  ^oi*  profit"  B5hm-Bawerk  (Oeichiehte  der  CapUalnni'Thearien)  defineB 
OH.  lY.  capital  as  '*  A  complex  of  means  of  obtainmg  a  liveUhood  made  by  man ; 
that  is,  a  complex  of  goods  which  had  their  origin  in  a  previous  proceBs 
of  production  and  are  destined  not  for  immediate  consumption  for  the 
sake  of  enjoyment  (GenutshmsunUian)  but  the  acquisition  (Enoerbung) 
of  more  goods."  The  history  of  the  above  definitions  seems  to  show  & 
distinct  tendency  in  the  direction  of  those  which  have  been  adopted  as 
the  standard  definitions  in  the  text;  and  an  attempt  is  made  there  to 
carry  this  movement  further  in  the  direction  of  diBtinguishing  the  ooq- 
stunption  which  is  necessary  for  efi&ciency  on  the  part  of  the  workers  of 
all  grades,  from  that  which  is  not  thus  necessary. 

Some  writers  extend  the  limits  of  capital  so  as  to  include  not  only  all 
things  which  are  destined  to  promote  production,  but  all  things  whidi 
are  capable  of  being  so  used.  Thus  for  instance  they  include  all  the 
stock  of  grain  in  a  country  without  inquiring  whether  it  is  to  be  used 
in  feeding  people  who  work  or  people  who  live  idly  ;  whether  in  feeding 
cart-horses  or  race-horses.  In  short  they  include  what  is  potentiallj 
capital  according  to  our  definition  as  well  as  what  is  actually  ci^itaL 

Some  go  even  further ;  and  laying  stress  almost  exclusively  oo  the 
notion  of  "  prospectiveness "  include  under  capital  all  external  goodi 
which  are  made  by  man  and  '*  saved  "  to  become  the  sources  of  future 
enjoyment  Thus  nearly  all  the  earlier  French  Economists  have  fol- 
lowed in  the  lines  laid  down  by  the  Physiocrats  before  Adam  Smith 
wrote,  and  used  the  term  ^  capital "  very  much  in  the  sense  in  which  be 
and  his  immediate  followers  used  the  word  ''stock,"  to  include  aD 
accumulated  wealth  (valeurs  accwmulM) ;  tie.  all  the  result  of  the 
excess  of  production  over  consumption.  And  although  in  recent  yean 
they  have  shown  a  decided  tendency  to  use  the  term  in  the  nairower 
English  sense,  there  is  at  the  same  time  a  considerable  movement  oo 
the  part  of  some  of  the  profoundest  thinkers  in  Germany  and  En^aod 
in  the  direction  of  the  older  and  broader  French  definition.  The 
Physiocrats  were  undoubtedly  led  in  this  direction  by  their  bias  towards 
mathematical  habits  of  thought ;  because  it  is  possible  to  represrait  by 
a  clear-cut  mathematical  formula  the  elements  of  past  labours  ttiat 
were  devoted  to  providing  for  the  needs  of  the  future,  each  multiplied 
by  compound  interest  for  the  time  during  which  its  fruits  were  in  abey- 
ance. This  formula  has  great  attractions,  but  it  does  not  correspond 
closely  to  the  conditions  of  real  life.  For  instance  it  takes  no  aooount 
of  the  different  rates  of  depreciation  of  dififerent  products  of  past  labour, 
according  as  the  piurposes  for  which  they  were  originally  intended  bape 
retained  their  ground,  or  have  become  obsolete.  And  when  coriectioiis 
of  this  class  are  introduced  the  formula  loses  its  one  great  merit  of 
simplicity  combined  with  exactness. 

It  was  probably  Hermann's  mathematical  bias  that  inclined  him  to 
say  {Staatwnrthschaftliche  UrUerntchungenf  Ch&  m.  and  v.),  that  capital 
consists  of  goods  ''  which  are  a  lasting  source  of  satisfiftction  that  has 
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exchange  yalne."  Those  which  give  the  satisfaction  directly  and  book  ii. 
without  changing  their  form  are  consumption-capital  {NtUz-KapitoE),  oh.  it. 
and  indude  such  things  as  furniture  and  clothing.  He  classes  under 
the  head  of  **  production  capital "  nearly  all  those  things  which  most 
English  writers  regard  as  constituting  the  whole  of  capital  But  he 
indudes  tree  gifts  of  nature  under  each  of  his  heads.  Again,  the 
same  mathonatical  bias  has  led  Jevons  to  a  very  similar  conclusion 
(see  in  particular  his  <^  Quantitative  Notions  concerning  Capital,"  and 
his  aigument  that  ^  Articles  in  the  consumer's  hands  are  capitfJ,"  in 
Ch.  vn.  of  his  Thoory  of  PoUtioal  Economy),  Knies  and  Cohn  have 
adopted  definitions  not  very  dissimilar  from  Hermann's. 

The  American  Astronomer,  Newcomb  {PrvncipUs  of  PoliHoal  Eoo- 
n(w^,Book  IL  Ch.  v.),  defines  capital  as  '<  wealth  desired  not  for  its  own 
sake,  but  for  the  sake  of  the  Sustenance  [Le.  Consumption- wealth]  which 
it  will  enaUe  us  to  produce,"  and  proposes  that  we  should  debit  a  person 
who  Hves  in  a  hired  house  with  negative  capital  to  the  amount  of  the 
value  of  that  house.  He  thus  carries  out  to  its  logical  condusion  a 
proposal  that  has  often  been  made  (as  for  instance  by  Mr  Macleod)  with 
ngard  to  the  loan  of  capital  His  plan  simplifies  the  relation  in  which 
social  capital  stands  to  individual  capital ;  and  it  avoids  the  common 
difScolty  of  having  to  say  that  when  a  boat  builder  hires  his  carriage 
from  a  carriage  builder,  who  meanwhile  hires  his  yacht  from  the  boat 
baOder,  the  capital  of  each  would  be  diminished  if  each  were  to  buy 
the  thing  that  he  has  been  hiring.  But  his  plan  still  &ils  to  exhibit 
dearly  Uie  increased  provision  for  the  filture  which  is  made  when  a 
dniahle  stone  house  is  substituted  for  a  perishable  wooden  one,  which 
gave  for  the  time  equal  acconmiodation. 

This  divergence  as  to  the  use  of  the  term  capital  is  due,  as  has  been 
ftb^ady  remarked,  to  the  isct  that  economists  may  not  venture  to 
inrent  for  themselves  a  technical  terminology  independent  of  the 
ordinaiy  language  of  business.  Thinkers  who  are  agreed  on  all  sub- 
stantial points,  continue  to  differ  as  to  what  is  the  least  injurious 
QK&od  of  effecting  a  compromise  between  scientific  consistency  and 
popular  usage ;  and  as  to  what  arrangement  of  the  few  tenns  at  their 
iiisposal  will  best  eke  out  their  resources.  The  diveigence  has  been  a 
great  stumbling-block  to  many  readers  of  economics ;  so  great  a  varia- 
tioQ  in  the  use  of  so  prominent  a  term  appears  necessarily  to  land  the 
aoence  in  confusion.  But  in  feet  the  difiiculty  is  much  less  serious 
than  it  seems  at  first  sight 

For  whether  a  writer  takes  a  broader  or  a  narrower  view  of  capital, 
he  finds  that  the  various  elements  of  which  it  is  composed  differ  more 
or  less  firom  one  another  in  the  way  in  which  they  enter  into  the 
difoent  problems  with  which  he  has  successivdy  to  deal  He  is  com- 
pelled tiierefore  to  supplement  his  standard  definition  by  an  explanation 
of  the  bearing  of  each  several  element  of  capital  on  the  point  at  issua 
These  special  analyses  are  substantially  the  same  in  the  works  of  all 
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BOOK  u.  careful  writers  on  economics,  however  divei^gent  may  be  their  standaid 
OB.  IV.  definitions  of  capital ;  the  reader  is  thus  brought  to  very  much  the 
same  conclusion  by  whatever  route  he  travels  ;  though  it  may  some- 
times require  a  little  trouble  to  discern  the  unity  in  substance,  nnder- 
lying  the  differences  in  the  words,  which  are  used  by  diffiarsnt  schools 
of  economists  to  express  their  doctrines  relating  to  capital. 

For  instance,  whatever  definition  of  capital  we  take,  it  will  be  found 
to  be  true  that  a  general  increase  of  capital  augments  the  dmnaiMl  for 
labour  and  raises  wages  :  and  whatever  definition  we  take  it  is  not  true 
that  all  kinds  of  capital  act  with  equal  force  in  this  direction,  or  that  it 
is  possible  to  say  how  great  an  effect  any  given  increase  in  the  toUl 
amount  of  capital  will  have  in  raising  wages,  without  specially  inquiring 
as  to  the  particular  form  which  the  increase  has  taken.  This  inquiry 
is  the  really  important  part  of  the  work :  it  has  to  be  made  in  veiy 
much  the  same  manner  and  it  comes  to  the  same  result,  whatever  be 
the  definition  of  capital  with  which  we  have  started.  Similar  remarks 
apidy  to  the  investigation  of  the  causes  which  determine  the  rale  of 
interest. 

Adam  Smith's  distinctiim  between  Fixed  and  Circulating  capital 
turned  on  the  question  whether  the  goods  ^  yield  a  profit  without 
changing  masters"  or  not.  Ricardo  made  it  turn  on  whether  they  are 
*'of  slow  consumption  or  require  to  be  frequently  reproduced;"  but 
he  truly  remarks  that  this  is  "a  division,  not  essential  and  in  whidi 
the  line  of  demarcation  cannot  be  accurately  drawn."  Mill's  modifi- 
cation  of  Ricardo's  definitions  of  these  terms  is  generally  accepted  by 
modem  economists. 

With  slight  variation  in  phraseology  productive  capital  is  divided  by 
almost  all  economists  of  every  country  into  the  raw  matoial,  the 
implements  of  production  and  the  sustenance  of  productive  labourers. 
The  plan  of  including  the  skill  and  ability  of  human  beings  under  the 
head  of  capital  which  was  adopted  by  Adam  Smith,  has  been  nearly 
universal  in  France,  and  is  now  very  common  in  all  countries. 

Karl  Marx  and  his  followers  lay  down  the  doctrine  that  only  that 
is  capital,  which  is  a  means  of  production  owned  by  one  person  (or 
group  of  persons)  and  used  to  produce  things  for  the  benefit  of  another, 
generally  by  means  of  the  hired  labour  of  a  third  ;  in  such  wise  that 
the  first  has  the  opportunity  of  plundering  or  exploiting  the  otheana. 
This  arbitrary  doctrine  leads,  though  by  a  different  route,  very  neariy  to 
the  same  result  as  is  reached  by  those,  who  neglect  all  values  that  do 
not  take  a  direct  money  form,  and  limit  capital  to  what  has  been  called 
Trade-capital  in  the  text.  Mr  Henry  (George,  though  not  in  general 
agreement  with  Marx,  seems  to  have  been  unconsciously  influenced  by 
Marx's  followers  on  this  point ;  and  an  astonishing  number  of  readers 
both  in  America  and  England  have  thought  that  he  has  overthrown  a 
fundamental  doctrine  of  economic  science,  when  really  he  has  only 
misunderstood  what,  when  rightly  interpreted,  is  a  truism.    He  objects 
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{Progrtti  ctnd  Poverty ^  Book  L  Ch.  n.)  to  the  plan  followed  by  Mill  of  book  n. 
dedarmg  tboee  things  only  to  be  capital  which  are  destined  to  sup-  ch.  iy. 
port  and  aid  productive  labour.  He  says  that  "by  remitting  the 
distinction  to  the  mind  of  the  capitalist,"  Mill  makes  it  "  so  vague  that 
no  power  short  of  omniscience  could  tell  in  any  given  country  at  any 
given  time  what  was  and  what  was  not  capital"  And  then,  with  a 
strange  inconsistency,  Mr  Geoirge  goes  on  to  give  his  own  definition 
thus : — "  If  the  articles  of  actual  wealth  existing  at  any  time  in  a  given 
community  were  presented  in  situ  to  a  dozen  intelligent  men  who  had 
never  read  a  line  of  political  economy,  it  is  doubtful  if  they  would 
differ  in  respect  to  a  single  item  as  to  whether  it  should  be  accounted 
capital  or  not.  Money  which  its  owner  holds  for  use  in  business  or 
in  speculation  would  be  accounted  capital ;  money  set  aside  for  house- 
hold or  personal  expenses  would  not.  That  part  of  a  farmer's  crop  held 
for  sale  or  for  seed,  or  to  feed  his  help  in  part  payment  of  wages, 
would  be  accounted  capital ;  that  held  for  the  use  of  his  own  family 
would  not  be."  Thus  in  his  own  definition  Mr  George  assumes  that 
any  intelligent  man  will  be  able  to  re^  a  distinction  that  is  remitted 
to  the  mind  of  the  capitalist :  he  assumes  this  not  only  in  the  case 
of  com  which  the  farmer  destines  to  be  eaten  by  his  help  and  not  by 
himself^  but  also  in  the  case  of  that  impalpable  thing,  his  money, 
existing  perhaps  only  in  the  books  of  his  banker,  which  the  farmer 
destines  to  be  used  in  his  business  and  not  for  household  expenses. 
Mr  George  then  applies  his  definition  in  an  attack  on  Mill's  doctrine 
that "  Industry  is  limited  by  Capital."  That  was  an  awkward  and  un- 
fcrtonate  sentence  which  we  shall  have  to  consider  later  on ;  but  mean- 
while it  is  enough  to  observe  that  Mr  George's  criticisms  of  it  lose  their 
htot  if  we  remember  that  it  is  deliberately  based  on  a  definition  which 
indudes  under  the  head  of  capital,  the  food  of  the  farmer  and  of  his 
iaboorers,  even  though  it  be  already  in  their  own  possession. 
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CHAPTER  V. 

INCOME. 

BOOK  II.         §  1.    The  terms  Wealth  and  Income  are  closely  connect- 
^'^'     ed.    The  former,  in  our  standard  use  of  it,  includes  all  stores 

Oro08  of  Material  Exchangeable  Goods,  and  all  such  business  coa- 
nections  as  are  a  direct  means  of  obtaining  Material  Qoods. 
And  in  our  standard  use  the  term  Gboss  Income  may  accord- 
ingly be  defined  as  that  stream  of  Economic  Gk)ods,  which 
flows  in  (or  comes-in)  during  a  certain  time,  of  (i)  new 
elements  of  Wealth,  (ii)  benefits  derived  firom  the  use  of 
Wealth,  and  (iii)  such  passing  enjoyments  as  from  their 
fleeting  nature  cannot  be  included  in  the  stock  of  wealth,  but 
yet  have  a  market  value  or  are  commonly  acquired  by  money 
payments. 

This  statement  however  requires  some  explanation.  The 
first  point  to  remark  is  that,  if  a  person  is  engaged  in  busi- 
ness, he  is  sure  to  have  to  incur  certain  outgoings  for  raw 
material,  the  hire  of  labour  &c.    And,  in  that  case,  his  true  or 

Net  Net  Incobie  is  found  by  deducting  from  his  gross  income 

"  the  outgoings  that  belong  to  its  production*." 

The  next  point  is  to  consider  the  relation  in  which  this 
broad  use  of  the  term  income  stands  to  the  narrower  uses 
which  are  common  in  practical  life.  Just  as  a  man's  capital 
is  often  regarded  as  consisting  only  of  those  more  prominent 
parts  of  it,  by  which  he  earns  an  income  in  the  form  of 
money  (and  which  we  have  called  his  Trade-capital),  so  for 
some  of  the  practical  purposes  of  life  it  is  customaiy  to  oon- 

Money  sider  only  his  MONET  income  ;  that  is,  those  elements  of  his 
total  real  income  which  come  to  him  in  the  form  of  money. 

1  See  a  report  of  a  Committee  of  the  British  Assooiatioii,  1878. 
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To  these  are  however  generally  added  those  elements  which   book  n. 
he  can  easily  convert  into  money,  or  which  save  him  some     ^'^' 
pecuniary  expense;  for  instance,  if  a  man  lives  in  his  own 
house,  or  fiEums  his  own  land,  the  estimated  rent  of  the  house 
or  of  the  £Bum  is  ordinarily  reckoned  as  part  of  his  income. 

But  no  account  is  commonly  taken  of  the  benefit  he  Elements 
derives  from  the  use  of  his  furniture ;  so  that  if  he  had  been  income 
in  the  habit  of  hiring  a  piano,  and  determined  to  sell  a  rail-  JJ^^f^ 
way  share  and  buy  the  piano  instead  of  hiring  it,  his  money  |^^e  i^ 
income  would  be  diminished  by  the  dividend  from  the  share,  are  in  some 
although  it  is  probable  that  his  total  real  income  would  be  b^^orer- 
increased  by  the  change.  looked. 

Again,  anything  which  a  person  does  for  which  he  is  paid 
directly  or  indirectly  in  money,  helps  to  swell  his  money 
income,  while  no  services  that  he  performs  for  himself  are 
reckoned  as  adding  to  his  nominal  income,  though  they  may 
be  a  very  important  part  of  his  total  real  economic  income  if 
they  are  of  a  kind  which  people  commonly  pay  for  having 
done  for  them.  Thus  a  woman  who  mcJces  her  own  clothes 
or  a  man  who  digs  in  his  own  garden  or  repairs  bis  own 
house,  is  earning  income  just  as  would  the  dressmaker,  gar- 
dener or  carpenter  who  might  be  hired  to  do  the  work. 

It  would  be  a  great  convenience  if  there  were  two  words 
available :  one  to  represent  a  person's  total  income  and  another 
his  money  income,  ie.  that  part  of  his  total  income  which 
comes  to  him  in  the  form  of  money.  For  scientific  purposes 
it  would  be  best  that  the  word  income  when  occurring  alone 
should  always  mean  total  real  income.  But  as  this  plan  is 
inconsistent  with  general  usage  we  must,  whenever  there  is 
any  danger  of  misunderstanding,  say  distinctly  whether  the 
term  is  to  be  taken  in  its  narrower  or  its  broader  use. 

§  2.    In  this  connection  we  may  introduce  a  term  of  Pro- 
which  we  shall  have  to  make  fi^uent  use  hereafter.    The  definition 
need  for  it  arises  fix)m  the  fact  that  every  occupation  involves  ^^J^l^ 
other  disadvantages  besides  the  fatigue  of  the  work  required 
in  it,  and  every  occupation  offers  other  advantages  besides 
the  receipt  of  money  wages.    The  true  reward  which  an 
occupation  offers  to  labour  has  to  be  calculated  by  deducting 
the  money  value  of  all  its  disadvantages  fix>m  that  of  all  its 

Digitized  by  VjOOQ  IC 


136  INOOBIE. 

BOOK  n.  advantages ;  and  we  may  describe  this  true  reward  as  the 

^  ^*    Net  Advantages  of  the  occupation. 

Usance  of         Another  convenient  term  is  the  Usance  of  Wealth.   It 

con^       consists  of  the  benefits  which  a  person  derives  from  the  owner- 

wSert^  ship  of  wealth  whether  he  uses  it  as  capital  or  not.    Thus  it 

oapiuL      includes  the  benefits  which  he  gets  from  the  use  of  his  own 

piano,  equally  with  those  which  a  piano  dealer  would  win  by 

letting  out  a  piano  on  hire.     Thus  it  includes,  as  a  special 

case,  the  money  income  which  is  derived  from  capital.    This 

income  is  most  easily  measured  when  it  takes  the  form  of 

a  payment  made  by  a  borrower  for  the  use  of  a  loan  for,  say, 

a  year ;  it  is  then  expressed  as  the  ratio  which  that  paym^t 

bears  to  the  loan,  and  is  called  interest. 

This  is  one  of  a  group  of  notions  a  careAil  study  of  which 
constitutes  a  considerable  part  of  the  work  that  lies  before  us 
in  the  present  volume,  but  of  which  provisional  definitions 
may  conveniently  be  introduced  here. 
Profits,  When  a  man  is  engaged  in  business,  his  profits  for  the 

year  are  the  excess  of  his  receipts  from  his  business  during 
the  year  over  his  outlay  for  his  business ;  the  difference  be- 
tween the  value  of  his  stock  and  plant  at  the  end  and  at  the 
beginning  of  the  year  being  taken  as  part  of  his  receipts  or 
as  part  of  his  outlay,  according  as  there  has  been  an  increase 
or  decrease  of  value.  What  remains  of  his  profits  after  de- 
ducting interest  on  his  capital  at  the  current  rate  may  be 

Earnings     called  his  EARNINGS  OF  UNDERTAKING  or  BCANAGEMLENT. 

wcitf,**"**^        The  income  derived  from  the  ownership  of  land  and  other 
and  Bent,    fr^  gifts  of  nature  i^jcommonly^Ued  rent;  and  the  term 
iSTBometimelgstretched,  so  as  to  include  the  income  derived 
from  houses  and  other  things  the  supply  of  which  isjinjftec^ 
and  cannot  quickly  be  increased.^"*  *^  "^^^^^  ^'^'^  Jp*^***^! 

Social  §  3.    Social  Income  may  be  estimated  by  adding  together 

the  incomes  of  the  individuals  in  the  society  in  question, 
whether  it  be  a  nation  or  any  other  larger  or  smaller  group 
of  persona  But  to  reckon  it  directly  is  for  most  purposes 
simplest  and  best.  Everything  that  is  produced  in  the  course 
of  a  year,  every  service  rendered,  every  fresh  utility  brought 
about  is  a  part  of  the  national  income. 

Thus  it  includes  the  benefit  derived  from  the  advice  of  a 
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physician,  the  pleasure  got  fix)m  hearing  a  professional  singer,   book  n. 
imd  the  enjoyment  of  all  other  services  which  one  person     ^^* 
may  be  hired  to  perform  for  another.  It  includes  the  services  ^^^** 
rendered  not  only  by  the  omnibus  driver,  but  also  by  the  inoome 
coachman  who  drives  a  private  carriage.     It  includes  thedAiig^<rf^ 
services  of  the  domestic  servant  who  makes  or  mends  or^^|^ 
cleans  a  caipet  or  a  dress,  as  well  as  the  results  of  the  work 
of  the  upholsterer,  the  milliner,  and  the  dyer. 

We  must  however  be  careful  not  to  count  the  same  thing 
twice.  If  we  have  counted  a  carpet  at  its  full  value,  we  have 
already  counted  the  values  of  the  yam  and  the  labour  that 
were  used  in  making  it;  and  these  must  not  be  counted 
again.  But  if  the  carpet  is  cleaned  by  domestic  servants  or 
at  steam  scouring  works,  the  value  of  the  labour  spent  in 
deaning  it  must  be  counted  in  separately ;  for  otherwise  the 
results  of  this  labour  would  be  altogether  omitted  from  the 
inventory  of  those  newly-produced  commodities  and  con- 
T^enoes  which  constitute  the  real  income  of  the  country. 

Again,  suppose  a  landowner  with  an  annual  income  of 
£10,000  hires  a  private  secretary  at  a  salary  of  £500,  who 
hires  a  servant  at  wages  of  £50.  It  may  seem  that  if  the 
incomes  of  all  these  three  persons  are  counted  in  as  part  of 
the  net  income  of  the  country,  some  of  it  will  be  counted 
twice  over,  and  some  three  timea  But  this  is  not  the  casa 
The  landlord  transfers  to  his  secretary,  in  return  for  his 
assistance,  part  of  the  purchasing  power  derived  from  the 
jrafaice  of  land;  and  the  secretary  again  transfers  part  of 
this  to  his  servant  in  return  for  his  assistance.  The  &rm 
produce  the  value  of  which  goes  as  rent  to  the  landlord,  the 
assistance  which  the  landlord  derives  from  the  work  of  the 
secretary,  and  that  which  the  secretary  derives  from  the  work 
of  the  servant  are  independent  parts  of  the  real  net  income 
of  the  country ;  and  therefore  the  £10,000  and  the  £500 
and  the  £50  which  are  their  money  measures,  must  all  be 
eoonted  in  when  we  are  estimating  the  income  of  the 
country*. 

1  Bat  if  the  landlord  makes  an  allowance  of  £500  a  year  to  his  son,  that  most 
Dot  be  counted  as  an  independent  income ;  becaose  no  services  are  rendered  for  it. 
And  it  would  not  be  aaocssod  to  the  Income-tax. 
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BOOK  n.         §  4    The  money  income  of  a  nation  gives  a  measure 
^^^'    of  its  economic  prosperity,  which,  imtrustworthy  as  it  is, 
National     ig  yet  in  some  respects  better  than  that  afforded  by  the 
better  mea-  money  value  of  its  wealth. 

general  I'or  income  consists  chiefly  of  commodities  in  a  form  to 

^^^  give  pleasure  directly;  while  the  greater  part  of  national  wealth 
^^"^  consists  of  the  means  of  production,  which  are  of  service  to 
wealth.  the  nation  only  in  so  far  as  they  contribute  to  producing  com- 
modities ready  for  consumption.  And  further,  though  this 
is  a  minor  point,  consumable  commodities,  being  more  port- 
able, have  more  nearly  uniform  prices  all  the  world  over 
them  the  things  used  in  producing  them :  the  prices  of  an 
acre  of  good  land  in  Manitoba  and  Kent  differ  more  than 
those  of  a  bushel  of  wheat  in  the  two  placea 

But  if  we  look  chiefly  at  the  income  of  a  country  we  must 
allow  for  the  depreciation  of  the  sources  from  which  it  is 
derived.  More  must  be  deducted  from  the  income  derived 
fix>m  a  house  if  it  is  made  of  wood,  than  if  it  is  made  of  stone; 
a  stone  house  counts  for  more  towards  the  real  richness  of 
a  country  than  a  wooden  house  which  gives  equally  good 
accommodation.  Again,  a  mine  which  yields  for  a  time  a 
large  income,  but  will  be  exhausted  in  a  few  years,  must  be 
counted  as  equivalent  to  a  field,  or  a  fishery,  which  yields 
a  much  smaller  annual  income  but  will  peld  that  income 
permanently\ 

1  AU  eetimatee  of  a  nation's  richness  based  on  a  mere  money  measme  are 
necessarily  misleading,  chiefly  for  the  reasons  which  hare  been  indicated  in 
the  chapter  on  wealth  and  the  present  chapter.  Bat  since  they  are  freqnendj 
made,  it  may  be  well  to  point  ont  that  eyen  if  we  agree  for  any  special  pmpon 
to  regard  the  richness  of  a  nation  as  represented  by  its  money  inccme  the 
question  which  of  two  nations  is  richer  than  another  is  still  ambiguous.  Is  the 
richness  of  a  nation  to  be  measured  by  the  aggregate  money  inoome  of  its  inbab> 
itants  or  by  their  average  income  ?  If  the  former,  India  is  richer  than  HoQiod; 
if  the.  latter,  Holland  is  far  richer  than  India.  The  latter  is  gen€nlly  the  more 
important  measure  for  the  porpoees  of  the  student  of  social  science,  the  fonner  for 
those  of  the  diplomatist.  If,  however,  we  are  considering  a  nation's  poww  of 
bearing  a  long-continued  financial  strain  of  war,  we  may  measure  its  richness 
roughly  by  the  excess  of  the  sum  total  of  the  incomes  of  its  inhabitants  over 
what  is  required  to  supply  them  with  the  necessaries  of  life.  A  rough  notion  of 
the  economic  strength  of  a  nation,  for  the  purpose  of  comparison  with  that  d 
others,  may  be  got  by  multiplying  the  aggregate  income  of  its  inhabitants  by  their 
average  income. 
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CHAPTER  I. 

INTRODUCTORY. 

§  1.    The  older  definitions  of  economics  described  it  as  book  m. 
the  science  which  is  concerned  with  the  Production,  the  Dis-        * 
tribution,  the  Exchange,  and  the  Consumption  of  Wealth.  J^  ^' 
Later  experience  has  shown  that  the  problems  of  Distribu-  which  the 
tion  and  Exchange  are  so  closely  connected,  that  it  is  doubt-  ^oc^ 
fal  whether  anything  is  to  be  gained  by  the  attempt  to  keep  ^re-  ^ 
them  separate.    There  is  however  a  good  deal  of  general  JJ^^®'  ^ 
reasoning  with  regard  to  the  relation  of  Demand  and  Supply  Vdmne. 
which  is  required  as  a  basis  for  the  practical  problems  of 
Value,  and  which  acts  as  an  underljring  backbone  giving 
unity  and  consistency  to  the  main  body  of  economic  reason- 
ing.   Its  very  breadth  and  generality  mark  it  off  firom  the 
more  concrete  problems  of  Distribution  and  Exchange  to 
whidi  it  is  subservient ;  and  therefore  it  is  put  together  in  a 
separate  Book  on  ''The  General  Theory  of  Demand  and 
Supply"  which  (together  with  a  supplementary  discussion  of 
KHue  points  of  difficulty  in  the  relation  of  Cost  of  Production 
to  Value)  prepare  the  way  for  "  Distribution  and  Exchange, 
or  Value."     But  first  of  aU  come  "  Demand  or  Consumption," 
ie.  the  Theory  of  Wants;  and  "Production  or  Supply,"  ie. 
the  Theory  of  the  Efforts  and  Sacrifices  devoted  to  the 
aatisfiM^ion  of  Wants. 

The  latter  of  these  two  Books  corresponds  in  general 
character  to  that  discussion  of  Production  to  which  a  large 
place  has  been  given  in  nearly  all  English  treatises  on  general 
economics  during  the  last  two  generations ;  although  its  rela- 
tion to  the  problems  of  Demand  and  Supply  has  not  been 
made  sufficiently  clear. 
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BOOK  m.         §  2.    But  until  recently  the  subject  of  Demand  or  Con- 
^'^     sumption  haa  been  somewhat  neglected\    For  important  as 
'^^^  mUe  is  the  inquiry  how  to  turn  our  resources  to  the  best  account, 
has  been     it  is  not  One  which  lends  itself,  so  £sur  as  the  expenditure  of 
^ay  to"  private  individuals  is  concerned,  to  the  methods  of  economics. 
S  Demand  ^®  common  sense  of  a  person  who  has  had  a  large  experience 
ojf  Con-      of  life  will  give  him  more  guidance  in  such  a  matter  than  he 
can  gain  from  subtle  economic  analyses ;  and  imtil  recently 
Bat  several  economists  Said  little  on  the  subject,  because  they  really  had 
nowteSg.  Dot  much  to  say  that  was  not  the  common  property  of  all 
^lato**^  sensible  people.    But  recently  several  causes  have  combined 
promin.      to  give  the  subject  a  greater  prominence  in  economic  dis- 
cussions. 
The  first  The  first  of  these  is  the  growing  belief  that  harm  was 

done  by  Ricardo's  habit  of  laying  disproportionate  stress  on 
the  side  of  cost  of  production,  when  analysing  fche  causes  that 
determine  exchange  value.  For  although  he  and  his  chief 
followers  were  aware  that  the  conditions  of  demand  played  as 
important  a  part  as  those  of  supply  in  determining  value,  yet 
they  did  not  express  their  meaning  with  sufficient  clearness, 
and  they  have  been  misunderstood  by  all  but  the  most  carefol 
readers. 
The  second  Secondly,  the  growth  of  exact  habits  of  thought  in  eoo- 
^°"*  nomics  is  making  people  more  careful  to  state  distinctly  the 
premises  on  which  they  reason.  This  increased  care  is  partiy 
due  to  the  application  by  some  writers  of  mathematical  lan- 
guage and  mathematical  habits  of  thought.  It  is  indeed 
doubtful  whether  much  has  been  gained  by  the  use  of  com- 
plex mathematical  formulse.  But  the  application  of  mathe- 
matical habits  of  thought  has  been  of  great  service ;  for  it 
has  led  people  to  refuse  to  consider  a  problem  until  they  are 
quite  sure  what  the  problem  is;  and  to  insist  on  knowing 
what  is,  and  what  is  not  intended  to  be  assumed,  before  pro- 
ceeding further.  This  has  in  its  turn  compelled  a  more  careful 
analjrsis  of  all  the  leading  conceptions  of  economics,  and 
especially  of  demand ;  for  the  mere  attempt  to  state  clearly 

1  James  Mill  indeed  called  a  large  part  of  his  "Elements  of  PolitioalEcoooiny'* 
by  the  title  "  Ck>n8amption/*  but  it  is  really  oocapied  almost  exchuriTely  with  an 
inquiry  into  the  principles  of  Taxation. 
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how  the  demand  for  a  thing  is  to  be  measured  opens  up  new  book  m. 
aspects  of  the  main  problems  of  economics.    And  though  the     ^•'' 
theory  of  demand  is  yet  in  its  in&ncy,  we  can  abeady  see 
that  it  may  be  possible  to  collect  and  arrange  statistics  of 
coDsamption  in  such  a  way  as  to  throw  light  on  difficult 
questions  of  great  importance  to  public  well-being. 

Lastly,  the  spirit  of  the  age  induces  a  closer  attention  The  third 
to  the  question  whether  our  increasing  wealth  may  not  be  ^^'^^ 
made  to  go  further  than  it  does  in  promoting  the  general 
well-being;  and  this  again  compels  us  to  examine  how  £sur 
the  exchange  value  of  any  element  of  wealth,  whether  in 
collective  or  individual  use,  represents  accurately  the  addi- 
tion which  it  makes  to  happiness  and  well-being. 

We  will  begin  this  Book  with  a  short  study  of  the  variety  we  wui 
of  human  Wants,  considered  m  their  relation  to  human  J^^^ 
Efforts  and  Activities.     For  the  progressive  nature  of  man  is  J^J^^*" 
one  whole.     It  is  only  temporarily  and  provisionally  that  we  to  efforts, 
can  with  profit  isolate  for  study  the  economic  side  of  his  life; 
and  we  ought  to  be  careful  to  take  together  in  one  view  the 
whole  of  that  side.    There  is  a  special  need  to  insist  on  this 
just  now,  because  the  reaction  against  the  comparative  neg- 
lect of  the  Theoiy  of  Wants  by  Ricardo  and  his  followers 
shows  signs  of  being  carried  to  the  opposite  extreme,  and 
resulting  in  some  neglect  of  the  great  truth  on  which  they 
insisted  rightly,  though  too  exclusively,  that  while  Wants  are 
the  rulers  of  life  among  the  lower  animals,  it  is  to  changes 
in  the  forms  of  Efforts  and  Activities  that  we  must  turn 
when  in  search  for  the  keynotes  of  the  history  of  mankind. 
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WANTS  IN  RELATION  TO  ACTIVITIES. 

BO0E  m.        §  1-     Human  wants  and  desires  are  countless  in  number 

^^' "'     and  very  various  in  kind.     The  uncivilized  man  indeed  has 

The  wants  oot  many  more  than  the  brute  animal ;  but  every  step  in  his 

MTi^e  VG  progress  upwards  increases  the  variety  of  his  needs  together 

'**'  with  the  variety  in  his  methods  of  satisfjdng  them.    Thus 

though  the  brute  and  the  savage  alike  have  their  preferences 

far  choice  moi-sels,  neither  of  them  cares  much  for  variety 

hai  dvi^     for  its  ovm  eake.    As,  however,  man  rises  in  civilization,  as 

brings^      his  mind  becomes  developed,  and  even  his  animal  passions 

d^lhJVor    ^S^^   ^^  associate  themselves  with   mental  activities,  his 

vHtictj       wants  become  nipidly  more  subtle  and  more  various :  and  in 

lor  ita  OWIJ  i  n   ^^n      ^t         i  •  !•  1  i.  1^ 

nke.  the  minor  details  of  life  he  begins  to  desire  change  for  the 
sake  of  change,  long  before  he  has  consciously  escaped  fix)m 
the  yoke  of  custom.  The  first  great  step  in  this  direction 
comes  with  the  art  of  making  a  fire :  gradually  he  gets  to 
accustom  hinisetf  to  many  different  kinds  of  food  and  drink 
cooked  in  many  different  ways;  and  before  long  monotony 
begins  to  become  irksome  to  him,  and  he  finds  it  a  great 
hai-dship  when  accident  compels  him  to  live  for  a  long  time 
exclusively  on  one  or  two  kinds  of  food. 

Mftn*s  As  a  man's  riches  increase  his  food  and  drink  becomes 

c&pftcity 

for  food  more  various  and  costly;  but  his  appetite  is  limited  by 
but  '  nature,  and  when  his  expenditure  on  food  is  extravagant  it  is 
J^?|^^  more  often  t-o  gratify  the  desires  of  hospitality  and  display 
js  ^^"*  than  to  indulge  his  own  senses. 

diBtiiK^ion,  This  brings  us  to  remark  with  Senior  that  "  Strong  as  is 
f^hig  rtiT  ^^^  desire  for  variety,  it  is  weak  compared  with  the  desire 
liiitijustioji.  fof  distinction :  a  feeling  which  if  we  consider  its  universaUty, 
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and  its  constancy,  that  it  affects  all  men  and  at  all  times,   book  m. 
that  it  comes  with  ns  from  the  cradle  and  never  leaves  us     ^'  "' 
till  we  go  into  the  grave,  may  be  pronounced  to  be  the  most 
powerful  of  human  passions."    This  great  half-truth  is  well 
illustrated  by  a  comparison  of  the  desire  for  choice  and 
various  food  with  that  for  choice  and  various  dress. 

§  2.  That  need  for  dress  which  is  the  result  of  natural  it  is  a 
causes  varies  with  the  climate  and  the  season  of  year,  and  a  source  of 
little  with  the  nature  of  a  person's  occupations.  But  in  dress  for  ^^7 
conventional  wants  overshadow  those  which  are  natural.  ^^*- 
Thus  in  many  of  the  earlier  stages  of  civilization  the  sump- 
tnarj'  mandates  of  Law  and  Custom  have  rigidly  prescribed 
to  the  members  of  each  caste  or  industrial  grade,  the  style  and 
t!'.e  standard  of  expense  up  to  which  their  dress  'must  reach 
and  beyond  which  they  may  not  go ;  and  part  of  the  sub- 
stance of  these  mandates  remains  now,  though  subject  to 
rapid  change.  In  Scotland,  for  instance,  in  Adam  Smith's 
time  many  persons  were  allowed  by  custom  to  go  abroad 
without  shoes  and  stockings  who  may  not  do  so  now ;  and 
many  may  still  do  it  in  Scotland  who  might  not  in  England. 
Again,  in  Ekigland  now  a  well-to-do  labourer  is  expected  to 
appear  on  Sunday  in  a  black  coat  and,  in  some  places,  in  a 
silk  bat ;  though  these  would  have  subjected  him  to  ridicule 
bat  a  short  time  ago.  In  all  the  lower  ranks  of  life  there  is 
a  constant  increase  both  in  that  variety  and  expensiveness 
which  custom  requires  as  a  minimum,  and  in  that  which  it 
tolerates  as  a  maximum ;  and  the  efforts  to  obtain  distinc- 
tion by  dress  are  extending  themselves  throughout  the  lower 
grades  of  English  society. 

But  in  the  upper  grades,  though  the  dress  of  women  is 

still  various  and  costly,  that  of  men  is  simple  and  inexpensive 

as  compared  with  what  it  was  in  Europe  not  long  ago,  and  is 

to-day  in  the  East.     For  those  men   who  are  most  truly 

distinguished  on  their  own  account,  have  a  natural  dislike  to 

seem  to  claim  attention  by  their  dress ;  and  they  have  set 

the  feshion*. 

1  A  woman  may  display  wealth,  bnt  she  may  not  display  only  her  wealth,  by 
ber  dras;  or  else  she  defeats  her  ends.  She  most  also  suggest  some  distinction 
of  character  as  weU  as  of  wealth :  for  though  her  dress  may  owe  more  to  her  dress- 
maker than  to  herself,  yet  there  is  a  traditional  assumption  that,  being  less  busy 
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§  3.  House  room  satisfies  the  imperative  need  for  shelter 
from  the  weather :  but  that  need  plays  very  little  part  in  the 
effective  demand  for  house  roonL  For  though  a  small  but 
well-built  cabin  gives  excellent  shelter,  its  stifling  atmospha%, 
its  necessary  uncleanliness,  and  its  want  of  the  decencies  and 
the  quiet  of  life  are  great  evils.  It  is  not  so  much  that  thej 
cause  physical  discomfort  as  that  they  tend  to  stunt  the 
faculties,  and  limit  people's  higher  activities.  With  every 
increase  in  these  activities  the  demand  for  larger  house  room 
becomes  more  urgent  \ 

And  therefore  relatively  large  and  well  appointed  house 
room  is,  even  in  the  lowest  social  ranks,  at  once  a  "  necessary 
for  efficiency*,**  and  the  most  convenient  and  obvious  way  of 
advancing  a  material  claim  to  social  distinction.  And  even 
in  those  grades  in  which  everyone  has  house  room  sufficient 
for  the  higher  activities  of  himself  and  his  family,  a  yet 
further  and  almost  unlimited  increase  is  desired  as  a  requisite 
for  the  exercise  of  many  of  the  higher  social  activities. 

§  4.  It  is  again  the  desire  for  the  exercise  and  develop- 
ment of  activities,  spreading  through  every  rank  of  society, 
which  leads  not  only  to  the  pursuit  of  science,  literature  and 
art  for  their  own  sake,  but  to  the  rapidly  increasing  demand 
for  the  work  of  those  who  pursue  them  as  professions.  This 
is  one  of  the  most  marked  characteristics  of  our  age ;  and 
the  same  may  be  said  of  the  growing  desire  for  those  amuse- 
ments, such  as  athletic  games  and  travelling,  which  develop 
activities,  rather  than  indulge  any  sensuous  craving'. 


than  man  with  external  affairs,  she  can  give  more  time  to  taking  thought  as  to  bo* 
dress.  Even  under  the  sway  of  modern  fashions,  to  be  **well  dressed  ''—not 
"expensively  dressed*' — is  a  reasonable  minor  aim  for  those  who  desiie  to  t« 
distinguished  for  their  faculties  and  abilities ;  and  this  will  be  still  mcnre  tiie  case  if  I 
the  evil  dominion  of  the  wanton  vagaries  of  fashion  should  pass  away.  For 
to  arrange  costumes  beautiful  in  themselves,  various  and  well-adapted  to  their 
purposes  is  an  object  worthy  of  high  endeavour;  it  belongs  to  the  same  clasa, 
though  not  to  the  same  rank  in  that  class,  as  the  painting  of  a  good  picture. 

^  It  is  true  that  many  active  minded  working  men  prefer  cramped  lodging!  in 
a  town  to  a  roomy  cottage  in  the  country ;  but  that  is  because  they  have  a  smug 
taste  for  those  activities  for  which  a  country  life  offers  little  scope. 

>  See  Book  n.  ch.  m.  §  8. 

■  As  a  minor  point  it  may  be  noticed  that  those  drinks  which  stimulate  tb» 
mental  activities  are  largely  displacing  those  which  merely  gratify  the  saint- 
The  consumption  of  tea  is  increasing  very  ^t  while  that  of  alcohd  is  itifinnsTy : 
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For  indeed  the  desire  for  excellence  for  its  own  sake,  is  book  iu. 
almost  as  wide  in  its  range  as  the  lower  desire  for  distinction.     ^°*  "' 
As  that  graduates  down  from  the  ambition  of  those  who  may  Gradatioiis 
hope  that  their  names  will  be  in  men's  mouths  in  distant  desii^  for 
lands  and  in  distant  times,  to  the  hope  of  the  country  lass  «^<^«"<5®- 
that  the  new  ribbon  she  puts  on  for  Easter  may  not  pass 
unnoticed  by  her  neighbours ;  so  the  desire  for  excellence  for 
its  own  sake  graduates  down  from  that  of  a  Newton,  or  a 
Stradiyarius,  to  that  of  the  fisherman  who,  even  when  no  one 
is  looking  and  he  is  not  in  a  hurry,  delights  in  handling  his 
craft  well,  and  in  the  fact  that  she  is  well  built  and  responds 
promptly  to  his  guidance.     Desires  of  this  kind  exert  a 
great  influence  on  the  Supply  of  the  highest  faculties  and 
the  greatest  inventions;  and  they  are  not  unimportant  on 
the  side  of  Demand.    For  a  large  part  of  the  demand  for 
the  most  highly  skilled  professional  services  and  the  best 
wc^k  of  the  mechanical  artisan,  arises  from  the  delight  that 
people  have  in  the  training  of  their  own  fiwulties,  and  in 
exercising  them  by  aid  of  the  most  delicately  adjusted  and 
responsive  implements. 

Speaking  broadly  therefore,  although  it  is  man's  wants  in  a 
in  the  earliest  stages  of  his  development  that  give  rise  to  gStenew 
his  activities,  yet  afterwards  each  new  step  upwards  is  to  be  *?*»^*i«8 
regarded  rather  as  the  development  of  new  activities  giving  ^^  wej 
rise  to  new  wants,  than  that  of  new  wants  giving  rise  to  Wants, 
new  activities. 

We  see  this  clearly  if  we  look  away  from  healthy  con-  but  not 
diticms  of  life,  where  new  activities  are  constantly  being     ^ 
<le?eloped ;  and  watch  the  West  Indian  negro,  using  his  new 
freedom  and  wealth  not  to  get  the  means  of  satisfying  new 
wants,  but  in  idle  stagnation  that  is  not  rest ;  or  again  look  nuheaithj 
at  that  rapidly  lessening  part  of  the  English  working  classes,  ^  *** 
who  have  no  ambition  and  no  pride  or  delight  in  the  growth 
of  their  fsunilties  and  activities,  and  spend  on  drink  whatever 
sorplus  their  wages  afford  over  the  bare  necessaries  of  a 
squalid  life. 

It  is  not  true  therefore  that  "  the  Theory  of  Consumption 

and  thoe  is  in  aU  ranks  of  aoeiety  a  dfminiwhing  demand  for  the  grosser  and  more 
"wpwHately  stupefying  form  of  aloohoL 

10—2        ^  T 
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BOOK  ni.  is  the  scientific  basis  of  economics*."    For  much  that  is  of 

CH^.     Qi^Qf  interest  in  the  Science  of  Wants,  is  borrowed  firom  the 

^«       .  Science  of  Efforts  and  Activitiea    These  two  supplement 

Theory  of  .  ,         .      .  ,  .  ,  ,  ,   ^      -. 

Wantecan  one  another;  either  is  mcomplete  without  the  other.    But 

supremacy  if  either,  more  than  the  other,  may  claim  to  be  the  interpreter 

T^eory^of   ^^  *^®  history  of  man,  whether  on  the  economic  side  or 

Efforts,      any  other,  it  is  the  Science  of  Activities  and  not  that  of 

Wants ;  and  M°Culloch  indicated  their  true  relations  when, 

discussing  *'the  Progressive  Nature  of  Man',"  he  said : — "The 

gratification  of  a  want  or  a  desire  is  merely  a  step  to  some 

new  pursuit.     In  every  stage  of  his  progress  he  is  destined 

to  contrive  and  invent,   to  engage  in  new   undertakings; 

and,  when  these  are  accomplished  to  enter  with  firesh  energy 

upon  others." 

From  this  it  follows  that  such  a  discussion  of  Demand 
as  is  possible  at  this  stage  of  our  work,  must  be  confined 
to  an  elementary  anal}rsis  of  an  almost  purely  formal  kind. 
The  higher  study  of  Consumption  must  come  after,  and  not 
before,  the  main  body  of  economic  analysis;  and,  though 
it  may  have  its  beginning  within  the  proper  domain  of 
economics,  it  cannot  find  its  conclusions  there,  but  must 
extend  far  beyond*. 

X  This  doctrine  is  laid  down  by  Banfleld,  and  adopted  by  Jevons  as  the  key  of 
his  position.  It  is  nnfortnnate  that  here  as  elsewhere  Jerons'  delight  in  stating 
his  case  strongly  has  led  him  to  a  condnsion,  which  not  only  is  inaociirat«, 
bat  does  mischief  by  implying  that  the  older  economists  were  more  at  ftoU 
than  they  really  were.  Banfield  says  **  the  first  proposition  of  the  theory  of  oo&- 
smnption  is  that  the  satisfaction  of  every  lower  want  in  the  scale  creates  a  deare 
of  a  higher  character."  And  if  this  were  tme,  the  above  doctrine,  which  he  bases 
on  it,  wonld  be  tme  also.  Bat,  as  Jevons  points  oat  {Theory ^  2nd  Ed.  p.  59),  it  is 
not  true :  and  he  sabstitates  for  it  the  statement  that  the  satisfaction  of  a  lower 
want  permits  a  higher  want  to  manifest  itself.  That  is  a  true  and  indeed  tD 
identical  proposition :  bat  it  affords  no  sapport  to  the  claims  of  the  Theory  of  Cod- 
somption  to  supremacy. 

>  Political  Economy^  ch.  n. 

s  The  formal  classification  of  Wants  is  a  task  not  withoat  interest ;  but  it  b 
not  needed  for  oar  purposes.  The  basis  of  most  modem  work  in  this  direetiao 
is  to  be  found  in  Hermann's  SiaaUwirthschafUicht  (/nUrsuehttngen,  Ch.  n.,  where 
he  classified  wants  as  '*  absolute  and  relative,  higher  and  lower,  urgent  and  capable 
of  postponement,  positive  and  negative,  direct  and  indirect,  general  and  partioiiir, 
constant  and  interrupted,  permanent  and  temporary,  ordinary  and  extraordinaiy, 
present  and  future,  individual  and  collective,  private  and  public" 

Some  analysis  of  wants  and  desires  is  to  be  found  in  the  great  majority  d 
French  and  other  Continental  treatises  on  economics  even  of  the  last  generatioD : 
but  the  rigid  boundaries  which  English  writers  have  ascribed  to  th^ 
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has  exdoded  such  discnssionfl.  And  it  is  a  characteristio  fact  that  there  is  no  book  in. 
anukin  to  them  in  Bentham's  Manual  o/Politieal  Economy ^  although  his  profound  ch.  ii. 
analysis  of  them  in  the  Principles  of  Morals  and  Legislation  and  in  the  Table  of  — < — 
ike  Springs  of  Humaas  Action  has  exercised  a  wide-spread  inflaence.  Hermann 
had  studied  Bentham;  and  on  the  other  hand  Banfleld,  whose  lectures' were 
periiaps  the  first  ever  giren  in  an  English  Uniyersity  that  owed  maoh  directly  to 
Oemiaii  eoooomic  thought,  acknowledges  special  ohligations  to  Hermann.  In 
England  the  way  was  prepared  for  Jerons'  excellent  work  on  The  Theoiy 
of  Wants,  by  Bentham  himsdf ;  hy  Senior,  whose  short  remarks  on  the  subject 
are  pregnant  with  far-reaching  hints,  by  Banfield,  and  by  the  Aostralian  Heam. 
Heam*8  Plwtology  or  Theory  of  the  Efforts  to  satisfy  Human  Wants  is  at  once 
simple  and  profoond:  it  affords  an  admirable  example  of  the  way  in  which 
detafled  analysis  may  be  applied  to  a£Ford  a  training  of  a  very  high  order  for  the 
yoong,  and  to  give  them  an  intelligent  acquaintance  with  the  economic  conditions 
ol  mie,  without  forcing  upon  them  any  particular  solution  of  those  more  difficult 
problems  on  which  th^  are  not  yet  able  to  form  an  independent  judgment.  And 
at  about  the  same  time  as  Jerons'  Theory  appeared,  Prof.  Carl  Menger  initiated  the 
flphidid  studies  of  Wants  and  UtiUties  by  the  Austrian  school  of  economists. 
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BOOK  III. 

OH.  in. 
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ing  Utility. 
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§  1.  We  have  seen  that  each  several  want  is  limited, 
and  that  with  every  increase  in  the  amount  of  a  thing  which 
a  man  has,  the  eagerness  of  his  desire  to  obtain  more  of  it 
diminishes ;  until  it  yields  place  to  the  desire  for  some  other 
thing,  of  which  perhaps  he  hardly  thought,  so  long  as  his 
more  urgent  wants  were  still  unsatisfied.  There  is  an  endless 
variety  of  wants,  but  there  is  a  limit  to  each  separate  want 
This  feimiliar  and  fundamental  law  of  human  nature  may  pass 
by  the  name  of  the  law  op  satiable  wants  or  the  law  of 

DDONISHINO  UTILTTT. 

It  may  be  written  thus : — 

The  Total  Utilitt  (that  is,  the  total  pleasure  affording 
power)  of  a  commodity  to  a  person  increases  with  every  incre- 
ment in  his  stock  of  it,  but  does  not  increase  as  £ast  as  his 
stock  increases.  If  his  stock  of  it  increases  at  a  uniform  rate 
the  pleasure  derived  from  it  increases  at  a  diminishing  rate. 

In  other  words,  the  additional  pleasure  which  a  person 
derives  from  a  given  increment  of  his  stock  of  anything, 
diminishes  with  every  increase  in  the  stock  that  he  already 
ha& 

The  increment  of  the  commodity  which  he  is  only  just 
induced  to  acquire  (whether  by  his  direct  labour  or  by  pur- 
chase) may  be  called  its  Marginal  Increment  ;  because  he 
is  on  the  margin  of  doubt  whether  it  is  worth  his  while  to 
incur  the  outlay  required  to  obtain  it.  And  the  pleasure- 
giving  power,  or  Utility,  of  that  increment  to  hun  may  be 
called  the  Marginal  Utility  of  the  commodity 'fe  him.    It 
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is  the  Marginal  increment  of  the  Total  Utility  of  his  whole  book  m. 
stock  of  the  commodity.    And  thug  the  Law  may  hfe  worded : —    °°'°'' 

The  Marginal  Utility  of  a  commodity  to  any  one  dimin- 
ishes with  eveiy  increase  in  the  amount  of  it  he  already  has\ 

There  is  however  an  implicit  condition  in  this  Law  which  it  is  im. 
should  be  made  clear.    It  is  that  we  do  not  suppose  time  to  Le  con- 
be  allowed  for  any  alteration  in  the  character  or  tastes  of  the  J^^ter 
man  himself.    It  is  therefore  no  exception  to  the  Law  that  ^'™'  . 
the  more  good  music  a  man  hears,  the  stronger  is  his  taste 
hr  it  likely  to  become ;  that  avarice  and  ambition  are  often 
insatiable ;  or  that  the  virtue  of  cleanliness  and  the  vice  of 
dnmkenness  alike  grow  on  what  they  feed  upon.    For  in 
SQch  cases  our  observations  range  over  some  period  of  time ; 
and  the  man  is  not  the  same  at  the  beginning  as  at  the  end  of 
it    If  we  take  a  man  as  he  is,  without  allowing  time  for  any 
change  in  his  character,  the  marginal  utility  of  a  thing  to  him 
diminishes  steadily  with  every  increase  in  his  supply  of  it*. 

§  2.     Now  let  us  translate  this  Law  of  Diminishing  Transia- 
Utility  into  terms  of  price.    Let  us  take  an  illustration  from  Law  into 
the  case  of  a  commodity  such  as  tea,  which  is  in  constant  ^^  °' 
demand  and  which  can  be  purchased  in  small  quantities.  Sup- 
pose, for  instance,  that  tea  of  a  certain  quality  is  to  be  had  at 

^  See  Note  L  in  the  Mathematical  Appendix  at  the  end  of  the  Vohune.  This 
Law  holds  a  priority  of  position  to  the  Law  of  Diminishing  Retwm  from  Land ; 
wUdi  however  has  the  priority  in  time ;  since  it  was  the  first  to  be  subjected  to  a 
rifid  inalysis  of  a  semi-mathematical  character.  And  if  by  anticipation  we  borrow 
iome  ci  its  terms,  we  maj  say  that  the  Return  of  pleasure  which  a  person  gets 
from  each  additional  Dose  of  a  commodity  diminishes  till  at  last  a  Margin  is 
reached  at  which  it  is  no  longer  worth  his  while  to  acquire  any  more  of  it 

*  It  may  be  noticed  here,  though  the  fact  is  of  bat  httle  practical  importance, 
tiat  a  small  quantity  of  a  commodity  may  be  insofiftdent  to  meet  a  certain  special 
want ;  and  then  there  will  be  a  more  than  proportionate  increase  of  pleasure  when 
tie  (wrommCT  gets  enough  of  it  to  enable  him  to  attain  the  desired  end.  Thus, 
lor  instance,  anyone  would  derive  less  pleasure  in  proportion  from  ten  pieces  of 
vaO  paper  than  from  twelve,  if  the  latter  would,  and  the  former  would  not,  cover 
the  whole  of  the  walls  of  his  room.  Or  again  a  very  short  concert  or  a  holiday 
may  &il  of  its  purpose  of  soothing  and  recreating:  and  one  of  double  length 
mi^t  be  of  more  than  double  total  utility.  This  case  corresponds  to  the  fact, 
wfaidi  we  Shan  have  to  study  in  connection  with  the  Law  of  Diminishing  Return, 
that  the  capital  and  labour  already  applied  to  any  piece  of  land  may  be  so  in- 
adequate for  the  development  of  its  full  powers,  that  some  further  expenditure  on 
it  even  with  the  existing  arts  of  agriculture  would  give  a  more  than  proportionate 
ntora;  and  in  the  fact  that  an  improvement  in  the  arts  of  agriculture  may 
nupend  the  operation  of  that  Law,  we  shall  find  an  analogy  to  the  condition  just 
mrntioned  in  the  text  as  implied  in  the  Law  of  Diminishing  Utility. 


Digitized  by  VjOOQ  IC 


152 


THE   LAW  OP  DEMAND. 


BOOK  in. 
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money. 


It  is 
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for  the 
poor  than 
the  rich. 


28.  per  lb.  A  person  might  be  willing  to  give  10^.  for  a  single 
pound  once  a  year  rather  than  go  without  it  altogether; 
while  if  he  could  have  any  amount  of  it  for  nothing  he  would 
perhaps  not  care  to  use  more  than  30  Iba  in  the  year.  Bat 
as  it  is,  he  buys  perhaps  10  lbs.  in  the  year ;  that  is  to  say, 
the  diflference  between  the  happiness  which  he  gets  from 
bujring  9  lbs.  and  10  lbs.  is  just  enough  for  him  to  be  willing 
to  pay  &.  for  it :  while  the  fact  that  he  does  not  buy  an 
eleventh  pound,  shows  that  he  does  not  think  that  it  would 
be  quite  worth  an  extra  28.  to  him.  That  is,  28.  a  pound 
measures  the  utility  to  him  of  the  tea  which  lies  at  the 
margin  or  terminus  or  end  of  his  purchases ;  it  measures  tbe 
marginal  utility  to  him.  If  the  price  which  he  is  just  willing 
to  pay  for  any  pound  be  called  his  Demand-price,  then  2«. 
is  his  Marginal  Demand-price.  And  our  law  may  be 
worded : — 

An  increase  in  the  amount  of  a  thing  that  a  person  has 
will,  other  things  being  equal  (i.e.  the  purchasing  power  of 
money,  and  the  amount  of  money  at  his  command  being 
equal)  diminish  his  Marginal  Demand-price  for  it. 

§  3.  This  last  sentence  reminds  us  that  we  have  as  yet 
taken  no  account  of  changes  in  the  marginal  utility  of  money, 
or  general  purchasing  power.  At  one  and  the  same  time,  a 
person's  material  resources  being  unchanged,  the  marginal 
utility  of  money  to  him  is  a  fixed  quantity,  so  that  the  prices 
he  is  just  willing  to  pay  for  two  commodities  are  to  one 
another  in  the  same  ratio  as  the  utility  of  those  two  commo- 
dities. 

But  of  course  a  greater  utility  will  be  required  to  induce 
him  to  buy  a  thing  if  he  is  poor  than  if  he  is  rich.  A  shil- 
ling is  the  measure  of  less  pleasure  to  a  rich  man,  than  to  a 
poor  one.  A  rich  man  in  doubt  whether  to  spend  a  shilling 
on  a  single  cigar,  is  weighing  against  one  another  smaller 
pleasures  than  a  poor  man,  who  is  doubting  whether  to  spend 
a  shilling  on  a  supply  of  tobacco  that  will  last  him  for  a 
month.  The  clerk  with  £100  a-year  will  walk  into  business 
in  a  much  heavier  rain  than  the  clerk  with  £300  a  year;  for 
a  sixpenny  omnibus  fare  measures  a  greater  utility  to  the 
poorer  man  than  to  the  richer.     If  the  pooler  man  spends 
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the  money,  he  will  suffer  more  firom  the  want  of  it  afterwards  book  m. 
than  the  richer  would  The  utility,  or  the  pleasure,  that  is  ^°'™' 
measured  in  the  poorer  man's  mind  by  sixpence  is  greater 
than  that  measured  by  it  in  the  richer  man's  mind.  If  the 
richer  man  rides  a  hundred  times  in  the  year  and  the  poorer 
man  twenty  times,  then  the  utility  of  the  hundredth  ride 
which  the  richer  man  is  only  just  induced  to  take  is  measured 
to  him  by  sixpence ;  and  the  utility  of  the  twentieth  ride 
which  the  poorer  man  is  only  just  induced  to  take  is  measured 
to  him  by  sixpence.  For  each  of  them  the  Marginal  utility 
is  measured  by  sixpence ;  but  this  Marginal  utility  is  greater 
in  the  case  of  the  poorer  man  than  in  that  of  the  richer. 

In  other  words  the  richer  a  man  becomes,  the  less  is  the 
maiginal  utility  of  money  to  him;  every  increase  in  his 
resources  increases  the  price  which  he  is  willing  to  pay  for 
any  given  pleasure.  And  in  the  same  way  every  diminution 
of  his  resources  increases  the  marginal  utility  of  money  to 
him,  and  diminishes  the  price  that  he  is  willing  to  pay  for 
any  pleasured 

§  4.  When  then  we  say  that  a  person's  demand  for  any-  a  person's 
thii^  increases,  we  mean  that  he  will  buy  more  of  it  than  he  s^vle. 
woold  before  at  the  same  price,  and  that  he  will  buy  as  much 
of  it  as  before  at  a  higher  price.  To  complete  our  knowledge 
of  his  demand  for  it,  we  should  have  to  ascertain  how  much 
of  it  he  would  be  willing  to  purchase  at  each  of  the  prices  at 
which  it  is  likely  to  be  offered ;  and  the  complete  circum- 
stances of  his  demand  for,  say,  tea  can  be  best  expressed 
by  a  SCHEDULE  of  the  prices  which  he  is  willing  to  pay;  that 
is,  by  his  several  Demand-Prices  for  different  amoimts  of  it. 

Thus  for  instance  we  may  find  that  he  would  buy 

6  lb.  at  the  price  of  60d.  per  lb. 


7 

,  40 

8 

..  33 

9 

,  28 

10 

.  24 

11 

,.  21 

12 

.  19 

13 

.  18 

1  See  Note  n.  in  the  Appendix. 
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If  corresponding  prices  were  filled  in  for  all  intenne- 
diate  amounts  we  should  have  an  exact  statement  of  his 
demand  \ 

We  see  then  that  a  person's  demand  for  a  thing  is  inde-' 
terminate  so  long  as  nothing  is  said  as  to  the  price  at  which 
the  thing  is  to  be  had.  There  is  no  use  in  trying  to  measure 
his  demand  as  some  writers  have  done  merely  by  the  "amount 
he  is  willing  to  buy "  or  merely  by  the  "  intensity  of  his 
eagerness  to  buy  a  certain  amount."  Nothing  is  gained  by 
representing  a  notion,  which  is  really  complex,  as  though  it 
were  simple.  Wherever  precision  is  required,  we  must  speak 
of  a  person's  demand  for  a  thing  as  represented  by  the  sche- 
dule of  the  prices  at  which  he  is  willing  to  buy  different 
amounts  of  it*.    An  increase  in  his  demand  for  the  commodity 


^  Bach  a  demand  schedule  may  be  translated,  on  a  plan  now  commg  into 
familiar  ose,  into  a  cnnre  that  may  be  called  his  dbmand  cubvx.  Let  Ok  and  Oy 
be  drawn  the  one  horizontaUy,  the  other  vertically.  Let  an  inch  measured  along 
Ox  represent  10  lb.  of  tea,  and  an  inch  measured  along  Oy  represent  40d.   Take 

Kg.(l).. 
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an  inch. 

an  inch. 
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mi  being  on  Ox  and  mipi  being  drawn  vertically  from  mi ;  and  so  for  the  others. 

Then  pip, p^  are  points  on  his  Demand  Curve  for  tea ;  or  as  we  may  a^y 

Demand  Points.  If  we  could  find  demand  points  in  the  same  manner  for  evor 
possible  quantity  of  tea  we  should  get  the  whole  continuous  curve  DD'  as  shewn 
in  the  figure. 

9  Thus  Mill  says  that  we  must  '*  mean  l^  the  word  demand,  the  qoaotity 
demanded,  and  remember  that  this  is  not  a  fixed  quantity,  but  in  general  varies 
according  to  the  value."  (PrincipZ««,  Book  m.  Gh.  n.  §  4.)  This  account  is  sciaitific 
in  substance ;  but  it  is  not  clearly  expressed  and  it  has  been  much  misunderstood. 
Gaimes  prefers  to  represent  **  demand  as  the  desire  for  commoditiee  and  serneo, 
seeking  its  end  by  an  o£Fer  of  general  purchasing  power,  and  supply  as  tbe 
desire  for  general  purchasing  power,  seeking  its  end  by  an  offer  of  specific  com- 

J 
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means  an  increase  throughout  the  whole  schedule  in  the  book  m. 
prices  at  which  he  is  willing  to  purchase  different  amounts    °°'"'' 
of  it ;  and  we  may  sometimes  find  it  convenient  to  speak  of 
this  as  a  raiding  of  his  demand  scheduleK 

§  5.    So  far  we  have  looked  at  the  demand  of  a  single  Transition 
individual.    And  in  the  particular  case  of  such  a  thing  as  tea,  demand  of 
the  demand  of  a  single  person  is  fiedrly  representative  of  the  J^JJ^  ©r 
general  demand  of  a  whole  market :  for  the  demand  for  tea  n^^et. 
is  a  constant  one ;  and,  since  it  can  be  purchased  in  small   . 
quantities,  every  variation  in  its  price  is  likely  to  affect  the 
amount  which  he  will  buy.     But  even  among  those  things  The  de- 
which  are  in  constant  use,  there  are  many  for  which  the  the  part  of 
demand  on  the  part  of  any  single  individual  cannot  varyj^^^" 
continuously  with  every  small  change  in  price,  but  can  change  ^^ 
only  by  great  leaps.     For  instance  a  small  fall  in  the  price  of  i?  diacon- 
hats  or  watches  will  not  affect  the  action  of  everyone,  but 
it  will  induce  a  few  persons,  who  were  in  doubt  whether  or 
not  to  get  a  new  hat  or  a  new  watch,  to  decide  in  favour  of 
doing  so 

mo&iBg  or  serYioes."  He  does  this  in  order  that  he  may  be  able  to  speak  of  a 
nttOf  or  eqnali^j,  of  demand  and  sapply.  But  the  quantities  of  two  deeiree  on 
the  part  of  two  different  persons  cannot  be  compared  directly ;  their  measures  may 
be  compared,  bot  not  they  themselves.  And  in  fact  Gaimes  is  himself  driven  toi 
ipeak  of  mxppij  as  **  limited  by  tbe  quantity  of  spedfio  commodities  offered  fori 
nle,  and  ti»n%».nA  hy  the  quantity  of  purchasing  power  offered  for  their  purchase.'** 
Bat  eeUers  have  not  a  fixed  quantity  of  commo^ties  which  they  offer  for  sale 
ODeoDditionany  at  whatever  price  they  can  get :  buyers  have  not  a  fixed  quantity 
of  pmchanng  power  which  they  are  ready  to  spend  on  the  specific  commodities, 
hoverer  much  they  pay  for  them.  Account  must  then  be  taken  in  either  case 
of  the  relation  between  quantity  and  price,  in  order  to  complete  Caimee'  account, 
and  when  this  is  done  it  is  brought  back  to  the  lines  followed  by  HUl.  He 
i«7B.  indeed,  that  *'  Demand,  as  defined  by  MiU,  Is  to  be  understood  as  mea* 
nired,  not,  as  my  definition  would  require,  l^  the  quantity  of  purchasing  power 
oflered  in  support  of  the  desire  for  commodities,  but  by  the  quantity  of  com- 
Biodities  for  which  such  purchasing  power  is  offered."  It  is  true  that  there  is 
s  great  diffei-eiice  between  the  statements,  "  I  wiU  buy  twelve  eggs,"  and  "  I  wiU 
boy  a  ahimng'B  worth  of  eggs."  But  there  is  no  substantive  difference  between 
the  statement,  "  I  wiU  buy  twelve  eggs  at  a  penny  each,  but  only  six  at  three 
halfpeBce  each,"  and  the  statement,  "  I  wiU  spend  a  shilling  on  eggs  at  a  penny 
each,  but  if  they  ooet  three  halfpence  each  I  will  ^»end  ninepence  on  them."  But 
wliile  Caimee'  aecoont  when  completed  becomes  substantially  the  same  as  Mill's, 
iU  present  form  is  even  more  misleading.  (See  an  article  by  the  present  writer  on 
MOFi  Theory  of  Value  in  the  FoHni^tlff  Review  for  April,  1876.) 

^  Geometrically  it  is  represented  by  raising  his  demand  curve,  or,  what  comes 
to  the  same  thing,  moving  it  to  the  right,  with  perhaps  some  modification  of  its 
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BOOK  ni.         And  there  are  many  classes  of  things  the  need  for  which 
cH^.    ^^  ^YiQ  part  of  any  individual    is    inconstant,  fitful,  and 
irregular.     There  can  be  no  individual  demand  schedule  for 
wedding-cakes,  or  the  services  of  an  expert  surgeon. 

And  indeed  the  special  province  of  the  economist  is  the 
study — not  of  particular  incidents  in  the  lives  of  individuals, 
but— of  general  laws  relating  to  "  the  course  of  action  that 
may  be   expected  under  certain  conditions  fix)m  the  mem- 
bers of  an  industrial  group,"  in   so   far  as  the  motives  of 
that  action  are  measurable  by  a  money  price ;  the  facts  which 
he  collects  and  applies  are  chiefly  those  in  which  the  variety 
and  the  fickleness  of  the  individual  is  merged  in  the  compara- 
tively regular  aggregate  of  the  action  of  a  large  number  of 
people. 
Bnitheag-        In  large  markets  then — where  rich  and  poor,  old  and 
mtodofa  young,  men  and  women,  persons  of  all  varieties  of  tastes, 
l^^^y  temperaments  and  occupations  are  mingled  together — ^the 
has  a  con-  peculiarities  in  the   wants  of  individuals  will  compensate 
schedule,    one  another  in  a  comparatively  regular  gradation  of  total 
faU^le*  demand.     Every  fall  however  slight  in  the  price  of  a  com- 
^B^pnc«  modity  in  general  use,  will,  other  things  being  equal,  increase 
sponding    the  total  sales  of  it ;  just  as  an  unhealthy  autumn  increases 
increase     the  mortality  of  a  large  town,  though  many  persons  are  unin- 
^ntity     jured  by  it.    And  therefore  if  we  had  the  requisite  knowledge, 
demanded.  ^^  could  make  a  Schedule  of  prices  at  which  each  amount 
of  it  could  find  purchasers  in  a  given  place  during,  say,  a 
year. 

The  total  demand  in  the  place  for,  say  tea,  is  the  sum  of 
the  demands  of  all  the  individuals  there.  Some  will  be 
richer  and  some  poorer  than  the  individual  consumer  whose 
demand  schedule  we  have  just  written  down ;  some  will  have 
a  greater  and  others  a  smaller  liking  for  tea  than  he  has. 
Let  us  suppose  that  there  are  in  the  place  a  million  pur- 
chasers of  tea,  and  that  their  average  consumption  is  equal 
to  his  at  each  several  price.  Then  the  demand  of  that  place 
is  represented  by  the  same  schedule  as  before,  if  we  write  a 
million  pounds  of  tea  instead  of  one  pound*. 

^  The  demand  is  represented  by  the  same  cnrve  as  before,  only  an  ioeh 
measnred  along  Ox  now  represents  ten  miUion  poonds  instead  of  ten  poonds.  And 
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There  is  then  one  Law  of  Demand,  which  is  common  to  book  m. 
all  demand  schedules,  viz.  that  the  greater  the  amount  to    °°'  "'* 
be  sold,  the  smaller  will  be  the  price  at  which  it  will  find  The    . 

.       Law  of 

purchasers;  or  in  other  words,  that  the  amoimt  demanded  m-  Demand, 
creases  with  a  £all  in  price,  and  diminishes  with  a  rise  in  price. 

There  will  not  be  any  exact  relation  between  the  fall  in 
price  and  the  increase  of  demand.  A  fall  of  one-tenth  in  the 
price  may  increase  the  sales  by  a  twentieth  or  by  a  quarter, 
or  it  may  double  them.  But  as  the  numbers  in  the  left- 
hand  column  of  the  demand  schedule  increase,  those  in  the 
right-hand  column  will  alwajrs  diminish  ^ 

The  price  will  measure  the  Margma-l  Utility  of  the  com- 
modity to  each  purchaser :  but  as^n^  purchasers  are  likely 
to  be  ^m^ricg  and'others"  poor,  we  cannot  speak  of  price  as 
measuring  Marginal  Utility  in  general  but  only  with  particu- 
lar reference  to  some  individual  purchaser. 

§  6.    It  must  be  remembered  that  the  demand  schedule  The  in- 
gives  the  prices  at  which  various  quantities  of  a  thing  can  demand  of 
be  sold  in  a  market  during  a  given  time  and  under  givenjj  a  nvaT^ 
conditions.     If  the  conoitions  vary  in  any  respect  the  figures  *^: 
rf^  schedule  wfll  probably  require  to  be  changed ;  and  this 
inconstantly  *•  be  done ^when  the  desire  for  anything  is 
materially  altered  by  a  variation  of  custom,  or  by  a  cheapen- 
ing of  the  supply  of  a  rival  commodity,  or  by  the  invention  of 
a  new  one.     For  instance,  the  demand  schedule  for  tea  is 
drawn  out  on  the  assumption  that  the  price  of  cofiee  is^ 
known;  but  a  feilure  of  the  coflFee  harvest  would  raise  the 

A  fonoal  definitian  of  the  Demand  curve  for  a  y. 
mtrket  may  be  given  thus : — ^The  demand  curve  for 
any  commodity  in  a  market  during  any  given  unit  of 
tme  it  the  locos  of  demand  points  for  it.  That  is  to 
My*  it  is  a  curve  such  that  if  from  any  point  P  on  it, 
A  straight  line  PM  be  drawn  perpendicuUr  to  Ox, 
PM  represents  the  price  at  which  purchasers  wiU  be 
forthcoming  for  an  amount  of  the  conmiodiity  repre- 
•eoted  by  0  Jf  . 

^  That  is,  if  a  point  moves  along  the  curve  away  ^ 
from  Oy  it  will  constantly  approach  Ox.  Therefore  if  a  straight  line  PT  be  drawn 
toodung  the  curve  at  P  and  meeting  Ox  in  jT,  the  angle  PTx  is  an  obtuse  angle. 
It  will  be  found  convenient  to  have  a  short  way  of  expressing  this  fact ;  which  may 
be  done  by  saying  that  PT"  is  n;cLiMBD  neoattvelt.  Thus  the  one  universal 
nils  to  which  the  Demand  curve  conforms  is  that  it  is  inclined  negatively  through- 
out the  whole  of  its  length. 
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prices  throughout  the  demand  schedule  for  tea,  and  again 
the  demand  for  gas  is  liable  to  be  reduced  by  an  improve- 
ment in  electric  lighting*. 

Again,  a  commodity  may  be  simultaneously  demanded  for 
several  uses  (for  instance  there  may  be  a  "composite  demand" 
for  leather  for  making  shoes  and  portmanteaus);  the  demand 
for  a  thing  may  be  conditional  on  there  being  a  supply  of 
some  other  thing  without  which  it  would  not  be  of  much 
service  (thus  there  may  be  a  "joint  demand"  for  raw  cotton 
and  cotton-spinners'  labour).  Again,  the  demand  for  a  com- 
modity on  the  part  of  dealers  who  buy  it  only  with  the 
purpose  of  selling  it  again,  though  governed  by  the  demand 
of  the  ultimate  consumers  in  the  background,  has  some 
peculiarities  of  its  own.  But  all  such  points  may  best  be 
discussed  at  a  later  stage. 

Our  next  step  will  be  to  consider  the  general  character  of 
demand-schedules  in  the  cases  of  some  important  commodi- 
ties (of  the  First  Order)  ready  for  immediate  consumption 
We  shall  thus  be  continuing  the  inquiry  made  in  the  pre- 
ceding chapter  as  to  the  variety  and  satiability  of  wants; 
but  we  shall  be  treating  it  from  a  rather  different  point  of 
view,  viz.  that  of  price-statistics*. 

1  The  qnesUoii  where  the  lines  of  division  hetween  di£Ferent  commodities  dwold 
be  drawn  most  be  settled  l^  the  oonvenienoe  of  the  particular  qnestion  mider  di>- 
cnssion.  For  some  purposes  it  may  be  best  to  regard  Chinese  and  Indian  teis,  or 
even  Souchong  and  Pekoe  teas  as  different  commodities ;  and  to  hare  a  sepsritc 
demand  schedule  for  each  of  them.  While  for  other  purposes  it  maj  be  best  to 
group  together  commodities  as  distinct  as  beef  and  mutton,  or  even  as  tes  and 
coffee,  and  to  have  a  single  schedule  to  represent  the  demand  for  the  two  comhmfd ; 
but  in  such  a  case  of  course  some  convention  must  be  made  as  to  the  number  d 
ounces  of  tea  which  are  taken  as  equivalent  to  a  pound  of  coffee. 

*  A  great  change  in  the  manner  of  economic  thought  has  been  brought  tboat 
during  the  present  generation  bj  the  general  adoption  of  semi-mathematies] 
language  for  expressing  the  relation  between  small  increments  of  a  oommoditj  on 
the  one  hand,  and  on  the  other  hand  small  increments  in  the  aggregate  price  that 
will  be  paid  for  it :  and  by  formally  describing  these  smaU  increments  cf  price 
as  measuring  corresponding  smaU  increments  of  pleasure.  The  former,  ind  bj 
far  the  more  important,  step  was  taken  by  Coumot  {Beeherckes  »wr  les  Primcipe* 
McUkhnatiquea  de  la  ThSorie  des  R%che$$e8^  1838)  ;  the  latter  by  Dupmt  (Dt  U 
Mesure  tTutHiU  des  travauz  putHies  in  the  Annales  dea  PotUs  et  Ckau§94e*t  1844V 
and  by  Oossen  {Entwickelung  der  Otsetze  des  tnensehliehen  Vtrhthrs^  1854).  B«t 
their  work  was  forgotten ;  and  part  of  it  was  done  over  again  and  pnbliifaed 
almost  simultaneously  by  Jevons  and  by  Prof.  Carl  Menger  in  187L  Jetons 
ahnost  at  once  arrested  public  attention  by  his  brilliant  lucidity  wcA  m- 
teresting  style.     He  applied  the  new  name  Final  UtOity  so  ingenioody  t* 
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to  eoAhle  peoi^  who  knew  nothing  of   mathematical  science  to   get  clear   ^q^j^  m. 
ideas  of  the  general  relations  between  the  small  increments  of  two  things  that  are     oh.  ni* 

gndoally  changing  in  cansal  connection  with  one  another.    His  success  was       

aided  eren  lyy  his  faults.  For  under  the  honest  belief  that  Bicardo  and  his 
f oDowera  had  rendered  their  account  of  the  causes  that  determine  value  hopelessly 
wroog  bj  omitting  to  lay  stress  on  the  Law  of  Satiable  Wants,  he  led  many  to 
UuDk  be  was  correcting  great  errors;  whereas  he  was  really  only  adding  very 
important  explanations.  He  did  excellent  work  in  insisting  on  a  fact  which  is 
none  the  less  important,  because  his  predecessors,  and  eren  Ck>umot,  thought  it 
too  obrions  to  be  explicitly  mentioned,  viz.  that  the  diminution  in  the  amount  of 
a  thing  demanded  in  a  market  indicates  a  diminution  in  the  intensity  of  the  desire 
for  it  on  the  part  of  indiridnal  consumers,  whose  wants  are  becoming  satiated.  But 
he  baa  led  many  of  his  readers  into  a  confusion  between  the  provinces  of  Hedonics 
and  Economics,  by  exaggerating  the  applications  of  his  favourite  phrases,  and 
ipcaking  {Tkeary,  2nd  Edn.  p.  105)  without  qualification  of  the  price  of  a  thing  as 
measoring  its  final  utility  not  only  to  an  individual,  which  it  can  do,  but  also  to 
''a  trading  body"  which  it  cannot  do.  [These  points  are  developed  later  on  in  a 
Note  OD  Ricardo's  Theory  of  cost  of  production  in  relation  to  value  at  the  end  of 
BookTi.] 

Dr  (krl  Menger's  Cfrtmdtdtze  der  VolktwirtktchaftaUhre,  which,  though  not 
Bttking  use  of  mathematical  language,  is  distinctly  mathematical  in  tone,  and 
appears  to  be  in  some  respects,  though  not  in  all,  further  advanced  than  Jevons' 
vork,  and  it  is  better  balanced.  A  mathematical  tone  is  even  more  clearly 
proDoonced,  though  the  use  of  mathematical  formuhe  is  still  avoided,  in  the 
vTittnga  of  Prof.  Bohm-Bawerk,  who  with  Profo.  Wieser,  Sax,  may  rank  among 
^  other  members  of  the  brilliant  Austrian  School.  Among  the  many  recent 
vntera  on  mathematical  aspects  of  economics,  special  reference  may  be  made 
to  Prof.  Wahras,  who  was  almost  as  early  in  the  field  as  Jevons  and  Menger, 
to  VnU,  Pantaleooi,  Edgewoih,  and  Wicksteed,  to  Drs  Auspitz  and  Lieben,  and 
toDrUunhaxdt. 
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CHAPTER  IV. 


LAW  OF  DEMAND  CONTINUED.      ELASTICITY  OF  DEMAND. 


BOOK  ni. 
CH.  IV. 

Definition 
of  EUuti- 
city  ofdt- 


§  1.  We  have  seen  that  the  only  universal  law  as  to 
a  person's  desire  for  a  oommodity  is  that  it  diminishes,  other 
things  being  equal,  with  every  increase  in  his  supply  of  that 
oommodity.  But  this  diminution  may  be  slow  or  rapid.  If 
it  is  slow  the  price  that  he  will  give  for  the  commodity  will 
not  fall  much  in  consequence  of  a  considerable  increase  in 
his  supply  of  it ;  and  a  small  fall  in  price  will  cause  a  com- 
paratively large  increase  in  his  purchases.  But  if  it  is  rapid, 
a  small  fall  in  price  will  cause  only  a  very  small  increase  in 
his  purchases.  In  the  former  case  his  willingness  to  purchase 
the  thing  stretches  itself  out  a  great  deal  under  the  action 
of  a  small  inducement :  the  elasticity  of  his  demand,  we  may 
say,  is  great.  In  the  latter  case  the  extra  inducement  given 
by  the  fall  in  price  causes  hardly  any  extension  of  his  desire 
to  purchase :  the  elasticity  of  his  demand  is  small. 

And  as  with  the  demand  of  one  person  so  with  that  of 
a  whole  market.  The  ELASTIOITT  OF  DEMAND  in  a  market  is 
great  or  small  according  as  the  amount  demanded  increases 
much  or  little  for  a  given  fall  in  price,  and  diminishes  much 
or  little  for  a  given  rise  in  price*. 


1  Speaking  more  exactly  we  may  say  that  the  elasticity  of  demand  is  ooe,  if  t 
f aU  of  one  per  cent,  in  price  will  make  an  increase  of     ^ 


one  per  cent,  in  the  amount  demanded;  that  it  is 
two  or  a  half,  if  a  faU  of  one  per  cent,  in  price  makes 
an  increase  of  two  or  one  half  per  cent,  respectively 
in  the  amount  demanded ;  and  so  on.  The  elasticity 
of  demand  can  be  best  traced  in  the  demand  cnrre 
with  the  aid  of  the  following  role.  Let  a  straight 
line  toaching  the  carve  at  any  poi^t  P  meet  Ox\n.T 
and  Oy  m  t^  then  the  measttre  of  the  elasticity  at 
the  paint  P  ie  the  ratio  of  FT  to  Pt, 


R«.(8). 
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§  2.    The  price  which  is  so  high  relatively  to  the  poor  book  m. 
man  as  to  be  almost  prohibitive,  may  be  scarcely  felt  by  the     ^'^' 
rich ;  the  poor  man  for  instance  never  tastes  wine,  but  the  A  price 
very  rich  man  may  drink  as  much  of  it  as  he  has  a  £Eincy  l«w  re- 
fer, without  giving  himself  a  thought  of  its  cost.     We  shall  Ihe^.*^ 
therefore  get  the  clearest  notion  of  the  law  of  the  elasticity  ^J^^^ch 
of  demand,  by  considering  one  class  of  society  at  a  time,  mar  ^ 
Of  course  there  are  many  degrees  of  richness  among  theiativeiy 
rich,  and  of  poverty  among  the  poor;  but  for  the  present ^e^^jf 
we  may  neglect  these  minor  subdivisions. 

When  the  price  of  a  thing  is  very  high  relatively  to  any 
class,  they  will  buy  but  little  of  it ;  and  even  a  very  consi- 
derable &11  in  the  price  will  cause  no  great  increase  in  their 
consumption,  i.e.  the  elasticity  of  their  demand  will  be  small. 
But  if  the  price  goes  on  falling,  they  will  begin  to  consume 
the  thing  more  freely,  taking  it  perhaps  into  ordinary  use ; 
and  the  elasticity  of  their  demand  will  increase.     At  last  so 
low  a  price  will  be  reached  that  they  have  got  all  that  they 
want — a  satiety  price;  and  then  they  will  not  be  induced 
to  increase  their  consumption  much  by  any  further  fall: 
the  elasticity  of  their  demand  will  again  have  become  small. 
That  is  to  say,  the  elasticity  of  their  demand  is  small  when  The  gene- 
the  price  of  a  thing  is  very  high  relatively  to  their  means  vanatTon 
and  again  when  it  is  very  low :  while  the  elasticity  is  much  Sdi^^of*^ 
greater  for  prices  intermediate  between  w^at  we  may  call  demand 
the  high  level  and  the  low  level. 

This  rule  appears  to  hold  with  regard  to  nearly  all  commo-  w  <»»- 
dTties  and  with  regard  to  the  demand  of  every  class ;  save  only  with  great 
that  the  level  at  which  "very  high"  prices  end  and  "high"  dSJii;""^' 
prices  begin,  is  different  for  different  classes  and  so  again  is 
the  level  at  which  "low"  prices  end  and  "very  low"  prices 

If  PT  were  twice  Pt,  a  faU  of  1  per  cent,  in  price  would  cause  an  increase  of  2 
pa  cent.,  in  the  amount  demanded ;  the  elasticity  of  demand  would  be  two.  If  ' 
PT  were  one-tluTd  of  Pt,  a  fall  of  1  per  cent,  in  price  would  cause  an  increase  of  8^ 
per  cent,  in  the  amoont  demanded ;  the  elasticity  of  demand  would  be  one-third ; 
aad  80  on.  Another  way  of  looking-  at  the  same  result  is  this : — the  elasticity  at 
the  point  P  is  measured  by  the  ratio  of  PTXoPt,  that  is  of  ifT  to  ifO(Pif  being 
drawn  pcrpendicnlar  to  Om) ;  and  therefore  the  elasticity  ia  eqtuU  to  one  when  the 
angle  TPM  is  equal  to  the  an^  0PM ;  and  it  aitoaye  increases  when  the  angle 
TPM  increases  relatively  to  the  angle  0PM,  and  vice  versd.  See  Note  IH.  in 
Appendix. 
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begin.  There  are  however  many  varieties  in  detail ;  arising 
chiefly  from  the  fikJt  that  there  are  some  commodities  with 
which  people  are  easily  satiated,  and  others— chiefly  things 
used  for  display — for  which  their  desire  is  almost  unlimited 
For  the  latter  the  elasticity  of  demand  remains  considerable, 
however  low  the  price  may  fall,  while  for  the  former  the 
demand  loses  neariy  all  its  elasticity  as  soon  as  a  low  price 
has  once  been  reached. 

This  rule  that  the  elasticity  is  great  for  medium  prices 
and  small  for  those  which  are  very  high  or  very  low  is  se«i 
most  clearly  when  we  select  for  observation  a  set  of  people, 
who,  though  suflBciently  numerous  to  prevent  individual 
peculiarities  from  obtruding  themselves,  are  yet  economic- 
ally homogeneous;  i,e.  have  neariy  the  same  wants  and 
nearly  the  same  means  of  gratifying  them.  Our  rule  does 
not  show  itself  with  so  clear  an  outline,  when  we  add 
together  the  demands  of  several  such  sets  so  as  to  get  the 
aggregate  demand  of  a  larger  group,  as  for  instance  that  of 
the  whole  body  of  the  rich,  or  the  whole  body  of  the  middle 
classes,  or  the  whole  body  of  the  working  classes;  and  but 
faint  traces  of  it  remain  when  we  add  together  the  demands 
of  these  three  groups  so  as  to  get  the  aggregate  demand  of 
the  whole  conmiunity\ 

^  Let  as  illustrate  by  the  case  of  the  demand  for,  say,  green  peas  in  a  town  is 
which  aU  vegetables  are  bought  and  sold  in  one  market.  Early  in  the  seatoe 
perhaps  100  lb.  a  day  wiU  be  brought  to  market  and  sold  at  Is,  per  lb.,  later  oo 
600  lb.  wiU  be  bought  and  sold  at  ed.,  later  on  1,000  lb.  at  4d„  later  stiU  5,000  it 
2^.,  and  later  stiU  10,000  at  l}i.  Thus  demand  is  represented  in  fig.  (4),  an  in^ 
along  Ox  representing  5,000  lb.  and  an  inch  along  Oy  representtng  lOeL    Theo 

tft)riiTg 
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§  8.  There  are  some  things  the  current  prices  of  which 
in  this  cottDtiy  are  "  very  low  "  relatively  even  to  the  poorer 
classes ;  such  are  for  instance  salt,  and  many  kinds  of  savours 
and  flavours,  and  also  cheap  medicines.  It  is  doubtful 
whether  any  Ml  in  price  would  induce  a  considerable  in- 
crease in  the  consumption  of  these. 

The   current    prices  of   meat,  milk   and  butter,  wool, 

ad  drawing  a  curve  through  pip^ . .  ps  we  get  the  total  demand  dure.  Bat  this 
total  demand  wiU  be  made  op  of  the  demands  of  the  rich,  the  middle  class  and  the 
poor.  The  amoonts  that  they  will  sererally  demand  may  perhaps  be  represented 
hj  the  following  schedules: — 


BOOS  in. 

CH.  IV. 

ninstra- 
tions 
drawn 
from  the 
demand 
for  nar- 
ticmar 
commo- 
dities. 


At  price 

Nmnber  of  lbs.  bongfat  by 

in  pence 

rich 

middle  class 

poor 

total 

per  lb. 

12 

100 

0 

.   0 

100 

6 

800 

200 

0 

500 

4 

600 

400 

100 

1,000 

2 

800 

2,500 

1,700 

5,000 

14 

1,000 

4,000 

5,000 

10,000 

Kg.  (5). 


Rg.  (6). 


Kg.  (7). 


0„#«  K  XOL 

These  echednles  are  translated  into  cnrves  fig.  (5),  (6),  (7),  showing  the  demands 
0^  the  lich,  the  middle  dass  and  the  poor  represented  on  the  same  scale  as  fig.  (4). 
nmi  for  instance  AH^  BK  and  CL  each  of  them  represents  a  price  of  U.  and 
ii "2 inches  in  length;  0^='16  in.  representing  800  lb.,  OK^'b  in.  represent- 
ing 2,500  lb.  and  OL  »  84  in.  representing  1,700  lbs.  while  OH-^OK-^OL^ 
ooe  ineh  i.e.  >  Om^  in  fig.  (4)  as  they  shoold  do. 

This  may  serve  as  an  example  of  the  way  in  which  several  partial  demand 
Carres,  drawn  to  the  same  scale,  can  be  superimposed  horizontally  on  one 
another  to  make  the  total  demand  cnrve  representing  the  aggregate  of  the  partial 


Looldng  ^ther  at  the  schedules,  or  at  the  cnrves,  we  see  that  the  greatest 
elasticity  of  demand  is  somewhere  about  the  price  of  bd,  for  the  rich,  and  8<f.  for 
the  middle  dass,  while  for  the  poor  it  is  about  2^. ;  for  the  whole  market  it  is 
imewbere  abont  3<l.  At  the  price  of  l\d.  the  demands  of  the  rich  and  middle 
cbeaes  have  loet  nearly  all  their  elasticity.  But  the  demand  of  the  poor  shows 
ngnt  d  remaining  elastic  even  for  much  lower  prices ;  and  since  its  influence 
preponderates  here*  a  considerable  elasticity  is  shown  by  the  total  demand  curve 
lor  the  lower  prices. 

11—2 
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164  LAW  OF  DEMAND  CONTINUED.      ELASTICITY  OF  DEMAKD. 

BOOK  in,  tobacco,  imported  finiits,  and  of  ordinary  medical  attend- 
^'^*  ance,  are  such  that  every  variation  in  price  makes  a  great 
change  in  the  consumption  of  them  by  the  working  classes, 
and  the  lower  half  of  the  middle  classes ;  but  the  rich  would 
not  much  increase  their  own  personal  consumption  of  them 
however  cheaply  they  were  to  be  had.  In  other  words  the 
direct  demand  for  these  commodities  is  very  elastic  on  the 
part  of  the  working  and  lower  middle  classes,  though  not  on 
the  part  of  the  rich.  But  the  working  class  is  so  numerous 
that  their  consumption  of  such  things  as  are  well  within  their 
reach  is  much  greater  than  that  of  the  rich ;  and  therefore 
the  aggregate  demand  for  all  things  of  the  kind  is  very  elastic 
A  little  while  ago  sugar  belonged  to  this  group  of  com- 
modities :  but  its  price  in  England  has  now  fallen  so  &r  as  to 
be  low  relatively  even  to  the  working  classes,  and  the  demand 
for  it  is  therefore  not  elastic*. 

The  current  prices  of  wall-firuit,  of  the  better  kinds  of  fish 
and  other  moderately  expensive  luxuries  are  such  as  to  make 
the  consumption  of  them  by  the  middle  class  increase  much 
with  every  fall  in  price ;  in  other  words  the  middle  class  de- 
mand for  them  is  very  elastic:  while  the  demands  on  the 
part  of  the  rich  and  on  the  part  of  the  working  class  is  much 
less  elastic,  the  former  because  it  is  already  nearly  satiated, 
the  latter  because  the  price  is  still  too  high. 

The  current  prices  of  such  things  as  rare  wines,  fruit  out 
of  season,  highly  skilled  medical  and  legal  assistance,  are  so 
high  that  there  is  but  little  demand  for  them  except  from 
the  rich :  but  what  demand  there  is  has  in  most  cases  con- 
siderable elasticity.     And  in  &yct  much  of  the  demand  for 

1  We  most  however  remember  that  the  character  of  the  demand  scbedok  far 
any  conmiodity  depends  in  a  great  measure  on  whether  the  prices  of  its  riralf  tK 
taken  to  be  fixed  or  to  alter  with  it.  If  we  separated  the  demand  for  beef  frco 
that  for  mutton,  and  supposed  the  price  of  mnttba  to  be  held  fixed  while  that  for 
beef  was  raised,  then  the  demand  for  beef  would  become  extremely  elastic  For  any 
slight  faU  in  the  price  of  beef  would  cause  it  to  be  used  largely  in  the  place  of 
mutton  and  thus  lead  to  a  very  great  increase  of  its  consumption :  while  on  thi  I 
other  hand  eyen  a  smaU  rise  in  price  would  cause  many  pec^le  to  eat  mnttoD 
to  the  almost  entire  exclusion  of  beef.  But  the  demand  schedule  for  aU  kinds  of 
fresh  meat  taken  together,  their  prices  being  supposed  to  retain  always  aboat  the 
same  relation  to  one  another,  and  to  be  not  very  different  from  those  now  pcwmil 
ing  in  England,  shows  only  a  moderate  elasticity.  And  similar  remarks  ai^  to 
beet  root  and  cane  sugar.  { 
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NECESSARIES  AND  LUXURIES.  165 

the  more  expensive  kinds  of  food  is  really  a  demand  for  the   book  ni. 
means  of  obtaining  social  distinction,  and  is  almost  insati-     ^°'^' 
able^ 

§  4.  The  case  of  necessaries  is  exceptional.  When  the  The  de- 
price  of  wheat  is  very  high,  and  again  when  it  is  very  low,  J^.  ^ 
the  demand  has  very  little  elasticity :  at  all  events  if  we  «^®»- 
assume  that  wheat,  even  when  scarce,  is  the  cheapest  food 
for  man ;  and  that,  even  when  most  plentiful,  it  is  not  con- 
sumed in  any  other  way.  We  know  that  a  fall  in  the  price 
of  the  quartern  loaf  firom  6d.  to  4d.  has  scarcely  any  eflfect  in 
increasing  the  consumption  of  bread.  With  regard  to  the 
other  end  of  the  scale  it  is  more  difiBcult  to  speak  with  cer- 
tainty, because  there  has  been  no  approach  to  a  scarcity  in 
Eo^nd  since  the  repeal  of  the  com  laws.  But,  availing 
ourselves  of  the  experience  of  a  less  happy  time,  we  may 
suppose  that  deficits  in  the  supply  of  1,  2,  3,  4,  or  5  tenths 
would  cause  a  rise  in  price  of  3,  8,  16,  28,  or  45  tenths 
respectively*.  Much  greater  variations  in  prices  indeed  than 
this  have  not  been  uncommon.  Thus  wheat  sold  in  London 
for  ten  shillings  a  bushel  in  1335,  but  in  the  following  year  it 
sold  for  ten  pence. 

There  may  be  even  more  violent  changes  than  this  in 
the  price  of  a  thing  which  is  not  necessary,  if  it  is  perishable 
and  the  demand  for  it  is  inelastic:  thus  fish  may  be  very 
dear  one  day,  and  sold  for  manure  two  or  three  days  later. 

Water  is  one  of  the  few  things  the  consumption  of  which 


'  See  above  ch.  n.  §  1. 

>  This  is  the  famous  estimate  quoted  by  Chregory  King.  Its  bearing  on  the 
Ltv  of  Demand  is  admirably  discussed  by  Lord  Lauderdale  {Inquiry ^  pp.  51 — 3). 
It  M  represented  in  fig.  (8)  by  the  curve  Diy, 
the  point  A  corresponding  to  the  ordinary 
priee.  If  we  take  account  of  the  fact  that 
where  the  price  of  wheat  is  very  low,  it  may 
W  OMd,  as  it  was  for  instance  in  1834,  for 
feeding  cattle  and  sheep  and  pigs  and  for 
brewing  and  distilling,  the  lower  part  of  the 
tvrre  would  take  a  shape  somewhat  like  that 
of  the  dotted  line  in  the  figure.  And  if  we 
amnne  that  when  the  price  is  very  hi^ 
cheater  substitutes  can  be  got  for  it,  the 
Qpper  part  of  the  curve  would  take  a  shape 
nmilar  to  that  of  the  upper  dotted  line. 


Fig.  (8). 
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166  LAW  OF  DEBtAI^D  CONTINUED.      ELASTICITY  OF  DEMAND. 

BOOK  in.  we  are  able  to  observe  at  all  prices  fix)m  the  very  highest 

^'^'    down  to  nothing  at  all.    At  moderate  prices  the  demand  for 

?^*P™o-     it  is  very  elastic.     But  the  uses  to  which  it  can  be  put  are 

dities  some  *'  ,  * 

part  of  the  Capable  of  being  completely  filled :  and  as  its  price  sinks  to- 
tSn  X^    wards  zero  the  demand  for  it  loses  its  elasticity.     Nearly  the 

nro^ary.  ^*"^®  ^^Y  ^  ^^  ^^  ^^^'  ^^  P^^  ^  England  is  so  low  that 
the  demand  for  it  as  an  article  of  food  is  very  inelastic:  but 
in  India  the  price  is  comparatively  high  and  the  demand  is 
comparatively  elastic. 

The  price  of  house-room  on  the  other  hand  has  never 
fallen  very  low  except  when  a  locality  is  being  deserted  by 
its  inhabitants.    Where  the  condition  of  society  is  healthy, 
and  there  is  no  check  to  general  prosperity,  there  seems 
always  to  be  an  elastic  demand  for  house-room,  on  account 
both   of  the   real   conveniences  and  the  social   distinction 
which  it  affords.     The  desire   for  those  kinds  of  clothing 
which  are  not  used  for  the  purpose  of  display,  is  satiable: 
when  their  price  is  low  the  demand  for  them  has  scarcely 
any  elasticity. 
Difficulties        §  5.     So  far  we  have  taken  no  account  of  the  diflSculties 
overcome,  of  getting  exact  demand  schedules,  and  interpreting  them 
The  correctly.    The  first  which  we  have  to  consider  arises  fix)m 

of  Time,  the  element  of  Time^  the  source  of  many  of  the  greatest  diffi- 
culties in  economics. 

The  demand  schedule  represents  the  changes  in  the  price 
at  which  a  commodity  can  be  sold  consequent  on  changes  in 
the  amount  offered  for  sale,  other  things  being  equal.    But  in 
iaijci  other  things  seldom  are  equal  over  periods  of  time  suffi- 
ciently long  for  the  collection  of  full  and  trustworthy  statis- 
tics.    There  are  always  occurring  disturbing  causes  whose 
effects  are  commingled  with,  and  cannot  easily  be  separated 
from,  the  effects  of  that  particular  cause  which  we  desire  to 
isolate.    This  difiBculty  is  aggravated  by  the  feet  that  in  eco- 
nomics the  full  effects  of  a  cause  seldom  come  at  once,  but 
often  spread  themselves  out  after  it  has  ceased  to  exist. 
Omnges  in        To  begin  with,  the  purchasing  power  of  money  is  continu- 
chasiug      ally  changing,  and  rendering  necessary  a  correction  of  the 
m«Q^^      results  obtained  on  our  assumption  that  money  retains  a 
uniform  value.     This  diflSculty  can  however  be  overcome 


Digitized  by  VjOOQ  iC 


ELEMENT  OF  TIME.  167 

Mrly  well,  since  we  can  ascertain  with  tolerable  accuracy  book  m. 
the  broader  changes  in  the  purchasing  power  of  money.  ot^. 

Next  come  the  changes  in  the  general  prosperity  and  in  whether 
the  total  purchasing  power  at  the  disposal  of  the  community  or  tem- 
at  large.    The  influence  of  these  changes  is  important,  but^**^' 
perhaps  less  so  than  is  generally  supposed.     For  when  the 
wave  of  prosperity  is  descending,  prices  fell,  and  this  increases 
the  resources  of  those  with  fixed  incomes  at  the  expense  of 
those  whose  incomes  depend  on  the  profits  of  business.    The 
downward  fluctuation  of  prosperity  is  popularly  measured 
ahnost  entirely  by  the  conspicuous  losses  of  this  last  class ; 
but  the  statistics  of  the  total  consumption  of  such  commodi- 
ties as  tea,  sugar,  butter,  wool,  &c.  prove  that  the  total  pur- 
chasing power  of  the  people  does  not  meanwhile  fall  very 
&8t    Still  there  is  a  fall,  and  the  allowance  to  be  made  for 
it  must  be  ascertained  by  comparing  the  prices  and  the  con- 
sumption of  as  many  things  as  possible. 

Next  come  the  changes  due  to  the  gradual  growth  of  and  in  po- 
population  and  wealth.     For  these  an  easy  numerical  correc-  Ld   ^ 
tioD  can  be  made  when  the  fects  are  knovm*.  wealth. 

§  6.    Next,  allowance  must  be  made  for  changes  in  fashion, 

^  When  a  atatistioal  table  shows  the  gradual  growth  of  the  consumption  of 
aoommodity  orer  a  long  series  of  years,  we  may  want  to  compare  the  percentage 
by  vUch  it  increases  in  different  years.    This  can  be 
d«0  pretty  eaaUy  with  a  Uttle  practice.    Bnt  when  the  Fig.  (9). 

fifont  are  expressed  in  the  form  of  statistical  diagram, 
it  etimot  easily  be  done,  without  translating  the  diagram 
bek  into  flgmres ;  and  this  is  a  oanse  of  the  disfavour  in 
vbieli  many  statisticians  hold  the  graphic  method.  Bnt 
by  the  knowledge  of  one  simple  mle  the  balance  can  be 
tonwd,  so  far  as  this  point  goes,  in  favonr  of  the  graphic 
Bettwd.  The  mle  is  as  foUows : — ^Let  the  quantity  of  a 
coBBodity  consomed  (or  of  trade  carried,  or  of  tax  levied 
He.),  be  measured  by  horisEontal  lines  parallel  to  Oar,  fig.      ^  ' 

(9).  while  the  corresponding  years  are  in  the  nsnal  manner  ticked  ofF  in  descending 
orto  at  equal  distances  along  Oy.  To  measure  the  rate  of  growth  at  any  point  P, 
.  pol  1  ruler  to  touch  the  curve  at  P.  Let  it  meet  Oyiat,  and  let  i^  be  the  point 
OD  Oy  at  tiie  same  vertical  height  as  P :  then  the  number  of  years  marked  off 
iknsg  (>sr  by  the  distance  Nt  is  the  inverse  of  the  fraction  by  which  the  amount  is 
increasing  annually.  That  is,  if  i^Tit  is  20  years  the  amount  is  increasing  at  the  rate 
of  ^  ie.  of  5  per  cent,  annually ;  if  JVt  is  25  years,  the  increase  is  ^  or  4per 
cent  annually ;  and  so  on.  See  a  paper  by  the  present  writer  in  the  Jubilee 
nomber  ol  the  Jowmal  of  the  London  Statistical  Society ^  June  18S5 ;  also  Note 
IV.  in  the  Appendix. 
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BOOK  m.  and  taste  and  habit,  for  the  opening  out  of  new  uses  of  a 

^•^'    commodity,  for  the  discovery  or  improvement  or  cheapening 

Gradual     of  other  thinc®  that  can  be  applied  to  the  same  uses  with  it 

changes  in  .  ,  .  •         /»       i 

habits  and  In  all  these  cases  there  is  great  difiBculty  in  allowing  for  the 
miiiarity  time  that  elapses  between  the  economic  cause  and  its  eflfect 
thiQM  and  ^^^  *^®  ^^  required  to  enable  a  rise  in  the  price  of  a  corn- 
new  ways  modity  to  exert  its  full  influence  on  consumption.     Time  is 

of  using  .  .  ,  m      . 

them.  required  for  consumers  to  become  familiar  with  substitutes 
that  can  be  used  instead  of  it,  and  perhaps  for  producers  to 
get  into  the  habit  of  producing  them  in  suflficient  quantities 
Time  may  be  also  wanted  for  the  growth  of  habits  of  famili- 
arity with  the  new  commodities  and  the  discovery  of  methods 
of  economizing  them. 

mus-  For  instance  when  wood  and  charcoal  became  dear  in 

trations.  England,  familiarity  with  coal  as  a  fuel  grew  slowly,  fireplaces 
were  but  slowly  adapted  to  its  use,  and  an  organized  traffic  in 
it  did  not  spring  up  quickly  even  to  places  to  which  it  could 
be  easily  carried  by  water:  the  invention  of  processes  by 
which  it  could  be  used  as  a  substitute  for  charcoal  in  manu- 
facture went  even  more  slowly,  and  is  indeed  hardly  yet  com- 
plete. Again,  when  in  recent  years  the  price  of  coal  became 
very  high,  a  great  stimulus  was  given  to  the  invention  of 
economies  in  its  use  especially  in  the  production  of  iron  and 
steam;  but  few  of  these  inventions  bore  much  practical 
fruit  till  after  the  high  price  had  passed  away.  Again,  when 
a  new  line  of  tramways  or  of  suburban  railways  is  opened, 
even  those  who  live  near  the  line  do  not  get  into  the  habit 
of  making  the  most  of  its  assistance  at  once ;  and  a  good 
deal  more  time  elapses  before  many  of  those  whose  places  of 
business  are  near  one  end  of  the  line  change  their  homes  so 
as  to  live  near  the  other  end.  Again,  when  petroleum  first 
became  plentiful  few  people  were  ready  to  use  it  freely;  gradu- 
ally petroleum  and  petroleum  lamps  have  become  familiar  to 
all  classes  of  society :  too  much  influence  would  therefore  be 
attributed  to  the  fall  in  price  which  has  occurred  since  then, 

Some  de-    ^^  ^^  were  Credited  with  all  the  increase  of  consumption. 

naandscan         Another  difficulty  of  the  same  kind  arises  from  the  bet 

be  more  •^ 

easily  post-  that  there  are  many  purchases  which  can  easily  be  put  off  for 
Shers.       a  short  time,  but  not  for  a  long  time.     This  is  often  the  case 
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with  regard  to  clothes  and  other  things  which  are  worn  out  book  m. 
gradually,  and  which  can  be  made  to  serve  a  little  longer  °°'^' 
than  usual  under  the  pressure  of  high  pricea  For  instance 
at  the  beginning  of  the  cotton  famine  the  recorded  consump- 
tion of  cotton  in  England  was  very  small.  This  was  partly 
because  retail  dealers  reduced  their  stock,  but  chiefly  because 
people  generally  made  shift  to  do  as  long  as  they  could 
without  buying  new  cotton  goods.  In  1864  however  many 
found  themselves  imable  to  wait  longer;  and  a  good  deal 
more  cotton  was  entered  for  home  consumption  in  that  year, 
though  the  price  was  then  much  higher,  than  in  either  of 
the  preceding  yeara  For  commodities  of  this  kind  then  a 
sudden  scarcity  does  not  immediately  raise  the  price  fully 
up  to  the  level,  which  properly  corresponds  to  the  reduced 
supply.  Similarly  after  the  great  commercial  depression  in 
the  United  States  in  1873  it  was  noticed  that  the  boot  trade 
revived  before  the  general  clothing  trade ;  because  there  is  a 
great  deal  of  reserve  wear  in  the  coats  and  hats  that  are 
thrown  aside  in  prosperous  times  as  worn  out,  but  not  so 
much  in  the  boots. 

§  7.  The  above  difficulties  are  fundamental :  but  there  Difficulties 
are  others  which  do  not  lie  deeper  than  the  more  or  less  S  obtid^^^ 
inevitable  faults  of  our  statistical  returns.  ^drite  s'to- 

A  demand  schedule  is  supposed  to  present  a  series  of  fifties, 
prices  at  which  different  amounts  of  a  commodity  can  findunperfec-* 
purchasers   during  a  given  time  in  a  market.     A  perfect  ^IJ^^' *^® 
Maitet  is  a  district,  small  or  large,  in  which  there  are  many 
buyers  and  many  sellers  all  so  keenly  on  the  alert  and  so  well 
acquainted  with  one  another's  affairs  that  the  price  of  a  com- 
modity is  always  practically  the  same  for  the  whole  of  the 
district.     But  independently  of  the  fact  that  those  who  buy 
for  their  own  consumption,  and  not  for  the  purposes  of  trade, 
are  not  always  on  the  look  out  for  every  change  in  the  market, 
there  is  no  means  of  ascertaining  exactly  what  prices  are  paid 
in  many  transactions.     Again  the  geographical  limits  of  a 
market  are  seldom   clearly  drawn,  except  when  they  are  and  its 
marked  out  by  the  sea  or  by  custom-house  barriers ;  and  no  finite 
country  has  accurate  statistics  of  commodities  produced  in  ^^f " 
it  for  home  consumption. 
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BOOK  in.        Again  there  is  generally  some  ambiguity  even  in  such 

°°'  ^'    statistics  as  are  to  be  had.    They  commonly  show  goods  as 

Secondly    entered  for  consumption  as  soon  as  they  pass  into  the  hands 

an  increase  . 

of  dealers'  of  dealers ;  and  consequently  an  increase  of  dealers'  stocb 
apt  to  be  cannot  easily  be  distinguished  firom  an  increase  of  consump- 
to^i^S.  *^^^  ^^*  *^^  *^^  ^"^  governed  by  diflferent  causes.  A  rise 
«"■«»»«  ^^    of  prices  tends  to  check  consumption :  but  if  the  rise  is  ex- 

consmnp-  *  ... 

tion.  pected  to  continue,  it  will  probably,  as  has  already  been 
noticed,  lead  dealers  to  increase  their  stocks*. 

Changes  of  Next  it  is  difficult  to  insure  that  the  commodities  referred 
to  are  always  of  the  same  quality.  After  a  dry  summer  what 
wheat  there  is,  is  exceptionally  good ;  and  the  prices  for  the 
next  harvest  year  appear  to  be  higher  than  they  really  are. 
It  is  possible  to  make  allowance  for  this,  particulariy  now 
that  dry  Califomian  wheat  affords  a  standard.  But  it  is 
almost  impossible  to  allow  properly  for  the  changes  in  quality' 
of  many  kinds  of  manufactured  goods.  This  difficulty  oocwrs 
even  in  the  case  of  such  a  thing  as  tea :  the  substitution  in 
recent  years  of  the  stronger  Indian  tea  for  the  weaker  Chinese 
tea  has  made  the  real  increase  of  consumption  greater  than 
that  which  is  shown  by  the  statistics. 


Note  on  Statistics  op  Consumption. 

General  Statistics  of  consumption  are  published  by  many  goveni- 
ments  with  regard  to  certain  classes  of  commoditieB;  and  much  good 
work  has  been  done  in  digesting  them  (as  for  instance  in  Dr  Scheraer's 
Das  wirthschaftlxche  Leben  der  Vdlker  and  in  the  late  J^eumatm- 
SpaUarU  periodical  Uebersichten  der  WeU-vnrthschafi).  But  partly  for 
the  reasons  just  indicated  they  are  of  very  little  service  in  helping  os 
to  trace  either  a  causal  connection  between  variations  in  prices  and 
variations  in  the  amounts  which  people  will  buy,  or  in  the  distributi<Hi 

1  In  examining  the  effects  of  taxation,  it  is  customary  to  compare  the  amoontB 
entered  for  consnn^tion  just  before  and  just  after  the  imposition  of  the  tax.  But 
this  is  ontrostworthy.  For  dealers  anticipating  the  tax  lay  in  large  stocks  jsft 
before  it  is  imposed,  and  need  to  boy  very  little  for  some  time  afterwards.  And 
vice  ver$d  when  a  tax  is  lowered.  Again,  high  taxes  lead  to  false  returns.  Tar 
instamse  the  nominal  importation  of  molasses  into  Boston  increased  fiftyfold  m 
consequence  of  the  tax  being  lowered  by  the  Boddngham  Ministry  in  1766,  from 
Qd.  to  Id.  per  gallon.  Bot  this  was  chiefly  dne  to  the  fact  that  with  the  tax 
at  IJ .,  it  was  cheaper  to  pay  the  daty  than  to  smuggle. 
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of  difbreDt  kiiids  of  consumption  among  the  different  classes  of  the   book  m. 
community.  cB.vr. 

As  regards  the  first  of  these  objects,  viz.  the  discovery  of  the  laws 
connecting  variations  in  consumption  consequent  on  variations  in  price, 
there  seems  much  to  be  gained  by  working  out  a  hint  given  by  Jevons 
{Tkeoryj  pp.  11,  12)  with  r^;ard  to  shopkeepers'  books. 

A  shopkeeper  in  the  working  man's  quarter  of  a  manufacturing  town 
has  often  the  means  of  ascertaining  with  tolerable  accuracy  the  financial 
position  of  the  great  body  of  his  customers.  He  can  find  out  how  many 
ttctanes  are  at  work,  and  for  how  many  hours  in  the  week,  and  he  can 
hear  about  all  the  important  changes  in  the  rate  of  wages  :  in  fact  he 
makes  it  his  business  to  do  so.  And  as  a  rule  his  customers  are  quick 
in  finding  out  changes  in  the  price  of  things  which  they  commonly  use. 
He  will  therefore  often  find  cases  in  which  an  increased  consumption  of 
a  coQunodity  is  brought  about  ^j  a  fall  in  its  price,  the  cause  acting 
quickly,  and  acting  alone  without  any  admixture  of  disturbing  causes. 
Eren  where  disturbing  causes  are  present,  he  will  often  be  able  to  allow 
for  their  influence.  For  instance  he  will  know  that  as  the  winter  comes 
on,  the  prices  of  butter  and  v^etables  rise ;  but  the  cold  weather  makes 
pe(^e  desire  batter  more  and  vegetables  less  than  before :  and  therefore 
when  the  prices  of  both  v^etables  and  butter  rise  towards  the  winter,  he 
will  expect  a  greater  falling  off  of  consumption  in  the  case  of  vegetables 
than  should  properly  be  attributed  to  the  rise  in  price  taken  alone,  but 
a  leas  falling  off  in  the  case  of  butter.  If  however  in  two  neighbouring 
winters  his  customers  have  been  about  equally  numerous,  and  in  receipt 
of  about  the  same  rate  of  wages;  Mid  if  in  the  one  the  price  of  butter 
was  a  good  deal  higher  than  in  the  other,  then  a  comparison  of  his  books 
for  the  two  winters  will  afford  a  very  accurate  indication  of  the  influence 
of  changes  in  price  on  consumption. 

Such  a  shopkeeper's  book  affords  good  opportunities  for  the  appli- 
cation oi  *'  the  Method  of  Difierence."  It  may  be  hoped  that,  as  the 
knowledge  of  economic  science  is  diffused,  local  statistical  societies  will 
<lo  important  work  in  this  and  similar  directions.  Above  all  this  may 
be  hoped  from  the  great  co-operative  stores.  Shopkeepers  who  supply 
other  classes  of  society  must  occasionally  be  in  a  position  to  furnish 
similar  facts  relating  to  the  consumption  of  their  customers.  And  if  a 
sufficient  number  of  tables  of  demand  by  different  sections  of  society 
ooold  be  obtained,  they  would  afford  the  means  of  estimating  indirectly 
the  variations  in  total  demand  that  would  result  from  extreme  varia- 
tions in  price,  and  thus  attaining  an  end  which  is  inaccessible  by 
any  other  route.  For,  as  a  general  rule,  the  price  of  a  commodity 
fluctuates  witiiin  but  narrow  limits;  and  therefore  statistics  afford 
us  no  direct  means  of  guessing  what  the  consumption  of  it  would 
be,  if  its  price  were  either  fivefold  or  a  fifth  part  of  what  it  actually 
i&  But  we  know  that  its  constmiption  would  be  confined  almost 
entirely  to  the  rich  if  its  price  were  very  high ;  and  that,  if  its  price 
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BOOK  ni.  were  very  low,  the  great  body  of  its  consumption  would  in  most  < 
^^'  ^*  be  among  the  working  classes.  If  then  the  present  price  is  very  high 
relatively  to  the  middle  or  to  the  working  classes,  we  may  be  able  to 
infer  from  the  laws  of  their  demand  at  the  present  prices  what  would  be 
the  demand  of  the  rich  if  the  price  were  so  raised  so  as  to  be  very  high 
relatively  even  to  their  means.  On  the  other  hand  if  the  present  price 
is  moderate  relatively  to  the  means  of  the  rich,  we  may  be  able  to  infer 
from  their  demand  what  would  be  the  demand  of  the  working  classes  if 
the  price  were  to  fall  to  a  level  which  is  moderate  relatively  to  ibear 
means.  It  is  only  by  thus  piecing  together  fr-agmentary  laws  of  demand 
that  we  can  hope  to  get  any  appro€u;h  to  an  accurate  law  relating  to 
widely  different  prices.  (That  is  to  say  the  general  demand  curve  for  a 
commodity  cannot  be  drawn  with  confidence  except  in  the  immediate 
neighbourhood  of  the  current  price,  \mtil  we  are  able  to  piece  it  together 
out  of  the  fr-agmentary  demand  curves  of  different  classes  of  society. 
Compare  the  second  Section  of  this  Chapter.) 

When  some  progress  has  been  made  in  reducing  to  definite  law  the 
demand  for  commodities  that  are  destined  for  immediate  consumption, 
then,  but  not  till  then,  will  there  be  use  in  attempting  a  similar  task 
with  r^ard  to  those  secondary  demands  which  are  dependent  on  these 
— the  demands  namely  for  the  labour  of  artisans  and  others  who  take 
part  in  the  production  of  things  for  sale  ;  and  again  the  demand  fia* 
machines,  factories,  railway  material  and  other  instruments  of  jm)- 
duction.  The  demand  for  the  work  of  medical  men,  of  domestic  servants 
and  of  all  those  whose  services  are  rendered  direct  to  the  consumer  is 
similar  in  character  to  the  demand  for  commodities  for  inmiediate  con- 
sumption, and  its  laws  may  be  investigated  in  the  same  manner. 

It  is  a  very  important,  but  also  difficult  task  to  ascertain  the 
proportions  in  which  the  different  classes  of  society  distribute  their 
expenditure  between  necessaries,  comforts  and  luxuries ;  between  things 
that  provide  only  present  pleasure,  and  those  that  build  up  stores  of 
physical  and  moral  strength ;  and  lastly  between  those  which  gratify 
the  lower  wants  and  those  which  stimidate  and  educate  the  higher 
wants.  Several  endeavours  have  been  made  in  this  direction  on  the 
Continent  during  the  last  fifty  years ;  and  latterly  the  subject  has  been 
investigated  with  increasing  vigour  not  only  there  but  also  in  America 
and  in  England.  In  particular,  working  men^s  budgets  have  often  been 
collected  and  compared ;  as,  for  instance,  by  her  Migesty's  consuls,  in 
the  Reports  on  the  condition  of  the  Industrial  Classes,  1872;  and  by 
those  of  the  United  States,  see  Yoimg's  Labour  in  Europe  a/nd  America  ; 
and  the  reports  of  various  American  Labour  Bureaux,  especially  that 
of  the  United  States  Commissioner  of  Labour  for  1886,  and  an  abstract 
of  many  continental  inquiries  is  presented  in  a  very  convenient  form  in 
Dr  Gruber's  Die  HaushaUwng  der  arbeitenden  Klassen, 

A  single  table  made  out  by  the  great  statistician  Dr  £ngel  for  the 
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consumption  of  ihe  lower,  middle  and  working  classes  in  Saxony  in  1857,   book  in. 
maj  be  quoted  here ;  because  it  has  acted  as  a  guide  and  a  standard     <^*  ^' 
of  comparison  to  later  inquiries.    It  is  as  follows : — 


Items  of  Expcoditere. 


Workman  with  an 
Inoome  of  46L  to  002. 
a  Year. 


L  Food  only    .    . 

2.  aoduiig.    .    . 

3.  Lodging  .    .    . 

4.  Light  and  Fnel 

5.  EdDfcation    .    . 

6.  L^  Protection 

7.  Care  of  health  . 

8.  Comfort  and  recreation 

Totals    . 


Proporttom  of  the  Expenditure  of  the  Family  of— 


62*0  per  cent. 

16-0  „ 

12-0  „ 

50  „ 

2-0  „ 

10 

10  „ 

1-0  „ 


Workman  with  an 

Income  of  902.  to 

120A 


Bfiddle-ClaM  person 

with  an  Inoome  of 

160/  to20(tf. 


55*0  per  cent. 

180 

120 

50 

3-6 

2-0 

20 

2-6 


100*0  per  cent.      100*0  per  cent. 


50*0  per  cent. 

18*0 

12-0 

50 

5-5 

8-0 

80 

8*5 


1000 per  cent. 


The  only  systematic  inquiry  which  can  at  present  be  quoted  for 
England,  is  that  made  by  Mr  Burnett,  the  able  Labour  Correspondent 
of  the  Board  of  Trade.  In  1887  he  sent  out  730  inquiries  to  selected 
workmen,  and  in  response  he  received  34  fairly  complete  returns,  from 
which  the  following  table  was  compiled : 

Table  showiso  Suxmabt  of  Avxa^oE  Pbopobtions  of  Expenditure  to  Income  by 
Geoups  abranoeo  in  obdbb  of  Amounts. 


Groups  of  Incomes  hi  Order  of  Amount 


H«di  of  Expenditure,  *c 


No.  olfunilies  in  groi^ 
No.  ol  penons  in  group 

^Tenge  yearly  income 

Bent,  taxes,  and  water 
Fuel  and  h^t  .  . 
Bread  and  floor  .  . 
Botdien' meat  .  . 
Gtt)c«rieB,&c  .  . 
nothing  .... 
Edncatiaii,  recrcM^ion 
Profidence  .  .  . 
Hcdieme,  ^te.  .  . 
Sandries    .... 


Sorphis 
De&dt  . 


ttL 
to 
40/. 


4 
23 


84-6 
16-6 


60 
4-5 
2*1 


4<M. 
to 
SOL 


80-9      48-4 

17-7  i    19-4 
4-0        8-2 


12-0 
9-7 


56*8      84-6 
2^      18-5 


4-5 
9-0 
1-4 
—        2-5 

88-8  >   14-8 


60/. 
to 

eou 


60/. 
to 

70/. 


7 
26 

L 
58-2 

181 

8-6 

12-7 

14-8 

85-8 

10-8 

4-4 

4-8 

0-9 

1-8 

4-7 

60 


8 
19 

L 
66-7 

117 

7-2 

18-4 

11-2 

88-5 

91 

4-0 

8-0 

2-5 

2-8 

18-6 

7-7 


70/. 

80/. 

90/. 

100/. 

to 

to 

to 

to 

80/. 

90/. 

100/. 

UO/. 

8 

5 

4 

4 

19 

27 

26 

19 

I 

/. 

I 

/. 

75-8 

83-8 

98-5 

104-9 

16-6 

12-6 

120 

18-6 

61 

5-8 

5-2 

41 

12-7 

10-7 

14-4 

70 

9-2 

120 

14-9 

9-9 

84-2 

28-4 

87-4 

25-8 

14-6 

9-2 

9-7 

10-5 

81 

51 

8-6 

6-9 

4-5 

8-7 

2-8 

4-6 

1-8 

1-9 

8-4 

11 

6-5 

2-7 

2-8 

8-7 

4-6 

9-8 

4-4 

12-9 

5-0 

— 

6-8 

— 

126A 


125 

11-6 

6-2 

8-3 
13-1 
22-6 
16-0 

8-2 

3-5 

1-2. 

6-8  •      2-7 
2-9        41  ^  14-4 


1 

4 

/. 
150 

23-7 
5-2 
61 
6*9 

21-8 
8-7 
5-6 
4-3 
0-7 
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BOOK  in.  Like  all  other  figures  of  the  kind  they  suffer  from  the  Cacta  that 
CH^.  jjjjQgg  ^jj^j  ^11  ig^Q  i^Q  trouble  to  make  such  returns  voluntarily  are 
not  average  men,  that  those  who  keep  careful  accounts  are  not  average 
men ;  and  that  when  accoimts  have  to  be  supplemented  by  the  memory, 
the  memory  is  apt  to  be  biassed  by  notions  as  to  how  the  money 
ought  to  have  been  spent,  especially  when  the  accounts  are  put  together 
specially  for  another's  eye.  And  in  ihia  particular  caae  there  is  the 
further  evil  that  the  total  niunber  of  returns  is  small,  and  the  average 
results  therefore  rest  on  narrow  bases.  But  the  Report  contains  much 
instructive  information;  and  those  who  have  special  opportunities  of 
observing  the  methods  of  living  of  any  industrial  classes  may  find  it 
convenient  as  a  basis  for  registering  their  own  observations :  for  this 
border-groimd  between  the  provinces  of  Domestic  and  Public  Economy 
is  one  in  which  excellent  work  may  be  done  by  many  who  are  dis- 
inclined for  more  general  and  abstract  specidations. 


Digitized  by  VjOOQ  iC 


CHAPTER  V. 

THE  CHOICE  BETWEEN  DIFFERENT  USES  OF  THE  SAME 
THINQ.      IMMEDIATE  AND  DEFERRED  USES. 

§  1.    The  primitive  housewife  finding  that  she  has  a  book  m. 
limited  number  of  hanks  of  yam  from  the  year's  shearing,     ^°'^' 
considers  all  the  domestic  wants  for  clothini?  and  tries  toThe^Btd- 

bation  of  ft 

distribute  the  yam  between  them  in  such  a  way  as  to  con-  person's 
tribute  as  much  as  possible  to  the  family  well  being.     She  ^een  the 
will  think  she  has  foiled  if,  when  it  is  done,  she  has  reason  §SfJf^. 
to  regret  that  she  did  not  apply  more  to  making,  say,  socks,  Cerent 
and  less  to  vests.    That  would  mean  that  she  had  mis- 
calculated the  points  at  which  to  suspend  the  making  of 
socks  and  vests  respectively ;  that  she  had  gone  too  fer  in 
the  case  of  vests,  and  not  far  enough  in  that  of  socks ;  and 
that  therefore  at  the  points  at  which  she  actually  did  stop, 
the  utility  of  yam  turned  into  socks  was  greater  than  that 
of  yam  turned  into  vests.     But  if,  on  the  other  hand,  she  hit 
on  the  right  points  to  stop  at,  then  she  made  just  so  many 
socks  and  vests  that  she  got  an  equal  amount  of  good  out  of 
the  last  bundle  of  yam  that  she  applied  to  socks,  and  the  last 
she  applied  to  vesta     This  illustrates  a  general  principle, 
which  may  be  expressed  thus : — 

If  a  person  has  a  thing  which  he  can  put  to  several  uses, 
he  wiU  distribute  it  between  these  uses  in  such  a  way  that 
it  has  the  same  marginal  utility  in  alL  For  if  it  had  a 
greater  marginal  utility  in  one  use  than  another,  he  would 
gain  by  taking  away  some  of  it  from  the  second  use  and 
applying  it  to  the  firsts 

1  Ov  iUastntion  belongs  indeed  properly  to  domestic  production  rather  than 
to  doBMstic  fionwimptjoo.    Bat  that  was  almost  ineyitable;  for  there  are  yerj 
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BOOK  UI. 
OU.  V. 

But  a 

luay  hAV9 
too  much 
of  ouv 
thing  for 

all  UM4M, 

and  too 
little  of 
auother. 


Barter 

iaapaitial 

remedy. 


The  need 
for  money, 
which  can 
be  distri- 
buted in 
many 
lines  of 
purchase 
ito  aH  to 
have  equal 
marginal 
utilities 
In  each. 


ninstra- 
tioits. 


A  chief 
UMeof 
domestic 
accounts. 


One  great  disadvantage  of  a  primitive  economy,  in  which 
there  is  but  little  free  exchange,  is  that  a  person  may  easily 
have  so  much  of  one  thing,  say  wool,  that  when  he  has 
applied  it  to  every  possible  use,  its  marginal  utility  in  each 
use  is  low :  and  at  the  same  time  he  may  have  so  little  of 
some  other  thing,  say  wood,  that  its  marginal  utility  for  him 
is  very  high.  Meanwhile  some  of  his  neighbours  may  be  in 
great  need  of  woo|^nd  have  more  woc^han  they  can  turn 
to  goci^  account.  If  each  gives  up  that  which  has  for  him 
the  lower  utility  and  receives  that  which  has  the  higher,  each 
will  gain  by  the  exchange.  But  to  make  such  an  adjustment 
by  barter,  would  be  tedious  and  difficult. 

The  difficulty  of  barter  is  indeed  not  so  very  great 
where  there  are  but  a  few  simple  commodities  each  capable 
of  being  adapted  by  domestic  work  to  several  uses;  the 
weavinfi[  wife  and  the  apinst^r  (laughters  adjusting  rightly 
the  marginal  utilities  of  the  different  uses  of  the  wool,  while 
the  husband  and  the  sons  do  the  same  for  the  wood. 

§  2.  But  when  commodities  have  become  very  numerous 
and  highly  specialized,  there  is  an  urgent  need  for  the  free 
use  of  money,  or  general  purchasing  power;  for  that  alone 
can  be  applied  easily  in  an  unlimited  variety  of  purchases. 
And  in  a  money-economy,  good  management  is  shown  by  so 
adjusting  the  margins  of  suspense  on  each  line  of  expenditure 
that  the  marginal  utility  of  a  shilling's  worth  of  goods  on 
each  line  shall  be  the  same.  And  this  result  each  one  will 
attain  by  constantly  watching  to  see  whether  there  is  any 
thing  on  which  he  is  spending  so  much  that  he  would  gain 
by  taking  a  little  away  from  that  line  of  expenditure  and 
putting  it  on  some  other  line. 

Thus  for  instance  the  clerk  who  is  in  doubt  whether  to 
ride  to  town,  or  to  walk  and  have  some  little  extra  indulgence 
at  his  lunch,  is  weighing  against  one  another  the  (marginal) 
utilities  of  two  different  modes  of  spending  his  money.  And 
when  an  experienced  housekeeper  urges  on  a  young  couple 

few  things  ready  for  immediate  consumption  which  are  availahle  for  manj^ 
different  uses.  And  the  doctrine  of  the  Distribution  of  means  between  differeot 
uses  has  less  important  and  less  interesting  applications  in  the  Science  of 
Demand  than  in  that  of  Supply;  where  one  particular  form  of  it— the  Law  of 
Substitution — wiU  occupy  us  a  great  deaL 
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the  importance  of  keeping  accounts  carefully ;  a  chief  motive  book  m. 
of  the  advice  is  that  they  may  avoid  spending  impulsively  ^'^' 
a  great  deal  of  money  on  furniture  and  other  things,  which 
though  some  quantity  of  them  be  really  needful,  do  not  when 
bought  lavishly  give  high  (marginal)  utilities  in  proportion 
to  their  cost.  And  when  the  young  pair  look  over  their 
year's  budget  at  the  end  of  the  year,  and  find  perhaps  that 
it  is  necessary  to  curtail  their  expenditure  somewhere,  they 
compare  the  (marginal)  utilities  of  different  items,  weighing 
the  loss  of  utility  that  would  result  from  taking  away  a 
pound's  expenditure  here,  with  that  which  they  would  lose 
by  taking  it  away  there :  they  strive  to  adjust  their  parings 
down  80  that  the  aggregate  loss  of  utility  may  be  a  minimum, 
and  the  aggregate  of  utility  that  remains  to  them  may  be 
a  maximum*. 

§  3.    The  different  uses  between  which  a  commodity  is 
distributed  need  not  all  be  present  uses;  some  may  be 
present  and  some  future.    A  prudent  person  will  endeavour  The 
to  distribute  his  means  between  all  their  several  uses  present  of  future 
and  future  in  such  a  way  that  they  will  have  in  each  the  ^StsT" 
same  marginal  utility.     But  in  estimating  the  present  mar-  P>^«««'it- 
ginal  utility  of  a  distant  source  of  pleasure  a  twofold  allowance 
must  be  made ;  firstly,  for.its  uncertainty  (this  is  an  objective 
property  which  all  well-informed  persons  would  estimate  in 
the  same  way) ;  and  secondly,  for  its  difference  in  the  value 
to  them  of  a  distant  as  compared  with  a  present  pleasure 
{this  is  a  subjective  property  which  different  people  would 
estimate    in   different  ways  according  to   their  individual 
characters,  and  their  circumstances  at  the  time). 

^  The  warkmg-dass  budgets  which  were  meDtioned  in  the  Note  at  the  end  of 
Uie  kflt  ehapier  may  render  most  important  services  in  helping  people  to  dis- 
tribute their  resoorces  wisely  between  different  uses,  so  that  the  marginal  utility 
for  eeeh  purpose  shall  be  the  same.  But  the  vital  problems  of  domestic  economy 
rdite  ss  much  to  wise  aetion  as  to  wise  spending.  The  English  and  the  American 
hooaewife  make  limited  means  go  a  much  less  way  towards  satisfying  wants  than 
tbe  French  housewife  does,  not  because  they  do  not  know  how  to  buy,  but  because 
tbey  esnnot  produce  as  good  finished  commodities  out  of  the  raw  material  of 
ine^eosive  joints,  vegetabka  &e.,  as  she  can.  Domestic  economy  is  often  spoken 
d  u  belonging  to  the  Science  of  Consumption:  but  that  is  only  half  true.  The 
gRstest  fauhs  in  domestic  economy,  among  the  sober  portion  of  the  Anglo-Saxon 
woAing-elaBBos  at  all  events,  are  faults  of  Production  rather  than  of  Consumption. 

M.  12 
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BOOK  in.         If  people  regarded  future  pleasures  as  equally  desirable 
^'  ^'     with  pleasures  of  equal  amount  at  the  present  time,  they 
would  probably  endeavour  to  dirtribute  their  pleasures  evenly 
throughout  their  lives.     They  would  therefore  generally  be 
willing  to  give  up  a  present  pleasure  for  the  sake  of  an 
equal  pleasure  in  the  future,  provided  they  could  be  oertam 
^d^^    of  having  it.     But  in  fact  human  nature  is  so  constituted 
of  nncer-    that  in  estimating  the  "present  value"  of  a  future  pleasure 
fatore        most  people  generally  make  a  second  deduction  from  its  future 
L^^?]^  value,  in  the  form  of  what  we  may  call  a  "  discount,"  that 
attrw^ve   increases  with  the  period  for  which  the  pleasure  is  deferred. 
most         One  will  reckon  a  distant  pleasure  at  nearly  the  same  value 
than  those  which  it  would  have  for  him  if  it  were  present ;  while  another 
22^*        who  has  less  power  of  realizing  the  fiiture,  less  patience  and 
They  are    self-control,  will  care  comparatively  little  for  any  pleasure 
ed,"  hot  at  that  is  not  near  at  hand.    And  the  same  person  will  van 
rates^*     in  his  mood,  being  at  one  time  impatient,  and  greedy  for 
pewie^and  Present  enjoyment ;  while  at  another  his  mind  dwells  on 
^enby      the  future,  and  he  is  willing  to  postpone  all  enjoyments 
person  in    that  Can  conveniently  be  made  to  wait.     Sometimes  he  is 
mo^sT      in  A  mood  to  care  little  for  the  pleasures  of  expectation, 
sometimes    to    care    little    for    anything   else:    sometime 
he  is  like  the  children  who  pick  the  plums  out   of  their 
pudding  to  eat  them   at  once,  sometimes  like  those  who 
put  them  aside  to  be  eaten  last.    And,  in  any  case,  wh^ 
calculating  the  rate  at  which  a  future  pleasure  is  discounted, 
we  must  be  carefiil  to  make  allowance  for  the  pleasures  of 
expectation. 
Bat  we  §  4.     Further,  we  cannot,  strictly  speaking,  compare  the 

Really        qtiantities  of  two  pleasures,  which  are  enjoyed  at  diflFerent 
22^™**®     times  even  by  the  same  persons.     When  a  person  postpones 
^"fiitar    ^  pleasure-giving  event  he  does  not  postpone  the  pleasure; 
pleasure,    but  he  gives  up  a  present  pleasure  and  takes  in  its  place 
another,  or  an  expectation  of  getting  another  at  a  futun; 
date:  and  we  cannot  tell   whether  he  expects  the  future 
pleasure  to  be  greater  than  the  one  which  he  is  giving  up, 
unless  we  know  all  the  circumstances  of  the  case.     And 
therefore  even  though  we  know  the  rate  at  which  he  dis- 
counts future  pleasurable  events,  such  as  spending  £1  on 
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immediate  gratifications,  we  yet  do  not  know  the  rate  at  book  m. 
which  he  discounts  fiiture  pleasures\  ^'^' 

We  can  however  get  an  artificial  measure  of  the  rate  An 
at  which   he  discounts  future   pleasures   by  making  two 


assumptions.  These  are,  firstly,  that  he  expects  to  be  about  ^^If 
as  rich  at  the  future  date  as  he  is  now ;  and  secondly,  that  ^f^?^^ 
his  capacity  for  enjoying  the  things  which  money  will  buy  pleasures, 
will  on  the  whole  remain  unchanged,  though  it  may  have 
increased  in  some  directions  and  diminished  in  others.  On 
these  assumptions,  if  he  is  willing,  but  only  just  willing,  to 
spare  a  pound  fix)m  his  expenditure  now  with  the  absolute 
certainty  of  having  (for  the  disposal  of  himself  or  his  heirs) 
a  guinea  one  year  hence,  we  may  fairly  say  that  he  discounts 
future  pleasures  thkt  are  perfectly  secure  (subject  only  to 
the  conditions  of  human  mortality)  at  the  rate  of  five  per 
cent,  per  annum.  And  on  these  assumptions  the  rate  at 
which  he  discounts  future  (certain)  pleasures,  will  be  the 
rate  at  which  he  can  discount  money  in  the  money  market*. 

1  In  dassifjing  some  pleasnres  as  more  urgent  than  others,  it  is  often  for- 
gotten that  the  postponement  of  a  pleasurable  erent  may  alter  the  drcnmstances 
ndcr  which  it  occurs,  and  therefore  alter  the  character  of  the  pleasnre  itself.  For 
ifistiDce  it  may  be  said  that  a  yomig  man  discounts  at  a  Tery  high  rate  the 
pltanire  of  the  Alpine  tours  which  he  hopes  to  be  able  to  afford  himself  when  he 
hu  xoade  his  lortmie.  He  wonld  much  rather  have  them  now,  partly  because 
tiMy  would  giye  him  much  greater  pleasure  now. 

Again,  it  may  happen  that  the  postponement  of  the  pleasurable  event  iuTolves 
tn  mequal  distribution  in  Time  of  a  certain  Qood,  and  that  the  Law  of  Diminn- 
tkn  at  Marginal  Utility  acts  skongly  in  the  case  of  this  particular  Good.  For 
initaaee,  it  is  sometimes  said  that  the  pleasures  of  eating  are  specially  urgent ; 
and  it  is  undoubtedly  true  that  if  a  man  goes  dinnerless  for  six  days  in  the  week 
■ad  eats  seven  dinners  on  the  seventh,  he  loses  veiy  much ;  because  when  post- 
pooiiig  six  dinners,  he  does  not  postpone  the  pleasures  of  eating  six  separate 
djimen,  but  substitutes  for  them  the  pleasure  of  one  day's  excessive  eating. 
A|{ain,  when  a  person  puts  away  eggs  for  the  winter  he  does  not  expect  that  they 
win  be  better  flavoured  then  than  now;  he  expects  that  they  will  be  scarce,  and 
tloi  therefore  their  utility  will  be  higher  than  now.  This  shows  the  importance 
d  drawing  a  clear  distinction  between  discounting  a  future  pleasure,  and  dis- 
counting the  pleasure  derived  from  the  future  enjoyment  of  a  certain  amount  of 
t  eoBimodity.  For  in  the  latter  case  we  must  make  separate  allowance  for 
difleresiees  between  the  marginal  utilities  of  the  oonmiodity  at  the  two  times: 
kat  in  the  latter  this  has  been  allowed  for  once  in  estimating  the  amount  of  the 
pleasare;  and  it  must  not  be  allowed  for  again. 

*  It  is  important  to  remember  that,  except  on  these  assumptions  there  is  no 
direct  connection  between  the  rate  of  discount  on  the  loan  of  money,  and  the  rate 
at  irideh  future  pleasures  are  discounted.  A  man  may  be  so  impatient  of  delay 
that  a  certain  promise  of  a  pleasure  ten  years  hence  will  not  induce  him  to  give 
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So  far  we  have  considered  each  pleasure  singly ;  but  a 

^'^'  great  many  of  the  things  which  people  buy  are  durable,  La 

Fnnire  are  not  consumed  in  a  single  use ;  a  durable  good,  such  as 

expected  &  piano,  is  the  probable  source  of  many  pleasures,  more  or 

^[JJJ^j^  less  remote ;  and  its  value  to  a  purchaser  is  the  aggi^ate 

^^^^  of  the  value  to  him  of  all  these  pleasures,  allowance  bemg 

ties.  made  for  their  uncertainty  and  for  their  distance\ 

np  one  cloee  at  hand  which  he  regards  as  a  quarter  as  great.  And  yet  if  he 
should  fear  that  ten  jears  hence  money  may  be  so  scarce  with  him  (and  iti 
marginal  ntiUty  therefore  so  hi^^)  that  half-a-crown  then  may  gire  him  more 
pleasure  or  ssto  him  more  pain  than  a  poond  now,  he  will  save  something  lor  the 
fatore  even  though  he  haye  to  hoard  it,  on  the  same  principle  that  he  mi^it  store 
eggs  fof  the  winter.  Bat  we  are  here  straying  into  questions  that  are  man 
doeely  connected  with  Supply  than  with  Demand.  We  shall  have  to  conrfdw 
them  again  from  different  pcnnts  of  Tiew  in  oonnectioo  with  the  Aocomiilatiao  of 
Wealth,  and  later  again  in  connection  with  the  causes  that  determine  the  Bate  of 
Interest. 

We  may  howerer  consider  here  how  to  measmw  nmnerieally  the  present  Tthe 
of  a  fatore  pleasure,  on  the  supposition  that  we  know,  (i)  its  amount,  (ii)  the  dsto 
at  which  it  win  come,  if  it  comes  at  all,  (iii)  the  chance  that  it  will  come,  and  (iv) 
the  rate  at  which  the  person  in  question  discounts  future  pleasures. 

If  the  probability  that  a  ideasure  will  be  enjoyed  is  three  to  one,  so  that 
three  chances  out  of  four  are  in  its  favour,  the  value  of  its  expectation  is  three- 
fourths  of  what  it  would  be  if  it  were  certain :  if  the  probability  that  it  will  be 
enjoyed  were  only  seven  to  five,  so  that  only  seven  chances  out  of  twelve  are  in  its 
favour,  the  value  of  its  expectation  is  only  seven-twelfths  of  what  it  would  be  if 
the  event  were  certain,  and  so  on.  [This  is  its  actuarial  value:  but  fntitf 
allowance'  may  have  to  be  made  for  the  fact  that  the  true  value  to  anyone  of  sa 
uncertain  gain  is  generally  less  than  its  actuarial  value  (see  the  second  note  ea 
p.  187).]  If  the  anticipated  pleasure  is  both  uncertain  and  distant  we  have  a  twoioU 
deduction  to  make  from  its  fuU  value.  We  will  suppose,  for  instance,  that  a 
person  would  give  10».  for  a  gratification  if  it  were  present  and  certain,  but  that 
it  is  due  a  year  hence,  and  the  probability  of  its  happening  then  is  three  to  one. 
Suppose  also  that  he  discounts~the  future  at  the  rate  of  twenty  per  cent  per 
annum.  Then  the  value  to  him  of  the  antidpation  of  it  is  }  x  ^  x  10*.  i.e.  U^ 
Compare  the  Introductory  chapter  of  Jevons*  Theory  of  Political  Eeommy. 

1  Of  course  this  estimate  is  formed  by  a  rough  histinct ;  and  in  any  attenupt  to 
reduce  it  to  numerical  accuracy  (See  Note  IV.  in  the  Appendix),  we  must  reeoOed 
what  has  been  said,  in  this  and  the  preceding  Section,  as  to  the  impossibility  of 
comparing  accurately  the  quantities  of  pleasures  that  do  not  occur  at  the  same 
time;  and  also  as  to  the  assumption  of  uniformity  involved  in  suppoaing  tbe 
discount  of  future  pleasures  to  obey  the  exponential  law. 
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CHAPTER  VI. 

THE  MBASUREKENT  OF  THE  UTILITT  OF  WEALTH. 

§  1.     We  may  now  turn  to  consider  how  far  the  price  book  in. 
which  is  actually  paid  for  a  thing  represents  the  pleitfjure    °°'^' 
that  arises  fix)m  its  possession.     This  is  a  wide  subject  on  ^^  *^ 
which  economic  science  has  very  little  to  say,  but  that  little 
is  of  some  importance. 

We  have  already  seen  that  the  price  which  a  person  pays 
for  a  thing,  can  never  exceed,  and  seldom  comes  up  to  that 
which  he  would  be  willing  to  pay  rather  than  go  without  it : 
so  that  the  gratification  which  he  gets  from  its  purchase  ' 
gKierally  exceeds  that  which  he  gives  up  in  paying  away  its 
price;  and  he  thus  derives  from  the  purchase  a  surplus  of 
pleasure.     The  excess  of  the  price  which  he  would  be  willing 
to  pay  rather  than  go  without  it,  over  that  which  he  actually 
does  pay  is  the  economic  measure  of  this  surplus  pleasure :  CoH9«mer$' 
and  for  reasons  which  will  appear  later  on,  may  be  called  ****** 
Consumers'  Rent. 

It  is  obvious  that  the  Consumers'  Rents  derived  from 
some  commodities  are  much  greater  than  from  others.  There 
are  msmy  comforts  and  luxuries  of  which  the  prices  are  very 
much  below  those  which  many  people  would  pay  rather  than 
go  entirely  without  them ;  and  which  therefore  afford  a  very 
great  Consumers'  Rent.  Good  instances  are  matches,  salt, 
a  pramy  newspaper,  or  a  penny  postage-stamp  \ 

*■  Tbone  is  howerer  m  dii&oiilty  in  eetimating  the  total  utility  of  oommodities 
seme  sopply  of  wldch  is  neoesswy  for  life ;  for  instance,  the  ntilitj  of  the  food 
required  to  keep  a  man  from  starration  is  indefinitely  great.  The  best  plan  is 
perhaps  to  take  that  necessary  sopply  for  granted,  and  estimate  the  total  utility 
ouij  of  that  part  of  the  commodity  which  is  in  excess  of  this  amoont.  But 
here  it  is  espedaHy  important  to  recoUeet  that  the  desire  for  anything  is  much 
d^sndent  on  the  dii&calty  of  getting  sabstitntes  for  it.  (See  Note  VI.  in 
i^pendix.) 
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BOOK  111.         In  order  to  give  definiteness  to  our  notions,  let  us  con- 

^'^'    sider  the  case  of  coals  purchased  for  domestic  consumption. 

<^-  Let  us  take  the  case  of  a  man,  who,  if  the  price  of  coals  were 

Rent  in      £10  a  ton,  would  just  be  induced  to  buy  one  ton  annually: 

the  de-       who  would  just  be  induced  to  buy  two  tons  if  the  price  were 

io^^dnf^  £7,  three  tons  if  the  price  were  £5,  four  tons  if  the  price 

were  £3,  five  tons  if  the  price  were  £2,  six  tons  if  the  price 

were  £1.  10s.,  and  who,  the  price  being  actually  £1,  does 

purchase  seven  tons.     We  have  to  investigate  the  Consumers' 

Bent  which  he  derives  from  his  power  of  purchasing  coal  at 

£1  a  ton\ 

The  fact  that  he  would  just  be  induced  to  purchase  one 
ton  if  the  price  were  £10,  proves  that  the  total  enjoyment  or 
satisfaction  which  he  derives  from  that  ton  is  as  great  as  that 
which  he  could  obtain  by  spending  £10  on  other  things.  In 
other  words,  the  satisfaction  derived  from,  or  the  value  in  use 
to  him  of,  a  single  ton  a  year,  is  economically  measured  by 
£10;  and  therefore  his  power  of  purchasing  one  ton  of  coals 
for  £1  gives  him  a  surplus  satisfaction,  of  which  the  economic 
measure  is  £9;  that  is  to  say,  it  gives  him  a  Consumers' 
Rent  of  £9. 

Again,  if  the  price  were  £7  a  ton,  he  would  just  be  in- 
duced to  purchase  a  second  ton;  so  that  the  value  in 
use  to  him  of  a  second  ton  is  measured  by  £7.  The  Con- 
sumers' Rent  that  he  derives  from  his  power  of  purchas- 
ing this  ton  for  £1  is  therefore  £6 :  and  so  on.  Thus  the 
whole  Consumers'  Rent  which  he  derives  from  the  power  of 
purchasing  coal  afe  £1  a  ton  is  £9  +  6  +  4  +  2  + 1  +  i,  i.e.  £22J. 
We  may  put  the  same  thing  in  another  way.  The  eco- 
nomic measure  of  the  total  utility  of  the  coal,  is  the  sum  of 
the  prices  that  he  would  be  just  willing  to  give  for  each  suc- 
cessive ton:  i.e.  £10  +  7  +  5  +  3  +  2  +  1^  +  1,  i.e.  £29.  10*. 
His  Consumers'  Rent  is  the  excess  of  this  sum  over  the  £7 
which  is  the  value  in  exchange  or  market  price  of  the  coal : 
it  thus  measures  the  surplus  or  excess  of  the  total  utility  to 
him  of  the  seven  tons  of  coal  which  he  purchases,  over  th» 

1  It  is  not  necessary  for  oor  present  purpose  to  take  aoooimt  of  the  yomStiOiij 
that  the  marginal  utility  of  money  to  him  might  be  appreciably  altered  in  the 
coarse  of  his  pnrchases. 
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utility  of  the  commodities  which  he  could  have  obtfidned  by  book  m. 
expending  in  other  wajrs  the  £7  which  is  the  value  in  ex-    ^'^' 
change  of  those  seven  tons. 

(Those  other  commodities  would  be  just  beyond  the 
margin  of  his  previous  purchases,  commodities  which  he  had 
just  not  thought  it  worth  while  to  buy  at  their  current 
prices;  and  therefore  they  would  not  jdeld  him  any  Con- 
sumers' Rent.) 

In  the  same  way  if  we  were  to  neglect  for  the  moment  '^''^J®" 
the  fiact  that  the  same  sum  of  money  represents  different  mand  of  a 
amounts  of  pleasure  to  different  people,  we  might  measure  """  ® ' 
the  surplus  satis&ction  which  the  sale  of  house-coal  affords, 
say,  in  the  London  market  by  the  aggregate  of  the  sums  by 
which  the  prices  shown  in  a  complete  demand  schedule  for 
coal  exceeds  its  selling  price'. 

1  Let  OS  then  ctmsider  the  demand  canre  DD*  for  coal  in  any  large  market. 

Let  0J7  be  the  amoont  which  is  sold  there  at  the  Fig.  (10). 

priee  HA  anniially,  a  year  being  taken  as  onr  nnit 
of  time.  Taking  any  point  M  in  OH  let  ns  draw 
UP  vertically  upwards  to  meet  the  cnrve  in  P  and 
mt  t  horiaoptal  line  through  A  in  R,  We  will 
appose  the  aereral  tons  nmnbered  in  the  order 
<tf  the  eagerness  of  the  seyeral  pnrchasers:  the 
ctgcniesB  of  tbe  porchaser  of  any  ton  being  mea- 
flond  by  the  price  he  is  jnst  willing  to  pay  for 
that  ton.  The  figure  informs  ns  that  OM  nnits 
OB  be  sold  at  the  price  PM;  hot  that  at  any 
Ugber  price  not  quite  so  many  tons  can  be  sold. 

There  most  be  tiien  some  indiridnal  who  will  bny  more  at  the  price  PM^  than  he 
win  at  any  hi^ier  price ;  and  we  are  to  regard  the  0  J/lh  ton  as  sold  to  this 
iniiiidaaL  Suppose  for  instance  that  PM  represents  £2,  and  that  OM  represents 
a  idlban  tons.  The  pmrchaser  described  in  the  text  is  jtist  wiUmg  to  bny  his  fifth 
too  of  coal  at  the  price  £2,  and  the  OM\h  or  millionth  ton  of  coal  may  be  said  to 
be  aold  to  him.  Ji  AH  and  therefore  RM  represent  £1,  the  Consmners'  Bent 
derired  from  the  OJflh  ton  is  the  excess  of  PM  or  £2  which  the  purchaser  of  that 
too  would  have  been  willing  to  pay  for  it  over  RM  the  £1  which  he  actnally  does 
pay  for  it.  Let  ns  suppose  that  a  very  thin  yertical  parallelogram  is  drawn  of 
which  the  height  is  PM  and  of  which  the  base  is  the  distance  along  Ox  that 
mesfures  the  single  unit  or  ton  of  coal.  It  will  be  conrenlent  henceforward  to 
rcftrd  price  as  measured  not  by  a  mathematical  straight  line  without  thickness, 
as  PM\  but  by  a  very  thin  parallelogram,  or  as  it  may  be  called  a  thick  straight 
line,  of  which  the  breadth  is  in  every  case  equal  to  the  distance  along  Ox  which 
neasores  a  unit  or  ton  of  coal.  Thus  we  should  say  that  the  total  satisfaction 
derired  from  the  OMXb.  ton  of  coal  is  represented  (or,  on  the  assumption  made  in 
the  last  paragra^  of  the  text  is  measured)  by  the  thick  straight  line  MP; 
that  the  price  paid  for  this  ton  is  represented  by  the  thick  straight  line  MR 
and  the  Consumers'  Bent  derived  from  this  ton  by  the  thick  straight  line  RP, 
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BOOS  m.  §  2.  Let  us  next  take  account  of  the  variations  in  the 
^^^*  amount  of  pleasure  represented  by  the  same  sum  of  monej- 
to  different  persons  and  under  different  circumstances. 
TheMme  .  A  shilling  may  measure  a  greater  pleasure  at  One  time  than 
^^Inres  ftt  another  even  for  the  same  person ;  because  money  may 
^2^  be  more  plentiful  with  him,  or  because  his  sensibility  to 
even  to      pleasure  may  be  different  at  different  times\     And  two 

persons       ^  '' 

with  equal  people  whose  antecedents  are  similar  and  who  appear  to  be 

inoomes; 

Now  let  US  sappose  that  such  thin  parallelogrsins,  or  thick  stnd^t  hues,  are 
drawn  for  all  positions  of  M  between  0  and  H,  one  for  each  ton  or  unit  of 
coaL  The  thick  straight  lines  thos  drawn,  as  MP  is,  from  Ox  up  to  the  demand 
cmre  will  each  represent  the  aggregate  of  the  satisfaction  derired  from  a  ton  of 
coal;  and  taken  together  thus  occupy  and  exactly  fill  op  the  whole  area  DOHA. 
Therefore  we  may  say  that  the  area  DOHA  represents  the  aggregate  of  the  sa^ 
faction  deriyed  from  the  consmnption  of  coal.  Again  each  of  the  strai^t  him 
drawn,  as  MB  is,  from  Ox  upwards  as  far  as  AC  represents  the  price  that  actaaHy 
is  paid  for  a  ton  of  coaL  These  straight  lines  together  make  19  the  area  CO  HA ; 
and  therefore  this  area  represents  the  total  price  paid  for  coal.  Finally  esdi 
of  the  straight  lines  drawn  as  RP  is  from  AC  upwards  as  far  as  the  danand 
curve,  represents  the  Consumers'  Bent  derived  from  the  corre^Kinding  ton  of  eosL 
These  straight  lines  together  make  up  the  area  DC  A ;  and  therefore  this  ana 
represents  the  total  Consumers'  Bent  that  is  derived  from  coal  when  the  priee  h 
AH.  But  it  must  be  repeated  that  this  geometrical  measurement  is  only  sb 
aggregate  of  the  measures  of  benefits  which  are  not  all  measured  on  the  num 
scale  except  on  the  assumption  just  made  in  the  text.  Unless  that  assnnqrtian  it 
made  the  area  only  represents  an  aggregate  of  satisfactions,  the  several  amooniB  of 
which  are  not  exactly  measured.  On  that  assun^tion  only,  its  area  measures  the 
volume  of  the  total  net  satiBfacti<m  derived  from  the  coal  by  its  various  parahaitfB. 
It  has  already  been  remarked  that  it  will  seldom  be  possible  to  obtain  the 
data  necessary  for  drawing  the  demand  curve  accurately  throughout  any  large 
portion  of  its  length.  If  ^  is  the  point  on  the  curve  corresponding  to  the  amooat 
that  is  wont  to  be  sold  in  the  market,  data  can  be  obtained  suflicient  for  draw- 
ing the  curve  with  tolerable  correctness  for  some  distance  on  either  side  of  A ; 
but  it  will  scarcely  ever  oocur  that  the  curve  can  be  drawn  with  any  approach 
to  accuracy  right  up  to  i>.  It  happens,  however,  that  the  practical  applications 
of  the  theory  of  value  require  a  knowledge  of  the  shape  of  the  demand  eurre 
only  in  the  neighbourhood  of  A.  We  seldom  require  to  ascertain  aocoratefy 
the  total  area  DC  A ;  it  is  sufficient  for  most  of  our  purposes  to  know  the 
changes  in  this  area  that  would  be  occasioned  liy  moving  A  through  smell 
distances  along  the  curve  in  either  direction.  Nevertheless  it  will  be  convenieDi 
to  continue  to  assume,  as  in  pure  theory  we  are  at  liberty  to  do,  that  the 
curve  is  completely  drawn  for  us. 

•  The  notion  of  an  exact  measurement  of  Consumers*  Bent  was  published  \^ 
Dupuit  in  1844.  But  his  work  was  forgotten;  and  the  first  to  pubhah  a  dear 
analysis  of  the  relation  of  total  to  marginal  (or  final)  utility  in  the  Engheb 
language  was  Jevons  in  1871,  when  he  had  not  read  Dupuit.  The  notion  of  Con- 
sumers' Bent  was  suggested  to  the  present  writer  liy  a  study  of  the  mathematical 
aspects  of  demand  and  utiUty  under  the  influence  of  Coumot,  von  Thiinen  and 
Boitham. 

^  Compare  Mr  Edgeworth's  MathemtUical  Psyekics, 
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like  one  another  in  every  respect  will  yet  be  affected  in  differ-  book  m. 
ent  wajrs  by  the  same  events.  When,  for  instance,  a  band  of  ^•^' 
city  school  children  are  sent  out  for  a  day's  holiday  in  the 
country,  it  is  probable  that  no  two  of  them  derive  from  it 
enjoyment  exactly  the  same  in  kind,  or  equal  in  intensity. 
The  same  surgical  operation  causes  different  amounts  of  pain 
to  difierent  people.  Of  two  parents  who  are,  so  fS&r  as  we  can 
tell,  equally  affectionate,  one  will  suffer  much  more  than  the 
other  from  the  loss  of  a  fiEivourite  son.  Some  who  are  not 
veiy  sensitive  generally  are  yet  specially  susceptible  to  par- 
ticular kinds  of  pleasure  and  pain ;  while  differences  in  nature 
and  education  make  one  man's  total  capacity  for  pleasure  or 
pain  immensely  greater  than  another's.  So  that  it  is  not  at 
all  safe  to  say  that  two  men  with  the  same  income  derive 
equal  pleasure  from  its  use ;  or  that  they  would  suffer  equal 
pain  from  the  same  diminution  of  it.  Although  when  a  tax 
of  £1  is  taken  frx>m  each  of  two  persons  having  an  income  of 
£300  a-year,  each  will  give  up  that  £1  worth  of  pleasure 
which  he  can  most  easily  part  with,  Le.,  each  will  give  up 
pleasure  that  is  measured  to  him  by  just  £1 ;  yet  the  inten- 
sities of  the  pleasure  given  up  may  not  be  nearly  equal 

Nevertheless,  if  we  take  averages  sufficiently  broad  to  bat  these 
cause  the  personal  peculiarities  of  individuals  to  counter-  mav  Acne- 
balance  one  another,  the  money  which  people  of  equal  incomes  J^^^ted 
will  give  to  obtain  a  pleasure  or  avoid  a  pain  is  an  extremely  J^Sder 
accurate  measure  of  the  pleasure  or  the  pain.    If  there  are  a  ^eavenge 
thousand  persons  living  in  Sheffield,  and  another  thousand  in  nmnberB 
Leeds,  each  with  about  £100  a-year,  and  a  tax  of  £1  is  levied  «'p^^*- 
on  all  of  them,  we  may  be  sure  that  the  loss  of  pleasure  which 
the  tax  will  cause  in  Sheffield  is  almost  exactly  equal  to  that 
which  it  will  cause  in  Leeds :  and  similarly  anjrthing  that  in- 
creased JEdl  the  incomes  by  £1  would  give  command  over 
almost  exactly  the  same  amount  of  additional  pleasure  in  the 
two  towns,  and  this  probability  becomes  greater  still  if  aU  of 
them  are  adult  males  engaged  in  the  same  trade ;  and  there- 
fore  presumably  somewhat  similar  in  sensibility  and  tempera- 
ment, in  taste  and  education.     Nor  is  the  probability  much 
diminished,  if  we  take  the  family  as  our  unit,  and  compare 
the  loss  of  pleasure  that  results  from  diminishing  by  £1  the 
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BOOK  in.  income  of  each  of  a  thousand  families  with  incomes  of  £100 
^°*  ^'    a-year  in  the  two  places. 
If  these  But  next  suppose  that  instead  of  falling  on  families  with 

include       ^^  income  of  about  £100  a-year,  the  loss  fell  in  each  of  the 
^r^     two  towns  on  600  families  with  an  average  income  of  £50 
^"tioM^  and  on  400  families  with  an  average  income  of  £100 ;  then, 
aggregate   although  the  loss  of  pleasures  to  the  poorer  group  would  be 
Eecomes     much  greater  than  to  the  richer,  yet  the  aggregate  loss  in 
m^irare  of  Le^s  might  be  taken  to  be  about  the  same  as  in  Sheffield ; 
utility;      because  in  each  place  it  was  distributed  in  equal  proportions 
among  the  richer  and  the  poorer.     And  in  fact  it  happens 
that  by  fer  the  greater  number  of  the  events  with  which  eco- 
nomics deals  affect  in  about  equal  proportions  all  the  different 
classes  of  society ;  so  that  if  the  money  measures  of  the  hap- 
piness caused  by  two  events  are  equal,  there  is  not  in  general 
any  very  great  difference  between  the  amounts  of  the  happi- 
ness in  the  two  cases.     And  it  is  on  account  of  this  (a/ct  that 
the  exact  measurement  of  the  Consumer's  Rent  in  a  market 
has  already  a  great  theoretical  interest,  and  may  become  of 
high  practical  importance. 

Nevertheless  we  must  constantly  bear  in  mind  that  the 
Surplus  Satisfaction  which  a  poor  person  derives  from  a  fell 
in  the  price  of  things  bought  by  him  is  very  much  greater 
than  that  which  a  rich  man  derives  from  an  equal  aggregate 
fisJl  in  the  price  of  things  which  he  buys ;  and  that  the  total 
utilities  of  two  things  are  not  fairly  represented  for  the  pur- 
poses of  comparison  by  their  money  measures  when  one  of 
the  things  is  consumed  chiefly  by  the  rich  and  the  other 
chiefly  by  the  poor.  The  neglect  of  this  precaution  led  eco- 
nomists of  the  last  generation  to  untrue  conclusions,  which 
were  unfortunately  of  such  a  kind  as  to  seem  to  imply  a  want 
of  sympathy  with  the  sufferings  of  the  poor, 
provided  There  is  another  class  of  corrections  which  must  be  made 

is  taken  before  the  money  measure  of  the  total  utility  of  wealth  can 
of  ccSeS*"  ^®  taken  to  represent  the  real  happiness  which  its  possession 
whidTwre  ^ff*^^-  -N^*  ^^y  ^^^^  ^  person's  happiness  often  depend 
apt  to  be  more  on  his  own  physical,  mental  and  moral  health  than  on 
©d.  the  external  conditions  of  his  wellbeing:  but  even  among 

these  conditions  many  that  are  of  chief  importance  for  hi«( 
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real  happiness  are  apt  to  be  omitted  from  an  inventory  of  book  m. 
his  wealth.  Some  are  free  gifts  of  nature ;  and  these  might  °°'^'' 
indeed  be  neglected  without  great  harm  if  they  were  always 
the  same  for  everybody;  but  in  fact  they  vary  much  from 
place  to  place.  More  of  them  however  are  elements  of  col- 
lective wealth  which  are  often  omitted  from  the  reckoning 
of  individual  wealth;  but  which  become  important  when 
we  compare  different  parts  of  the  modem  civilized  world, 
and  even  more  important  when  we  compare  our  own  age 
with  earlier  times. 

Subject  to  these  corrections  then  we  may  regard  the 
aggregate  of  the  money  measures  of  the   total  utility  of 
wealth  as  a  fiur  measure  of  that  part  of  the  happiness  which 
is  dependent  on  wealth.    But  when  we  speak  of  happiness  For  onr 
as  measured  by  wealth,  we  of  course  refer  to  the  flow  or  stream  purpose 
of  hi^piness  as  measured  by  the  flow  or  stream  of  incoming  ^  ^^^^^ 
wealth  and  the  consequent  power  of  using  and  consuming  it.  ^^^^^ 

A  person's  stock  of  wealth  yields  by  its  usance  and  in  other  la^ge 

,  •I'll*  inoomeB 

ways  an  mcome  of  enjoyment :  but  there  is  little  direct  con-  of  con. 

nection  between  the  aggregate  amount  of  that  stock  and  his  ^l^uh 

aggregate  happiness.    And  it  is  for  that  reason  that  we  have  ^^^^^^j^ 

tluoughout  this  and  preceding  chapters  spoken  of  the  rich,  gosses- 

the  middle  classes  and  the  poor  as  having  respectively  large, 

medium  and  small  incomes — ^not  possessions\ 

§  3.    In  accordance  with  a  sueizfestion  made  by  Daniel  Ber- 

u  .„.  ,  1^  1  i.       noailli'B 

neniouilli  we  may  perhaps  suppose   that  that  part  of  asngges- 

person's  happiness  which  he  derives  from  his  income,  may  ^^^' 

be  r^arded  as  commencing  when  he  has  enough  to  support 

life  and  afterwards  as  increasing  by  equal  amounts  with  every 

equal  successive  percentage  that  is  added  to  his  income;  and 

vice  versd  for  loss  of  income*. 

1  See  Note  VIL  in  the  Appendix. 

*  See  Note  VIIL  in  the  Appendix.  It  maj  be  mentioned  in  passing  that  from 
tbe  general  law  that  the  ntility  to  anyone  of  an  additional  £1  diminishes  with 
the  nmnber  of  pomids  he  already  has,  there  follow  two  important  practical 
principles.  The  first  is  that  gambling  involves  an  economic  loss,  even  when 
coDdncted  on  perfectly  fair  and  even  terms.  For  instance,  a  man  who  having 
£600  makes  a  fair  even  bet  of  £100,  has  now  an  expectation  of  happiness  equal 
to  half  that  derived  from  £700,  and  half  that  derived  from  £500;  and  this  is 
leai  than  the  certain  expectation  of  the  happiness  derived  from  £600,  becaose 
I7  hjpothesis  the  difference  between  the  happiness  got  from  £600  and  £500 
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BOOK  ni.         But  after  a  time  new  riches  often  lose  a  great  part  of 
°°'^'    their  charms.    Partly  this  is  the  result  of  familiarity ;  which 
The  edge    makes  people  cease  to  derive  much  pleasure  from  aocustomed 
ment  is      comforts  and  luxuries,  though  they  suffer  greater  pain  bom 
byfamiii-   their  loss.     Partly  it  is  due  to  the  fact  that  with  increased 
^^'        riches  there  often  comes  either  the  weariness  of  age,  or  at 
least  an  increase  of  nervous  strain,  and  perhaps  habits  of 
living  that  lower  physical  vitality  and  diminish  the  capacity 
for  pleasure. 
Theyalne         In  every  civilized  country  there  have  been  some  follower 
and  rest     of  the  Buddhist  doctrine  that  a  placid  serenity  is  the  highest 
ideal  of  life ;  that  it  is  the  part  of  the  wise  man  to  root  out 
of  his  nature  as  many  wants  and  desires  as  he  can ;  that  real 
riches  consist  not  in  the  abundance  of  goods  but  in  the 
paucity  of  wants.    At  the  other  extreme  are   those  who 
maintain  that  the  growth  of  new  wants  and  desires  is  always 
beneficial  because  it  stimulates  people  to  increased  exertiona 
They  seem  to  have  made  the  mistake  as  Mr  Herbert  Spencer 
8a]rs\  of  supposing  that  life  is  for  working,  instead  of  woridiig 
for  life. 
The  excel-         The  truth  seems  to  be  that  as  human  nature  is  consti- 
moderate    tuted,  man  rapidly  degenerates  unless  he  has  some  hard  work 
u^^hy^  to  do,  some  difficulties  to  overcome ;  and  that  some  strenuoos 
modeiate    exertion  is  necessary  for  phjrsical  and  moral  health.    The 
fulness  of  life  lies  in  the  development  and  activity  of  as  many 
and  as  high  faculties  as  possible.     There  is  intense  pleasure 
in  the  ardent  pursuit  of  any  aim,  whether  it  be  success  in 
business,  the  advancement  of  art  and  science,  or  the  improve- 
ment of  the  condition  of  one's  fellow-beings.    The  highest 
constructive  work  of  all  kinds  must  often  alternate  between 

is  greater  than  the  difference  between  the  happiness  got  from  £700  and  £600. 
(Compare  Jeyons,  1.  o.  Ch.  iv.  and  see  Note  IX.  in  the  Appendix.)  The  seoood 
principle,  the  direct  converse  of  the  first,  is  that  a  theoretically  fair  inspranr* 
against  risks  is  always  an  economic  gain.  Bat  of  coarse  every  insoranee  oAce, 
after  calcnlating  what  is  a  theoretically  fair  premiam,  has  to  charge  in  adffiiiaa 
to  it  enough  to  pay  profits  on  its  own  capital,  and  to  cover  its  own  expenses  of 
working,  among  which  are  often  to  be  reckoned  very  heavy  items  for  advertising 
and  for  losses  by  fraad.  The  qaestion  whether  it  is  advisable  to  pay  the  jtt- 
miom  which  insarance  officers  practically  do  charge,  is  one  that  most  be  decided 
for  each  case  on  its  own  merits. 

1  See  his  lecture  on  the  Gospel  of  BelaxaHon. 

^-■^ 
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periods  of  over-strain  and  periods  of  lassitude  and  stagnation ;  book  m. 

but  for  ordinary  people,  for  those  who  have  no  strong  am-    °°'^ 

biti<nis,  whether  of  a  lower  or  a  higher  kind,  a  moderate  income 

earned  by  moderate  and  fairly  steady  work  offers  the  best 

opportunity  for  the  growth  of  those  habits  of  body,  mind, 

and  spirit  in  which  alone  there  is  true  happiness. 

There  is  some  misuse  of  wealth  in  all  ranks  of  society.  Expend!- 

And  though  speaking  generally,  we  may  say  that  every  the  sake 

increase  in  the  income  of  the  working  classes  adds  to  the  ®'^P^- 

fulness  and  nobility  of  human  life,  because  it  is  used  chiefly 

in  the  satisfaction  of  real  wants;  yet  even  among  the  artisans 

in  England,  and  perhaps  still  more  in  new  countries,  there 

are  signs  of  the  growth  of  that  unwholesome  desire  for  wealth 

as  a  meiy:is  of  display  which  has  been  the  chief  bane  of  the 

well-to-do  classes  in  every  civilized  country.    Laws  against 

luxury  have  been  futile ;  but  it  would  be  a  gain  if  the  moral 

sentiment  of  the  community  could  induce  people  to  avoid 

all  sorts  of  display  of  individual  wealth.     There  are  indeed  The 

true  and  worthy  pleasures  to  be  got  from  wisely  ordered  ^{^^of 

magnificence :  but  they  are  at  their  best  when  free  from  any  ^^l' 

taint  of  personal  vanity  on  the  one  side,  and  envy  on  the  ^^  th« 

r-  J  *  J  private  use 

other;  as  they  are  when  they  centre  round  public  buildings,  of  wealth. 
pubUc  parks,  public  collections  of  the  fine  arts,  and  public 
games  and  amusements.  So  long  as  wealth  is  applied  to 
provide  for  every  family  the  necessaries  of  life  and  culture, 
and  an  abundance  of  the  higher  forms  of  enjoyment  for  col- 
lective use,  so  long  the  pursuit  of  wealth  is  a  noble  aim ;  and 
the  pleasures  which  it  brings  are  likely  to  increase  with  the 
growth  of  those  higher  activities  which  it  is  used  to  promote. 

When  the  necessaries  of  life  are  once  provided,  everyone  The 
should  seek  to  increase  the  beauty  of  things  in  his  possession  pnrchaser 
rather  than  their  number  or  their  magnificence.     An  im-  Jhem^ 
provement  in  the  artistic  character  of  furniture  and  clothing  ^'^cer- 
trains  the  higher  £EU)ulties  of  those  who  make  them,  and  is  a 
source  of  growing  happiness  to  those  who  use  them.     But  if  We  thug 
instead  of  seeking  for  a  higher  standard  of  beauty,  we  spend  SefriMe 
our  growing  resources  on  increasing  the  complexity  and  intri-  ^q^SSw, 
cacyof  our  domestic  goods,  we  gain  thereby  no  true  benefit,  ^^^^^ 
no  ksting  happiness.     The  world  would  go  much  better  if  deferred. 
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BOOK  m.  everyone  would  buy  fewer  and  simpler  things,  and  i 
'        take  trouble  in  selecting  them  for  their  real  beauty;! 
careful  of  course  to  get  good  value  in  return  for  his  ( 
but  preferring  to  buy  a  few  things  made  well  by  highly} 
labour  rather  than  many  made  badly  by  low  paid 
But  we  are  exceeding  the  proper  scope  of  the  present  1 
the  discussion  of  the  influence  on  general  wellbeiDgwhi(ii| 
exerted  by  the  mode  in  which  each  individual  spends  I 
income  is  one  of  the  more  important  of  those  applicatioi 
economic  science  to  the  art  of  living  which  will  find  1 
place  at  the  end  of  the  Treatise. 

Finally,  then,  while  insisting  that  everyone's  chiefs 
of  happiness  must  be  within  himself;  that  health  of  1 
and  mind  and  spirit,  a  piire  heart  and  a  love  towards  < 
and  man  will  make  a  person  happy  however  poor  he 
and  that  no  amount  of  material  wealth  will  serve  to  < 
away  misery  from  one  who  is  not  of  a  cheerful  spirit; 
must  recollect  that  poverty  causes  mental  and  moral ' 
dation. 
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CHAPTER  I. 

INTRODUCTORT. 

§  1.    While  demand  is  based  on  the  desire  to  obtain  book  iv. 
commodities,  supply  depends  on  the  overcoming  of  the  un-     *^°'^ 
willingness  to  undergo  "  discommodities."     These  fell  gene- 
rally under  one  of  two  classes,  labour  and  the  abstinence 
involved  in  putting  off  consumption. 

It  is  true  that  much  exertion  is  undergone  for  its  own  The  mo- 
sake,  as  for  instance  in  mountaineering,  in  playing  games  work  are 
and  in  the  pursuit  of  literature,  of  art,  and  of  science ;  and  ^"^^"^s 
much  hard  work  is  done  under  the  influence  of  a  desire  to 
benefit  others;  and  such  work  has  for  the  greater  part  no 
economic  measure*.     But  the  chief  motive  to  most  work,  in  but  the 
the  present  state  of  the  world,  is  the  desire  to  obtain  some  SSe^or 
niaterial  advantage,  which  often  appears  in  the  first  instance  ^^Je 

in  the  form  of  the  c»in  of  a  certain  amount  of  money,  or  pwrjae 

,  ,.  .       .  1       T^  t  are  those 

command  over  commodities  m  general.     Even  when  a  man  connected 

is  working  for  hire,  he  often  finds  pleasure  in  his  work ;  but  Spe  of* 
he  generally  gets  so  far  tired  before  it  is  done,  that  he  is  ^^"^ 
glad  when  the  hour  for  stopping  arrives.  Perhaps  after  he 
haa  been  out  of  work  for  some  time,  he  might,  as  fer  as 
his  immediate  comfort  is  concerned,  rather  work  for  nothing 
than  not  work  at  all ;  but  he  will  probably  prefer  to  store 
up  his  strength  till  he  can  get  paid  for  his  work.  In  most 
occupations  even  that  part  of  the  work  which  affords  the 
worker  more  pleasure  than  pain,  must  as  a  rule  be  paid  for 
at  the  same  rate  as  the  rest ;  the  price  of  the  whole  there- 
fore is  determined  by  that  part  of  the  labour  which  is  most 
unwillingly  given,  and  which  the  worker  is  on  the  verge 
1  Cknnp.  Bk.  i.  Ch.  v. 

M.  13  ^  T 
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BOOK  IV.  of  refusing  to  give ;  or  as  we  may  say  by  the  Marginal 


CH.  I. 


DISUTILITY  of  labour*. 


Marginal  As  with  every  increase  in  the  amount  of  a  commodity 

offered  for  sale  its  marginal  utility  falls,  and  as  ¥rith  eveiy 
fall  in  the  marginal  utility  there  is  a  fall  in  the  price  that 
can  be  got  for  the  whole  of  the  commodity,  and  not  iot 
the  last  part  only;  so  it  is  with  regard  to  the  supply  of 
labour.  If  there  is  an  increase  in  the  amount  required  of 
a  certain  kind  of  work,  and  some  of  it  has  to  be  done  with 
greater  difiBculty,  so  as  to  cause  a  greater  disutility,  th^  a 
higher  price  must  be  paid  for  this ;  and  the  price  of  all  the 
rest  of  the  work  will  rise  at  the  same  time.  This  surplus 
price  which  has  to  be  paid  to  all  the  rest  of  the  labour  m 
some  respects  resembles  Bent,  as  will  be  more  clearly  sea 
hereafter. 
M^'*^  The  unwillingness  of  anyone  already  in  an  occupation  to 

sometimes  increase  his  exertions  depends,  under  ordinary  circumstances, 
reward,  OVL  fundamental  principles  of  human  nature  which  economists 
have  to  accept  as  ultimate  facts.  As  Jevons  remarks*,  there 
is  often  some  resistance  to  be  overcome  before  setting  t*) 
work ;  work  often  involves  at  starting  some  little  pain,  which 
gradually  diminishes  to  zero,  and  is  succeeded  by  pleasure; 
this  increases  for  a  while  until  it  attains  a  certain  low  maxi- 
mum, after  which  it  diminishes  to  zero,  and  is  succeeded  by 
steadily  increasing  pain.  In  intellectual  work,  however,  the 
pleasure  and  excitement,  after  they  have  once  set  in,  often 
go  on  increasing  till  progress  is  stopped  of  necessity  or  by 
prudence.  Everyone  in  health  has  a  certain  store  of  energy 
on  which  he  can  draw,  but  which  can  only  be  replaced  by 
rest ;  so  that  if  his  expenditure  exceed  his  income  for  long, 
his  health  becomes  bankrupt ;  and  employers  otten  find  that 
m  cases  of  great  need  a  temporary  increase  of  pay  will  induce 
their  workmen  to  do  an  amount  of  work  which  they  cannot 
long  keep  up,  whatever  they  are  paid  for  it. 
we  may  Subiect  to   these   and    some   other  qualifications  it  is 

regard  its  *'  *■ 

supply  as    broadly  true  that  the  exertions  which  any  set  of  workers 
Sy^eprioe  will  make,  rise  or  fall  with  a  rise  or  fall  in  the  remuneraticD 

^  See  Note  x.  in  the  Appendix. 

»  Theory  oj  Political  Economy,  Ch.  y. 
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which  is  ofifered  to  them.  And  if  for  the  moment  we  assumed   book  it. 
that  the  efficiency  of  production  depended  solely  upon  the     ^°'  '* 
ejfertions  of  the  workers,  we  should  get  a  Supply  Schedule  jj^ch  is  to 
corresponding  to  the   Demand   Schedule  which  we   have  it. 
already  considered    This  Supply  Schedule  would  set  forth  JJ^X^ 
theoretically  in  one  column  of  figures,  various  amounts  of '<M^.com. 
exertion  and  therefore  of  production,  and  in  a  parallel  column  a  simple 
the  prices  which  must  be  paid  to  induce  these  amounts  of  ^^ 
exertion  to  be  forthcoming.    As  the  price  required  to  attract 
purchasers  for  any  given  amount  of  a  commodity  was  called 
the  Demand-price  for  that  amount,  so  the  price  required  to 
call  forth  the  exertion  necessary  for  producing  any  given  i^u^y 
amount  of  a  commodity  may  be  called  the  Supply  price  for   ^^' 
that  amount. 

This  instance  will  serve  fairly  well  to  indicate  the  general 
drift  of  the  inquiry  before  us ;  but  it  does  not  closely  corre- 
spond to  the  actual  conditions  of  life. 

§  2.    As  a  matter  of  feet  the  supply  of  commodities  is  The  order 
not  80  simply  determined :  the  total  efficiency  of  production  is  proposed 
depends  on  many  conditions,  which  we  have  to  consider  in  ^^'^^^^ 
Ae  present  Book.    The  first  of  these  is  the  aid  which  nature  ^^^^ 
gives  to  man :  which  we  shall  find  to  be  such  that  though  "^P^ 
rfie  scarcely  ever  ceases  to  respond  to  his  increased  efforts,  depends. 
Ae  often  affords  them  only  a  diminishing  rate  of  return. 
Next  we  have  to  discuss  the  growth  of  numbers  and  the 
average  strength  and  industrial  skill  of  each  class  of  workers : 
and  to  consider  them  in  relation  to  the  causes  which  deter- 
nune  the  supply  prices  of  different  kinds  and  amounts  of 
industrial  efficiency. 

Next  we  shall  have  to  revert  to  that  weighing  of  future 
pleasures  against  present,  which  we  have  already  looked  at 
from  the  side  of  demand ;  and  to  consider  more  closely  how 
the  marginal  disutility  of  waiting  increases  generally,  though 
not  universally,  with  the  amount  of  that  waiting :  and  this 
will  bring  us  to  a  study  of  the  causes  that  govern  the  accu- 
mulation of  wealth  in  general,  and  in  particular  those  parts 
of  it  which  aid  and  support  future  production.  Lastly,  we 
must  examine  the  causes  and  the  effects  of  industrial  organi- 
zation ;  for  the  collective  efficiency  of  production  depends  on 

13—2        ^         , 
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BOOK  IV.  its  organization  as  much  as  it  does,  on  the  numbers  of  those 
^'  '•     who  work,  or  on  their  individual  efficiency. 

This  is  as  far  as  it  will  be  advisable  to  go  in  the  stad? 
of  Supply,  till  we  have  considered  the  general  theory  of  the 
relations  of  Demand  and  Supply.  Afterwards  we  shall  revert 
to  some  difficult  points  relating  to  Cost  of  Production. 
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CHAPTER  11. 

THE   FERTILITY  OF  LAND. 

§  1.    The  requisites  of  production  are  commonly  spoken   book  iv. 
of  as  liyii  labour  and  capital :  those  material  things  which        ' 
owe  their  usefuLaess  to  human  labour  being  classed  under ^® ^a^ 
capital,  and  those  which  owe  nothing  to  it  being  classed  as  is  a  free 
land    The  distinction  is  obviously  a  loose  one :  for  bricks  tare  whUe 
are  but  pieces  of  earth  slightly  worked  up ;  and  the  soil  of  4n^|*^ 
old  settled  countries  has  for  the  greater  part  been  worked  J^j^^»f"® 
over  many  times  by  man,  and  owes  to  him  its  present  form,  work  is  a 
There  is  however  a  scientific  principle  underlying  the  dis- but  there 
tinctioa    While  man  has  no  power  of  creating  matter,  he  Sidw^ 
creates  utilities  by  putting  things  into  a  useful  form*;  and^^^^*- 
the  utilities  made  by  him  can  be  increased  in  supply  if  there 
is  an  increased  demand  for  them :  they  have  a  supply  price. 
But  there  are  other  utilities  over  the  supply  of  which  he  has 
no  control,  they  are  given  as  a  fixed  quantity  by  nature  and 
have  therefore  no  supply  price.     The  term  "  land  "  has  been 
extended  by   economists  so  as  to  include  the  permanent 
sources  of  these  utilities';  whether  they  are  found  in  land, 
as  the  term  is  commonly  used,  or  in  seas  and  rivers,  in  sun- 
shine and  rain,  in  winds  and  waterfalls. 

When  we  have  inquired  what  it  is  that  marks  off  land 
from  those  material  things  which  we  regard  as  products. 

^  See  Book  n.  Chapter  iii. 

*  In  Bieardo's  ftunoos  phrase  *'  the  original  or  mdestmctible  properties  of  the 
xhL"  Vod  ThOnen,  in  a  noteworthy  discussion  of  the  basis  of  the  theory  of  rent, 
umI  of  the  positioDs  which  Adam  Smith  and  Ricardo  took  with  regard  to  it, 
ipeaks  of  **Der  Boden  an  sich  ";  a  phrase  which  nnfortonately  cannot  be  trans- 
la^  but  which  means  the  soil  as  it  woold  be  by  itself,  if  not  altered  by  the 
tctioD  €<  man  (Der  JboHtU  Stoat,  i.  i.  5). 
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BOOK  IV.  of  the  land,  we  shall  find  that  the  fundamental  attribute  of 
^°'  "•  land  is  its  extension.  The  right  to  use  a  piece  of  land  gives 
command  over  a  certain  space — a  certain  part  of  the  earth's 
surface.  The  area  of  the  earth  is  fixed :  the  geometric  re- 
lations in  which  any  particular  part  of  it  stands  to  other 
parts  are  fixed  Man  has  no  control  over  them ;  they  are 
wholly  unaffected  by  demand ;  they  have  no  cost  of  pro- 
duction, there  is  no  supply  price  at  which  they  can  be 
produced. 

The  use  of  a  certain  area  of  the  earth's  surfeu^  is  a 
primary  condition  of  anything  that  man  can  do ;  it  gives 
him  room  for  his  own  actions,  with  the  enjoyment  of  the 
heat  and  the  light,  the  air  and  the  rain  which  nature  assogna 
to  that  area ;  and  it  determines  his  distance  from,  and  io  a 
great  measure  his  relations  to,  other  things  and  other  persons. 
We  shall  find  that  it  is  this  property  of  "  land  "  wUch,  though 
as  yet  insuflScient  prominence  has  been  given  to  it,  is  the 
ultimate  cause  of  the  distinction  which  all  writers  on  econo- 
mics are  compelled  to  make  between  laud  and  other  things. 
It  is  the  foundation  of  much  that  is  most  interesting  and 
most  difficult  in  economic  science. 

Some  parts  of  the  earth's  sur&ce  contribute  to  production 
chiefly  by  the  services  which  they  render  to  the  navigator: 
others  are  of  chief  value  to  the  miner ;  others — though  this^ 
selection  is  made  by  man  rather  than  by  nature — to  the 
builder.  But  when  the  productiveness  of  land  is  spoken  of 
our  first  thoughts  turn  to  its  agricultural  use. 

§  2.  To  the  agriculturist  an  area  of  land  is  the  means  d 
supporting  a  certain  amount  of  vegetable,  and  perhaps  ulti- 
mately of  animal  life.  For  this  purpose  the  soil  must  have 
certain  mechanical  and  chemical  qualitiea 
Mechauical  Mechanically,  it  must  be  so  far  yielding  that  the  fine 
^ertimy.  roots  of  plants  can  push  their  way  fireely  in  it ;  and  yet  it 
must  be  firm  enough  to  give  them  a  good  hold.  It  must  not 
err  as  some  sandy  soils  do  by  affording  water  too  free  a  pas- 
sage :  for  then  it  will  often  be  dry,  and  the  plant  food  will  be 
washed  away  almost  as  soon  as  it  is  formed  in  the  soil  ot  put 
into  it.  Nor  must  it  err,  as  stiff  clays  do,  by  not  allowing 
the  water  a  fairly  free  passage.     For  constant  supplies  of 
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firesh  water,  and  of  the  air  that  it  brings  with  it  in  its  journey  book  iv. 
through  the  soil,  are  essential :  they  convert  into  plant  food  °"'°' 
the  minerals  and  gases  that  otherwise  would  be  useless  or 
even  poisonous.  The  action  of  fresh  air  and  water  and  of 
frosts  are  nature's  tillage  of  the  soil ;  and  even  unaided  they 
will  in  time  make  almost  any  part  of  the  earth's  surfiu^e 
fiurly  fertile  if  the  soil  that  they  form  can  rest  where  it  is, 
and  is  not  torn  away  down-hill  by  rain  and  torrents  as  soon 
as  it  is  formed.  But  man  gives  great  aid  in  this  mechanical 
preparation  of  the  soil.  The  chief  purpose  of  his  tillage  is  to 
help  nature  to  enable  the  soil  to  hold  plant  roots  gently  but 
firmly,  and  to  enable  the  air  and  water  to  move  about  freely 
in  it  Even  when  he  manures  the  ground  he  has  this  me- 
chanical preparation  in  view.  For  farmyard  manure  benefits 
clay  soils  by  subdividing  them  and  making  them  lighter  and 
more  open,  no  less  than  by  enriching  them  chemically ;  while 
to  sandy  soils  it  gives  a  much  needed  firmness  of  texture,  anJL 
helps  them,  mechanically  as  well  as  chemically,  to  hold  the 
materials  of  plant  food  which  would  otherwise  be  quickly 
washed  out  of  liiem. 

Chemically  the  soil  must  have  the  inorganic  elements  Chemical 
Uiat  the  plant  wants  in  a  form  palatable  to  it.  The  greater  of  fertility, 
part  of  the  bulk  of  the  plant  is  made  up  of  so-called  ''organic 
compounds;"  that  is,  compounds  of  carbon  chiefly  with 
oxygen,  hydrogen  and  nitrogen* ;  and  of  these  it  obtains  by 
&r  the  greater  part  from  air  and  water.  Only  a  small  frac- 
tion (somewhere  about  a  twentieth  on  an  average)  of  its  dry 
balk  consists  of  mineral  matter  that  it  cannot  get  except 
from  the  soiL  And  as  most  soils  have  given  them  by  nature 
at  least  some  small  quantities  of  all  the  mineral  substances 
that  are  necessary  for  plant  life,  they  can  support  some  sort 
of  vegetation  without  human  aid.  Often  however  they  have 
but  very  scanty  provision  of  one  or  two  necessary  elements ; 
phosphoric  acid,  potash  and  lime  being  those  of  which  the 

'  They  are  called  organic,  not  because  they  really  are  organized,  bat  because 
they  are  found  in  Tegetable  and  animal  organisms;  and  becanse  at  one-time 
ebemiste  thon^  that  none  of  them  could  be  made  except  as  a  process  of  organic 
KTOvth.  Bnt  Liebig  showed  that  it  was  a  mistake  to  suppose  that  plants  can 
tbeorb  ofganized  matter.  It  most  become  nnorganized  before  it  can  be  plant 
food. 
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BOOK  IT.  supplies  are  most  apt  to  run  short.  It  may  indeed  happen 
^°'"'  that  the  deficient  food  is  one  of  which  some  kinds  of  plants 
require  only  a  little,  and  then  there  may  be  a  fiedrly  good 
growth  of  just  those  plants ;  but  such  cases  are  rare ;  and  the 
vegetation  generally  is  poor  and  thin  whenever  the  soil  is 
deficient  in  one  of  the  mineral  constituents  of  plant  life.  If 
however  it  be  well  provided  in  other  respects,  and  in  a  good 
condition  mechanically,  there  is  an  opportunity  for  man  to 
make  a  great  change  with  but  little  labour.  He  can  then 
turn  a  barren  into  a  very  fertile  soil  by  adding  a  small  quan- 
tity of  just  those  things  that  are  needed ;  using  in  most 
cases  either  lime  in  some  of  its  many  forms,  or  those  artificial 
manures  which  modem  chemical  science  has  provided  in 
great  variety. 
Manures.  Again,  these  special  manures  are  of  the  highest  import- 

ance to  supply  particular  mineral  elements  of  plant  food  of 
which  the  soil  is  robbed  by  the  animal  and  vegetable  products 
which  are  sold  away  &om  the  land.  It  is  true  that  the  soil 
itself  has  often  large  "dormant"  stores  of  many  of  these 
things.  They  are  dormant  because  they  are  not  in  a  fit 
chemical  and  mechanical  condition  to  be  consumed  by  the 
plant.  To  bring  them  into  that  condition  and  make  them 
"active"  food,  they  must  be  well  plied  with  oxygen  and 
carbonic  acid  gaa  This  may  be  eflfected  by  proper  tillage, 
even  the  subsoil  being  forced  to  give  up  its  stores  of  dor- 
mant food,  if  it  has  them ;  and  in  that  case  the  land  may  be 
kept  fertile  with  very  little  aid  fix^m  special  manures,  parti- 
cularly if  it  receives  a  general  retiun  of  its  lost  constituents 
in  the  form  of  farmyard  manure\ 

1  Farmyard  mannre  oontains  ererything  that  plant  life  wants,  bat  in  on- 
eqnal  proportions.  It  has  the  advantage  of  aiding  the  distribotioii  over  tbe 
whole  of  the  soil  of  small  particles  of  everything  that  the  plant  wants:  e&tk 
rootlet  in  contact  with  decaying  vegetable  matter  finds  ready  to  it  all  thaXf0 
needs;  nothing  is  left  out.  Bnt  the  mineral  elements  form  only  a  smaU  part  of 
farmyard  manure.  The  great  bulk  of  it,  exclusive  of  water,  consists  ol  argvae 
compounds.  The  plant  draws  its  chief  supply  of  these,  and  can  in  case  of  nec«t- 
sity  get  all,  from  the  atmosphere ;  though  it  prefers  to  obtain  some  throng  its 
roots.  The  supply  of  mineral  elements  in  the  soil  is  therefore  of  primary  im- 
portance :  its  supply  of  nitrogen  is  the  chief  chemical  factor  of  its  '*  oonditioii,'' 
that  is,  of  its  readiness  to  meet  any  immediate  demand  on  it ;  while  its  suppbet  d 
phosphoric  acid,  potash  and  lime  are  the  chief  chemical  ^tors  of  its  pennanoit 
fertility.    But  the  organic  compounds  in  farmyard  manure  and  other  decayiof 
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§  3.     By  all  these  means  the  fertility  of  the  soil  can  be  book  it. 
brought  under  man's  control.     He  can  by  sufficient  labour    ^' "' 
make  almost  any  land  bear  large  crops.     He  can  prepare  the  ^^^'» 
soil  mechanically  and  chemically   for    whatever  crops  he  altering 
intends  to  grow  next.    He  can  adapt  his  crops  to  the  nature  ncter  oir 
of  the  soil  and  to  one  another ;  selecting  such  a  rotation  that  *^®  ^** 
each  ¥dll  leave  the  land  in  such  a  state,  and  at  such  a  time  of 
year,  that  it  can  be  worked  up  easily  and  without  loss  of  time 
into  a  suitable  seed  bed  for  the  coming  crop*.     He  can  even 

\^getable  matter  in  the  soil  are  of  great  use  even  in  this  respect ;  for  they  work 
the  dormant  mineral  plant  food  in  the  soil  np  into  an  active  form,  and  hold  stores 
of  it  ready  for  the  plant.  Certain  crops  absorb  an  exceptionally  large  amouit  of 
certain  minerals  and  these  may  happen  not  to  come  back  in  manure  to  the 
particiilar  land  from  which  they  are  taken;  and  of  course  any  snch  special 
deficiency  cannot  be  made  good  by  farmyard  manure  without  giving  the  soil  more 
tban  it  wants  of  some  other  things.  Lime  for  instance  sometimes  nms  short ; 
and  potash  is  often  in  great  demand  on  sandy  soils,  particularly  when  root  crops 
are  grown  on  them.  Bat  the  most  important  case  is  that  of  phosphoric  acid. 
Of  this  the  soil  has  scarcely  ever  any  large  quantity;  while  plants,  particularly 
oeretk  require  a  good  deal  of  it.  In  fact  it  is  believed  that  there  is  very  little 
near  the  surface  of  the  ground  which  has  not  already  been  many  times  absorbed 
into  vegetable  and  thence  into  animal  life ;  and  it  has  nearly  always  to  be  sup- 
F&d  by  special  manures  to  land  that  is  required  to  grow  continuous  heavy 
nope,  particularly  of  cereals.  Farmyard  manure  generally  contains  little  of  it 
mlets  the  cattle  have  been  fed  largely  on  grain.  Human  excrements  are  rich  in 
it:  end  are  of  great  assistance  in  this  way  to  most  peasant  proprietors;  but  our 
modeni  habit  of  washing  sewage  out  to  sea  makes  the  use  of  artificial  manures 
umeh  more  necessary  than  it  was.  There  is  however  at  last,  after  many  dis- 
appoiDtments,  some  prospect  of  a  remedy  for  this  waste. 

^  The  basis  of  most  of  the  modem  English  rotations  is  the  Norfolk  course, 
which  was  adapted  by  Mr  Coke  (Lord  Leicester)  to  enable  light,  and  so^ialled 
'"poor,"  soils  to  bear  good  wheat  crops.  The  first  crop  on  his  plan  is  turnips: 
tb«7  do  not  require  to  be  sown  till  May  or  June ;  and  therefore  the  winter  and 
«pnig  following  the  wheat  crop,  with  which  the  preceding  rotation  closes,  can 
^  ipent  in  tilling,  cleaning  and  manuring.  In  the  spring  of  the  second  year 
hariey  and  clover  are  sown  together:  in  the  third  year  the  clover  is  consumed: 
the  land  can  be  ploughed  up  in  time  for  autumn  sown  wheat,  which  finds  the 
scA  itraigthened  mechanically  by  the  clover  roots  and  improved  chemically  by 
the  nitrogen  which  these  venturesome  explorers  have  brought  up  from  the 
Vknl  On  these  lines  an  immense  variety  of  rotations  have  been  adapted 
to  various  soils  and  conditions  of  farming,  many  of  them  extending  over  six  or 
wren  yemrs.  (A  list  of  the  chief  of  them  is  given  in  the  Memoir  of  the  Agri- 
cidtHre  of  England  and  Wales  prepared  by  the  Royal  Ayricultural  Society  of 
Kn^fuad  for  the  International  Agricultural  Congress  1878.  Pages  31&-^354.) 
At  present  rather  more  than  half  the  cultivated  land  of  the  United  Kingdom  is 
in  pennanent  pasture;  and  of  the  rest,  one-half  is  in  com  crops,  rather  less  than 
a  quarter  in  green  crops,  chiefly  roots,  and  rather  more  than  a  quarter  in  clover 
and  graaaes  under  rotation.  In  England  the  permanent  pasture  is  proportion- 
ately lees  and  the  com  crops  are  greater  than  in  Ireland  and  Scotland. 
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BOOK  IV.  permanently  alter  the  nature  of  the  soil  by  draining  it,  or 
^'  "'    by  mixing  with  it  other  soil  that  will  supplement  its  defid- 
encies^ 

All  these  changes  are  likely  to  be  carried  out  more  ex- 
tensively and  thoroughly  in  the  future  than  in  the  past.  But 
even  now  the  greater  part  of  the  soil  in  old  countries  owes 
much  of  its  character  to  human  action ;  all  that  lies  just 
below  the  surface  has  in  it  a  large  element  of  capital,  the 
produce  of  man's  past  labour :  the  inherent,  or  indestructible, 
properties  of  the  soil,  the  free  gifts  of  nature,  have  been 
largely  modified ;  partly  robbed  and  partly  added  to  by  the 
work  of  many  generations  of  men. 

But  it  is  different  with  that  which  is  above  the  surfiu^ 
Every  acre  has  given  to  it  by  nature  an  annual  income  of 
heat  and  light,  of  air  and  moisture  ;  and  over  these  man  has 
but  little  control  He  may  indeed  alter  the  climate  a  little 
by  extensive  drainage  works  or  by  planting  forests,  or  cutting 
them  down*.  But,  on  the  whole,  the  action  of  the  sun  and 
the  wind  and  the  rain  are  an  annuity  fixed  by  nature  for  each 
plot  of  land.  Ownership  of  the  land  gives  possession  of  this 
annuity :  and  it  also  gives  the  space  required  for  the  life  and 
action  of  vegetables  and  animals ;   the  value  of  this  space 

ing  much  affected  by  its  geographical  position. 
ij  We  may  then  continue  to  use  the  ordinary  distinction 
between  the  original  or  inherent  properties,  which  the  land 
derives  from  nature,  and  the  artificial  properties  which  it 
owes  to  human  action ;  provided  we  remember  that  the  first 
include  the  space-relations  of  the  plot  in  question,  and  the 
annuity  that  nature  has  given  it  of  sunlight  and  air  and 

^  Hitherto  this  has  been  done  only  on  a  small  scale;  chalk  and  lime,  dij  ao^ 
marl  have  been  but  thinly  spread  over  the  fields ;  a  oomidetely  new  soil  bas 
seldom  been  made  except  in  gardens  and  other  favoured  spots.  Bat  it  if 
possible,  and  even  as  some  think  probable,  that  at  some  fatore  time  tbe 
mechanical  agencies  used  in  making  railways  and  other  great  earthworks  may  be 
applied  on  a  large  scale  to  creating  a  rich  soU  by  mixing  two  poor  soOs  witfa 
opposite  faults.  (See  Mr  Scott  Bum's  Directory  for  the  Improvement  of  Landed 
Property f  p.  289.)  As  it  is,  when  the  subsoil  is  known  to  contain  impoitaDt 
elements  which  the  snrface  soil  has  lost,  or  perhaps  has  never  had,  the  eoia'- 
prising  owner  wiU  stir  it  deeply  so  that  the  air  and  fresh  water  may  act  on  it 
and  after  a  time  brings  some  of  it  np  to  mix  with  the  snrface  soil. 

>  See  in  particular  **The  Inflaence  of  Trees  on  Climate  and  ProdootiveoM'' 
in  Appendix  L  to  the  Report  of  the  Indian  Famine  Commissiony  1881. 
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rain ;  and  that  in  many  cases  these  are  the  chief  of  the  in-   book  iv. 
herent  properties  of  the  soil.     It  is  chiefly  from  them  that  the     ^'°' 
ownership  of  agricultural  land  derives  its  peculiar  signifi- 
cance, and  the  theory  of  rent  its  special  character^    But 

1  There  is  some  iuterest  in  the  attempt  to  distingnish  that  part  of  the  valiie 
of  kmd  which  is  the  result  of  man's  labour,  from  that  which  is  due  to  the  original 
boonfy  of  nature.  Part  of  its  yalne  is  caused  by  highways  and  other  general 
inqvoyements  that  were  made  for  the  general  pnrposes  of  the  country,  and  are 
not  a  special  charge  on  its  agriculture.  Counting  these  in,  List,  Carey,  Bastiat 
and  others  contend  that  the  expense  of  bringing  land  from  the  state  in  which 
man  found  it  to  its  present  condition  would  exceed  the  whole  value  it  has  now ; 
and  hence  they  argue  that  all  of  its  yalue  is  due  to  man's  labour.  Their  facts 
mij  be  disputed;  but  they  are  really  not  relevant  to  their  conclusions.  What  is 
wanted  for  their  argument  is  that  the  present  value  of  land  should  not  exceed  the 
expense,  in  so  far  as  it  can  properly  be  charged  to  agricultural  account,  of 
bringing  the  land  from  the  state  in  which  man  found  it  to  a  condition  in  which 
it  would  be  as  fertile  and  generally  useful  for  agricultural  purposes  as  it  now  is. 
Haoy  of  the  ehanges  wrought  in  it  were  made  to  suit  agricultural  methods  that 
are  long  since  obsolete;  and  some  of  them  even  deduct  from,  rather  than  add  to, 
Um  value  of  the  land.  And  further,  the  expenses  of  making  the  change  must 
be  the  net  expenses  after  adding  indeed  interest  on  the  gradual  outlay,  but  also 
after  deducting  the  aggregate  value  of  the  extra  produce  which  has,  from  first 
to  last,  been  attributable  to  the  improvement.  The  value  of  land  in  a  well- 
peopled  district  is  generally  much  greater  than  these  expenses,  and  often  many 
times  as  great. 

The  following  table,  taken  from  the  above-quoted  Memoir  of  the  Royal 
AgricuUftral  Society^  shews  the  investments  of  capital  per  acre  on  four  typical 
Bngfiah  farms: — 


Cuttof 

; 

, 

farm 

Leaving 

Total 

boildinn 

Fencing 

for  Yalue 

Tenant's 

▼aloe. 

and 
l»bourers' 

and  local 
roads. 

Drainage. 

of  land  in 
its  natural 

capttaL 

Rent. 

£,     8. 

oottaget. 

condition. 

£.   8. 

' 

£.    8. 

£.  8.  d. 

£.     8. 

£.    8.  d. 

£.  8,  d. 

Dairy  farm... 

76    0 

12  15 

2  10  0 

5    0 

54  15  0 

12  0  0 

2  10 

Mjxed  arable 

1 

and  pasture 

45    0 

8    0 

2    0000 

86    00 

12  0  0 

1  10 

Ditto  upland 

80    0 

6    7 

1    00  1     0    0 

22  13  0 

10  0  0 

1    0 

Pasture  farm 

94  10 

7    0 

1  13  4  I     0    0 

1 

86  16  8 

12  0  0 

3    8 

But  the  faJl  in  all  agricultural  values  which  had  begun  before  1878,  when 
the  Memoir  was  written,  has  continued  at  an  increasing  rate  since  then,  and 
theve  are  many  who  think  that  the  rise  in  the  value  of  English  land  during  the 
past  generation  is  a  bare  return  to  the  capital  invested  in  permanent  improve- 
BMnts;  that  is,  they  think  there  has  been  no  rise  in  the  real  value  of  the  original 
properties  of  the  soil  for  agricultural  purposes.  M.  Leroy  Beaulieu  {Repartition 
itt  R\ek€88t8,  Ch.  n.)  holds  that  this  has  been  the  case  at  all  events  in  Belgium 
and  France;  and  Mr  Pell  supports  a  similar  opinion  with  regard  to  England  by 
•ome  instructive  statistical  instances  (see  an  Article  on  The  Making  of  the  Land 
M  En^Ltatd  in  Vol.  xxm.  of  the  Journal  of  the  Boyal  Agricultural  Society).  The 
▼afaiea  of  the  farms  in  the  United  States  were  $6,645,000,000  in  1860;  they  rose  to 
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BOOK  IV.  the  question  how  fer  the  fertility  of  any  soil  is  due  to  the 

cH^i.    Qpigiuj^i  properties  given  to  it  by  nature,  and  how  far  to  the 

changes  in  it  made  by  man,  cannot  be  fully  discussed  without 

taking  account  of  the  kind  of  produce  raised  irom  it. 

Thfi  origi-         §  4.     Human  agency  can  do  much  more  to  promote  the 

Uties^unt  growth  of  some  crops  than  of  others.     At  one  end  of  the 

wttd^tS^r-  scale  are  forest  trees ;  an  oak  well  planted  and  with  plenty 

tificiai  for   of  room  has  very  little  to  cfain  from  man  s  aid :  there  is  no 

lefisiiiBome  ,      *'  . 

cases  than  way  of  appl)dng  labour  to  it  so  as  to  obtain  any  considerable 
^  ®  ®"*  return.  Nearly  the  same  may  be  said  of  the  grass  on  some 
rich  river  bottoms  which  are  endowed  with  a  rich  soil  and 
good  natural  drainage ;  wild  animals  feeding  off  this  grass 
without  man's  care  will  farm  it  nearly  as  well  as  he  does; 
and  much  of  the  richest  farm  land  in  England  (paying 
a  rent  of  £6  an  acre  and  upwards)  would  give  to  unaided 
nature  almost  as  great  a  return  as  is  got  from  it  now*. 
Next  comes  land  which,  though  not  quite  so  rich,  is  still 
kept  in  permanent  pasture ;  and  after  this  comes  arable 
land  on  which  man  does  not  trust  to  nature's  sowing,  but 
prepares  for  each  crop  a  seed  bed  to  suit  its  special  wants, 
sows  the  seed  himself  and  weeds  away  the  rivals  to  it.  The 
seeds  which  he  sows  are  selected  for  their  habit  of  quickly 
maturing  and  fiilly  developing  just  those  parts  which  are 
most  useful  to  him;  and  though  the  habit  of  making  this 
selection  carefully  is  only  quite  modem,  and  is  even  now  fer 
fix)m  general,  yet  the  continued  work  of  thousands  of  yews 
has  given  him  plants  that  have  but  little  resemblance  to 
their  wild  ancestors'.     Lastly,  the  kinds  of  produce  which 

$7,500,000,000  (esUmated  in  gold)  in  1870,  and  to  $10,197,000,000  in  1880.  Boiis 
General  Walker  points  out  {Tenth  Census,  VoL  vn.  p.  23),  **  it  is  a  familiar  feature 
of  paper  money  inflations  that  real  estate,  especially  rural  real  estate,  seldooi 
begins  to  rise  so  early  or  continues  to  rise  so  long  as  the  prices  of  commodities.'' 
Allowing  therefore  for  only  half  the  premiom  on  gold  he  gets  the  yalae  for  1870  it 
$8,260,000,000:  and  thns  arrives  at  an  increase  of  aboat  240/o  in  each  of  the  two 
decades. 

^  Of  course  wherever  the  grass  is  mown,  mannre  should  be  returned.  It 
has  moreover  recently  been  found  that  manuring  permanent  pasture  enriches 
it  for  a  long  time  to  come;  for  then  the  richest  and  finest  grasses  find  within 
their  reach  as  much  food  as  they  can  consume,  and  are  thus  able  to  beat  oat  d 
the  field  the  poorer  and  coarser  sorts. 

s  Perhaps  it  is  not  unreasonable  to  hope  that  in  time  plants  may  be  obtained 
every  part  of  which  will  serve  an  important  purpose.     Just  as  in  the  Arctu 
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owe  most  to  man's  labour  and  care  are  the  choicer  kinds  of  book  iv. 
fruits,  flowers  and  vegetables,  and  of  animals,  particularly  ^^  "' 
those  which  are  used  for  improving  their  own  breeds.  For 
while  nature  left  to  herself  would  select  those  that  are  best 
able  to  take  care  of  themselves  and  their  offspring,  man 
selects  those  which  will  provide  him  most  quickly  with  the 
largest  supplies  of  the  things  he  most  wants;  and  many 
of  the  choicest  products  could  not  hold  their  own  at  all 
without  his  care. 

Thus  various  then  are  the  parts  which  man  plays  in  in  any 
aiding  nature  to  raise  the  different   kinds  of  agricultural  ^5^  ^ 
produce.     In  each  case  he  works  on  till  the  extra  Betum  got  ^JS^^*^" 
by  extra  capital  and  labour  has  so  fiw  diminished  that  it  will  f*J^**^^^ 
no  longer  remunerate  him  for  applying  them.     Where  this  minishes 
limit  is  soon  reached  he  leaves  nature  to  do  nearly  all  the  ]^^  ^^ 
work ;  where  his  share  in  the  production  has  been  great,  it 
is  because  he  has  been  able  to  work  fisw  without  reaching 
this  limit.     We  are  thus  brought  to  consider  the  Law  of 
Diminishing  Betum. 

KgionB  eyery  fragment  of  the  remdeer*B  body  is  tnmed  to  account,  so  it  may 
beeome  poodble  to  use  as  food,  or  for  some  other  important  purpose,  both  root 
lad  kayes,  both  stem  and  froit  of  onr  phmts.  At  present  we  eat  the  root  of  the 
potato,  but  the  rest  of  the  plant  is  useless  except  as  food  for  other  plants : 
we  eat  the  leayes  of  the  cabbage,  but  root  and  stalk  are  useless.  Hie  wood 
flf  the  beech  tree,  the  wood  and  the  fruit  of  the  pear  tree  are  turned'  to  good 
ftceoont:  but  their  leayes  are  left  to  decay.  Possibly  (as  Mr  Moore  £de  has 
suggested  to  me)  chemical  science  may  enable  us  to  use  as  food  many  of  those 
vegetable  materials  which  we  now  throw  away. 
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CHAPTER  m. 

THE  FERTILITY   OF  LAND,  CONTINUED.      THE  LAW  OF 
DIMINISHING  RETURN. 

BOOK  IV.        §  1.    The  Law  of  Diminishing  Return  may  be  provi- 

^^'    sionally  stated  thus : 

Provisioiiai        An  increase  in  the  capital  and  labour  applied  in  the  cul- 

of  the  Law,  tivation  of  land  causes  in  general  a  less  than  proporticmate 

increase  in  the  amount  of  produce  raised,  unless  it  happens 

i  to  coincide  with  an  improvement  in  the  arts  of  agriculture. 

which  is  We  learn  firom  history*  and  by  observation  that  ever)' 

general      agriculturist  in  every  age  and  clime  desires  to  have  the  use 

experience,  ^f   ^  ^^^  ^^j  ^f   j^j .    ^j   ^^^^   ^^^^  j^^  cannot  get  it 

freely,  he  will  pay  for  it,  if  he  has  the  meahs.    If  he  thought 

that  he  would  get  as  good  results  by  applying  all  his  capital 

and  labour  to  a  very  small  piece,  he  would  not  pay,  for  any 

but  a  very  small  piece. 

Land  may         When  land  that  requires  no  clearing  is  to  jbe  had  for 

^twated    i^o^hing,  everyone  uses  just  that  quantity  which  he  thinb 

and  then     will  Cfive  his  capital  and  labour  the  largest  return.     His 

extra  capi-        ,   .        .        .  •       »»  .  •       »f      tt      i 

tai  and  la.  cultivation  IS  "  extgnsive,   not  "  ultensive.      He  does  ndt  aun 

gi^an  In-  ^^  getting  many  bushels  of  com  from  any  one  acre,  for  then 

g^[^*  he  would  cultivate  only  a  few  acres.   His  purpose  is  to  get  as 

until  a  large  a  total  crop  as  possible  with  a  given  expenditure  of  seed 

maxunum  %j  x 

rate  has      and  labour ;  and  therefore  he  sows  as  many  acres  as  he  can 

ed,  after'    manage  to  bring  under  a  light  cultivation.   Of  course  he  may 

^^.*^      S^  ^'^^  f^^  •  ^^  °^^y  spread  his  work  over  so  large  an  area  that 

"*>P^  *•    he  would  gain  by  concentrating  his  capital  and  labour  on  a 

smaller  space ;  and  under  these  circumstances  if  he  could  get 

command  over  more  capital  and  labour  so  as  to  apply  more  to 

each  acre,  the  land  would  give  him  an  INCREASING  Retubn  ; 
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that  is,  an  extra  return  larger  in  proportion  than  it  gives  to  book  iv. 
his  present  expenditure.  But  if  he  has  made  his  calculations  ^°'  "'• 
rightly,  he  is  using  just  so  much  ground  as  will  give  him  the 
highest  return ;  and  he  would  lose  by  concentrating  his  capital 
and  labour  on  a  smaller  area.  If  he  had  command  over  more 
capital  and  labour  and  were  to  apply  more  to  his  present 
land,  he  would  gain  less  than  he  would  by  taking  up  more 
land;  he  would  get  a  DIMINISHING  Return,  that  is,  an  extra 
return  smaller  in  proportion  than  he  gets  for  the  last  applica- 
tions of  capital  and  labour  that  he  now  makes,  provided  of 
course  that  there  is  meanwhile  no  perceptible  improvement 
in  his  agricultural  skill.  As  his  sons  grow  up  they  will  have 
more  capital  and  labour  to  apply  to  land ;  and  in  order  to  avoid 
obtaining  a  Diminishing  Return,  they  will  want  to  cultivate 
more  land.  But  perhaps  by  this  time  all  the  neighbouring 
land  is  already  taken  up,  and  in  order  to  get  more  they  must 
buy  it  or  pay  a  rent  for  the  use  of  it,  or  migrate  where  they 
can  get  it  for  nothing. 

This  tendency  to  a  Diminishing  Return  was  the  cause  of  Were  it 
Abraham's  parting  from  Lot*,  and  of  most  of  the  migrations  every farm- 
of  which  history  tells.     And  wherever  the  right  to  cultivate  ^^  moet 
land  is  much  in  request,  we  may  be  sure  that  the  tendency  j'  ^  ^^* 
to  a  Diminishing  Return  is  in  full  operation.     Were  it  noting  an  n'» 
for  this  tendency  every  former  could  save  nearly  the  whole  of  labour  to  a 
his  rent  by  giving  up  all  but  a  small  piece  of  his  land,  and  ^j  his^and. 
bestowing  all  his  capital  and  labour  on  that.    If  all  the  doses 
of  capital  and  labour  that  he  would  in  that  case  apply  to 
it  gave  as  good  a  return  as  those  which  he  now  applies  to  it, 
he  would  get  from  that  plot  as  large  a  produce  as  he  now 
gets  from  his  whole  farm,  and  would  make  a  net  gain  of  all 
his  rent  save  that  of  the  little  plot  that  he  retained. 

It  may  be  conceded  that  the  ambition  of  farmers  often 
leads  them  to  take  more  land  than  they  can  properly  manage : 
and  indeed  almost  every  great  authority  on  agriculture  from 
Arthur  Young  downwards,  has  inveighed  against  this  mis- 
take. But  when  they  tell  a  farmer  that  he  would  gain  by 
applying  his  capital  and  labour  to  a  smaller  area,  they  do  not 

■  *'The  land  was  not  able  to  bear  them,  that  they  might  dweU  together:  for 
their  mbstaiice  was  great,  so  that  they  could  not  dweU  together."   Oenesis  xiii.  6. 
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BOOK  IV.  necessarily  mean  that  he  would  get  a  larger  gross  produce. 
^•^'  It  is  sufficient  for  their  argument  that  the  saving  in  rent 
would  more  than  counterbalance  any  probable  diminution  of 
the  total  returns  that  he  got  from  the  land.  If  a  fanner 
pays  a  fourth  of  his  produce  as  rent,  he  would  gain  by  con- 
centrating his  capital  and  labour  on  less  land,  provided  the 
extra  doses  applied  to  each  acre  gave  anything  more  than 
three-fourths  of  the  return  that  he  got  from  the  earlier  doses. 
Improved  Again,  it  may  be  granted  that  much  land,  even  in  a 

may^coable  country  as  advanced  as  England,  is  so  unskilfiiUy  cultivated 
^^^'tai    d  *^^*  ^*  could  be  made  to  give  more  than  double  its  present 
lafourtobe  gross  produce  if  twice  the  present  capital  and  labour  were 
appUed.^    applied  to  it  skilfully.     Very  likely  those  are  right  who 
maintain  that  if  all  English  farmers  were  as  able,  wise  and 
energetic  as  the  best  are,  they  might  profitably  apply  twice 
the  capital  and  labour  that  is  now  applied.     Assuming  rent 
to  be  one  fourth  of  the  present  produce,  they  might  get  seven 
hundredweight  of  produce  for  every  four  that  they  now  get  : 
it  is  conceivable  that  with  still  more  improved  methods  they 
might  get  eight  hundredweight,  or  even  more.     But  this 
does  not  prove  that,  as  things  are,  further  capital  and  labour 
could  obtain  from   land  an  Increasing  Return.     The  &ct 
remains  that,  taking  farmers  as  they  are  with  the  skill  and 
energy  which  they  actually  have,  we  find  as  the  result  of 
universal  observation  that  there  is  not  open  to  them  a  short, 
road  to  riches  by  giving  up  a  great  part  of  their  land,  by 
concentrating  all  their  capital  and  labour  on  the  remainder, 
and  saving  for  their  own  pockets  the  rent  of  all  but  that 
remainder.     The  reason  why  they  cannot  do  this  is  told  in 
the  Law  of  Diminishing  Return. 
The  Law     -     It  is  important  to  remember  that  the  Return  to  capital 
to  the        and  labour  of  which  the  Law  speaks,  is  measured  by  the 
Sw*pr(i**'  d'f^iouTit  of  the  produce  raised  independently  of  any  changes 
^^c«.  "o*    that  may  meanwhile  take  place  in  the  price  of  produce ;  such, 
for  instance,  as  might  occur  if  a  new  railway  had  been  made 
in  the  neighbourhood,  or  a  new  town  population  had  grown 
up  close  by.     Such  changes  will  be  of  vital  importance  when 
we  come  to  draw  inferences  from  the  Law  of  Diminishing 
Retimi,  and  particularly  when  we  discuss  the  pressure  of 
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increagiDg  population  on   the   means  of  subsistence.     But   book  it. 
they  have  no  bearing  on  the  Law  itself,  because  that  has  to    ^'"'' 
do  not  with  the  value  of  the  produce,  igdse^,  but  only  with 
its  amount. 

We  may  now  formulate  the  limitations  which  were  im- 
plied under  the  words  "in  general"  in  our  provisional 
statement  of  the  Law.  The  Law  is  a  statement  of  a 
tendency  which  may  indeed  be  held  in  check  for  a  time  by 
improvements  in  the  arts  of  production  and  by  the  fitful 
course  of  the  development  of  the  full  powers  of  the  soil;  but 
which  must  ultimately  become  irresistible  if  the  demand  for 
produce  should  increase  without  limit.  Our  final  statement 
of  the  Law  may  then  be  divided  into  two  parts,  thus : — 

Although  an  improvement  in  the  arts  of  agriculture  may  Final 
raise  the  rate  of  return  which  land  generally  aflFords  to  any  ^^^^. 
given  amount  of  capital  and  labour;  and  although  the 
capital  and  labour  already  applied  to  any  piece  of  land 
may  have  been  so  inadequate  for  the  development  of  its  Aill 
powers,  that  some  further  expenditure  on  it  even  with  the 
existing  arts  of  agriculture  would  give  a  more  than  propor- 
tionate return ;  yet  these  conditions  are  rare  in  an  old 
country.  And,  except  when  they  are  present,  the  application 
of  increased  capital  and  labour  to  land  will  add  a  less  than 
proportionate  amount  to  the  produce  raised,  unless  there  be 
mcMiwhile  an  increase  in  the  skill  of  the  individual  cultivator. 
Further,  whatever  may  be  the  future  developments  of  the 
arts  of  agriculture,  a  continued  increase  in  the  application 
of  capital  and  labour  to  land  must  ultimately  result  in  a 
diminution  of  the  extra  produce  which  can  be  obtained  by  a 
given  extra  amount  of  capital  and  labour. 

§  2.    Making  use  of  a  term  suggested  by  James  Mill,  we  A  Dose  of 
may  r^fard  the  capital  and  labour  applied  to  land  as  con-  SKnr.*" 
sisting  of  equal  successive  Doses  \    As  we  have  seen,  the         * 
return  to  the  first  few  doses  may  perhaps  be  small  and  a 
greater  number  of  doses  may  get  a    larger   proportionate 
return;  the  return  to  successive  doses  may  even   in  ex- 
ceptional cases  alternately  rise  and  fall.     But  our  law  states 

^  Some  dilBcaltieB  in  the  interpretatioii  of  this  term  are  considered  in  a  Note 
«t  the  nd  of  the  chapter. 
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BOOK  IV.   that  sooner  or  later  (it  being  always  supposed  that  there  i^ 

OH^.    meanwhile  no  change  in  the  arts  of  cultivation)  a  point  will 

be  reached  after  which  all  further  doses  will  obtain  a  leas 

proportionate  return  than  the  preceding  doses. 

Marginal  The  doso  which  only  just  remunerates  the  cultivator  may 

gined  re-     be  Said  to  be  the  BfARGlNAL  DOSE,  and  the  return  to  it  Uie 

^y^;  MARGINAL  RETURN.   If  there  happens  to  be  in  the  neighbour- 

tivation,     ^ood  land  that  is  cultivated  but  only  just  pays  its  expenses, 

and  so  gives  no  surplus  for  rent,  we  may  suppose  this  doee 

applied  to  it.     We  can  then  say  that  the  dose  applied  to  it 

is  applied  to  land  on  the  MARGIN  OF  CULTIVATION,  and  this 

way  of  speaking  has  the  advantage  of  simplicity.     But  it  h 

not  necessary  for  the  argument  to  suppose  that  there  is  any 

such  land :  what  we  want  to  fix  our  minds  on  is  the  return 

to  the  marginal  dose:   whether  it  happens  to  be  applied 

to  poor  land  or  to  rich  does  not  matter;  all  that  is  necessary 

is  that  it  should  be  the  last  dose  which  can  profitably  be 

applied  to  that  land\ 

^e  mar^.        When  we  speak  of  the  marginal,  or  the  "  last "  dose  ap- 

not  neces-   plied  to  the  land,  we  do  not  mean  the  last  in  time,  we  mean 

JJJtm  *    tliat  dose  which  is  on  the  margin  of  profitable  expenditure: 

that  is,  which  is  applied  so  as  just  to  give  the  ordinary  returns 

to  the  capital  and  labour  of  the  cultivator,  without  affording 

any  surplus.     To  take  a  concrete  instance,  we  may  suppose  a 

farmer  to  be  thinking  of  sending  the  hoers  over  a  field  once 

more;  and  after  a  little  hesitation  he   decides   that  it  l< 

worth  his  while,  but  only  just  worth  his  while  to  do  it.    The 

dose  of  capital  and  labour  spent  on  doing  it,  is  then  the  last 

dose  in  our  present  sense,  though  there  are  many  doses  still 

to  be  applied  in  reaping  the  crop.     Of  course  the  return  t<) 

this  last  dose  cannot  be  separated  fi:om  the  others;  but  we 

ascribe  to  it  all  that  part  of  the  produce  which  we  believe 

would  not  have  been  produced  if  the  farmer  had  decided 

against  the  extra  hoeing*. 


time. 


1  Ricardo  was  weU  aware  of  this:  though  he  did  not  emphasiEe  it 
Those  opponents  of  his  doctrine  who  have  supposed  that  it  has  no  applio- 
tion  to  places  where  all  the  land  pays  a  rent,  haye  mistaken  the  nature  ot  h» 
argnment. 

9  An  iUostration  from  recorded  experiments  may  help  to  make  dearer  ikt 
notion  of  the  Betnm  to  a  nuurginal  dose  of  capital  and  labour.    The  Arkauu 
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Since  the  return  to  the  dose  on  the  margin  of  cultivation  book  iv. 
just  remunerates  the  cultivator,  it  follows  that  he  will  be    ^'"^' 
just  remunerated  for  the  whole  of  his  capital  and  labour  by  ^^'^** 
as  many  times  the  marginal  return  as  he  has  applied  doses 
in  all    Whatever  he  gets  in  excess  of  this  is  the  Surplus 
Produce  of  the  land.     This  surplus  is  retained  by  the  culti- 
vator if  he  owns  the  land  himself*. 


E^erimenUl  Station  (see  The  Times,  18  Nov.  1889),  reported  that  four  plots 
of  in  acre  each  were  treated  exactly  alike  except  in  the  matter  of  ploughing  and 
fatirowiug,  with  the  following  result : — 


Plot. 

CuWTatlon. 

Crop  vieldB 

biuhels  per 

acre. 

1 

2 
8 

4 

Ploughed  once 

Ploughed  once  and  harrowed  once  .    .    . 
Pknighed  twice  and  harrowed  once .    .    . 
Ploughed  twice  and  harrowed  twice     .    . 

16 

18^ 

21 

2d| 

This  would  show  that  the  dose  of  capital  and  labonr  applied  in  harrowing 
»  second  time  an  acre  which  had  already  heen  ploughed  twice  gare  a  Retom 
ol  liV  bnabela.  And  if  the  valne  of  these  boshels,  after  allowing  for  expenses 
of  harvesting,  Sic.  just  replaced  that  dose  with  profits,  then  that  dose  was  a 
^srgmal  one;  eren  thon^^  it  was  not  the  last  in  point  of  time,  since  those  spent 
QQ  hsrretting  must  needs  come  later. 

^  Let  OS  seek  a  graphical  illnstfation.  If  on  any  given  field  there  were 
opcnded  a  capital  of  i;50,  a  certain  amoont  of  produce  would  be  raised  from  it: 
•  eertain  amount  larger  than  the  former  would  be  raised  if  there  were  eipended 
00  it  a  capital  of  £51.  The  difference  between  these  two  amounts  may  be 
rvgarded  as  the  produce  due  to  the  fifty-first  pound;  and  if  we  suppose  the 
coital  to  be  applied  in  successive  doses  of  £1  each  we  may  speak  of  this 
^ffocoee  as  the  produce  due  to  the  fifty-first  dose.  Let  the  doses  be  represented 
ia  order  by  successive  equal  divisions  of  the  line  OD. 
Lei  there  now  be  drawn  from  the  division  of  this  line 
itpreeenting  the  fifty-first  dose  if,  a  line  MP  at  right  A' 
>m^  to  OD,  in  thickness  equal  to  the  length  of  one 
of  the  divisions,  and  such  that  its  length  represents  the 
SBKrant  of  the  produce  due  to  the  fifty-first  dose, 
fappose  this  done  for  each  separate  division  up  to  that 
«oneeponding  to  the  last  dose  which  it  is  found  profit- 
able to  put  on  the  land.  Let  this  last  dose  be  the  UOth 
It  Z>,  and  DO  the  corresponding  return  that  only  just  remunerates  the  farmer. 
The  cxtremitjea  of  such  lines  will  lie  on  a  curve  APC.  The  gross  produce  will 
he  repreeented  by  the  sum  of  these  lines :  i.e.,  since  the  thickness  of  each  line 
IB  equal  to  the  length  of  the  division  on  which  it  stands,  by  the  area  ODCA. 
Let  C6Hhedn,wn  paraUel  to  i>0,  cuttixig  Pif  in  O;  thenMG  is  equal  to  (7/> ; 
md  ainee  DC  just  remunerates  the  farmer  for  one  dose,  MO  will  just  remunerate 
him  lor  another:  and  so  for  all  the  portions  of  the  thick  vertical  lines  cut  off 


i' 

Fig.  (11). 

>^ 

\P 

o 
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BOOK  !▼.         (This  Surplus   Produce  may,  under  certain  conditions, 

^•'°'    become  the  rent  which  the  owner  of  the  land  can  exact  from 

Its  relation  the  tenant  for  its  use.     But,  as  we  shall  see  hereafter,  tie 

to  rent. 

full  rent  of  a  &rm  in  an  old  country  is  made  up  of  three 
elements :  the  first  being  due  to  the  value  of  the  soil  as  it 
was  made  by  Nature ;  the  second  to  improvements  made  in 
it  by  man;  and  the  third,  which  is  often  the  most  important 
of  all,  to  the  growth  of  a  dense  and  rich  population,  and 
to  fecilities  of  communication  by  public  roads,  railroads. 
&c.) 
Bicardo  In  an  old  country  it  is  seldom  possible  to  discover  what 

conflnod 

his  atten-    was  the  original  state  of  the  land  before  it  was  first  colti- 

d^nm-  ^  vated.    The  results  of  some  of  man's  work  are  for  good  and 

J^^^   evil  fixed  in  the  land;  they  cannot  be  distinguished  from 

country,     the  results   of  nature's  work,  but  must  be  coimted  with 

them.     The   line  of  division  between  nature's  work  and 

man's  work  is  blurred,  and  must  be  drawn   more  or  leas 

arbitrarily.     But  for  most  purposes  it  is  best  to  regard  the 

initial  difficulties  of  coping  with  nature  as  pretty  weU  «»- 

quered  before  we  begin  to  reckon  the  farmer's  cultivatiwi. 

Thus  the  returns  that  we  count  as  the  first  doses  of  capital 

and  labour  are  generally  the  largest  of  all,  and  the  tendencr 

of  the  return   to  diminish  shows  itself  at  once.     Having 

English  agriculture  chiefly  in  view,  we  may  fairly  take,  as 

Ricardo  did,  this  as  the  typical  case*. 


between  OD  and  UC,  Therefore  the  sum  of  these,  that  is,  the  area  ODCE, 
represents  the  share  of  the  prodace  that  is  required  to  renmnerate  him;  wiiile 
the  remainder,  AHGCPA^  is  the  Snrplos  Prodace,  which  mider  certain  oooditioBi 
becomes  the  rent. 

^  That  is,  we  mi^  sobetitate  (fig.  11)  the  dotted  line  BA'  for  BA  and  regard 
A'BPC  as  the  typical  corve  for  the  return  to  capital  and  labour  applied  id 
En^iah  agriculture.  It  has  already  been  noticed  (Book  m.  ch.  m.  §  1),  the  lav 
of  Diminishing  Betum  bears  a  close  analogy  to  the  law  of  Demand.  The  retan 
which  land  giyes  to  a  dose  of  capital  and  labour  may  be  regarded  as  the  ]sic« 
which  land  ofFers  for  that  dose.  Land's  return  to  capital  and  labour  is,  so  to 
speak,  her  eifectiye  demand  for  them:  her  return  to  any  dose  is  her  demsnd 
prioe  for  that  dose,  and  the  list  of  returns  that  she  will  give  to  successiTe  doses  sair 
thus  be  regarded  as  her  demand  schedule :  but  to  avoid  confusion  we  shall  caiB  it 
her  "Betum  Schedule."  Corresponding  to  the  case  of  the  land  in  the  text  b  tfait 
of  a  man  who  may  be  willing  to  pay  a  larger  proportionate  price  for  a  p^ier  tb&t 
would  coyer  the  whole  of  the  walls  of  his  room  than  for  one  that  would  go  oolr 
half  w«y ;  and  then  his  demand  schedule  would  at  one  stage  show  an  iDcreav 
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§  3.  Let  us  next  inquire  on  what  depends  the  rate  of  book  iv. 
diminution  or  of  increase  of  the  returns  to  successive  doses  of  ^°''"' 
capital  and  labour.   We  have  seen  that  there  are  creat  varia-  T*^  ^^ 

.         .  °  dole  of  na- 

tions in  the  share  of  the  produce  which  man  may  claim  as  tore's  re- 

the  additional  result  of  his  own  work  over  what  unaided  creased  ap. 

nature  would  have  produced ;  and  that  man's  share  is  much  S^capkS 

larger  with  some  crops  and  soils  and  methods  of  cultivation  ^^  ^^^^ 

than  with  others.     Thus  broadly  speaking  it  increases  as  we  g?^t  ▼»• 

pass  from  forest  to  pasture  land,  from  pasture  to  arable,  and  tail,  ac- 

from  plough  land  to  spade  land ;  and  this  is  because  the  rate  ^^^. 

of  diminution  of  the  return  is  as  a  rule  greatest  in  forests,  2^*^^ 

rather  less  in  pasture,  still  less  in  arable  land,  and  least  of  all  bjoA  of  the 
J    ,      J  crops  rais- 

in spade  land.  ed  ham  it. 

There  is  no  absolute  measure  of  the  richness  or  fertility  But  the 

of  land.    Even  if  there  be  no  change  in  the  arts  of  production,  uti^  fer"* 

a  mere  increase  in  the  demand  for  produce  may  invert  the  ^^„t 

order  in  which  two  adiacent  pieces  of  land  rank  as  recfards  pieces  of 
-     ...  .  .  land  may 

fertihty.    The  one  which  gives  the  smaller  produce,  when  change 

both  are  uncultivated,  or  when  the  cultivation  of  both  is  com- 
equally  slight,  may  rise  above  the  other  and  justly  rank  as  ■**^<'®*- 
the  more  fertile  when  both  are  cultivated  with  equal  tho- 
roughness.    In  other  words,  many  of  those  lands  which  are 
the  least  fertile  when  cultivation  is  merely  extensive,  become 
among  the  most  fertile  when  cultivation  is  intensive.     For    * 
instance,  self-drained  pasture  land  may  give  a  return  large 
in  proportion  to  a  very  slight  expenditure  of  capital  and 
labour,  but  a  rapidly  diminishing  return  to  fiirther  expendi- 
ture :  as  population  increases  it  may  gradually  become  pro- 
fitable to  break  up  some  of  the  pasture  and  introduce  a 
nuxed  cultivation  of  roots  and  grains  and  grasses ;  and  then 

ud  not  a  diminntion  of  demand  price  for  an  increased  quantity.  Bat  in  the 
Mgngite  demand  of  many  indlTidnab  these  nnevennessee  destroy  one  another; 
■0  thai  the  a^^gregate  demand  schednle  of  a  group  of  people  always  shows  the 
teaod  price  as  falling  steadily  with  every  increase  in  the  amomit  offered.  In 
the  8iDe  way,  by  grouping  together  many  pieces  of  land  we  might  obtain  a 
Betsrn  Schedule  that  would  show  a  constant  diminntion  for  erery  increase  of 
capital  ind  labour  applied.  Bot  it  is  more  easy  to  ascertain,  and  in  some  ways 
moie  important  to  take  note  of,  the  variations  of  individnal  demand  in  the  case 
of  plots  ol  land  than  in  the  case  of  people.  And  therefore  our  tyjncal  retom 
Kfaednle  is  not  drawn  oat  so  as  to  show  as  even  and  uniform  a  diminution  of  return 
ts  oar  typical  demand  ediedule  does  of  demand  price. 
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the  return  to  further  doses  of  capital  and  labour  may  diminish 
less  quickly  *. 

^M)ther  land  makes  poor  pasture,  but  will  give  more  (»• 
less  liberal  returns  to  a  great  deal  of  capital  and  labour 
applied  in  tilling  and  in  manuring  it ;  its  returns  to  the 
early  doses  are  not  very  high,  but  they  diminish  slowly*. 

Again,  other  land  is  marshy.  It  may,  as  did  the  fens  of 
East  England,  produce  little  but  osiers  and  wild  fowl.  Or, 
as  is  the  case  in  many  tropical  districts,  especially  on  the 
American  Continent,  it  may  be  prolific  of  vegetation,  but  so 
shi-ouded  with  malaria  that  it  is  difficult  for  man  to  live 
there,  and  still  more  to  work  there.  In  such  cases  the  re- 
turns to  capital  and  labour  are  at  first  small,  but  as  drainage 
progresses,  they  increase;  afterwards  perhaps  they  again 
fall  oflf*.     But  when  improvements  of  this  kind  have  once 


Fig.  (12). 


1  This  case  is  iUnstrated  by  fig.  12;  for  when  produce 
has  risen  in  real  value  in  the  ratio  of  OH*  to  OH  (so  that  the 
amoont  required  to  remunerate  the  farmer  for  a  dose  of 
capital  and  labour  has  faUen  from  OH  to  0H%  the  Surplus 
Produce  rises  only  to  AH*C\  which  is  not  very  much  greater 
than  its  old  amount  AHC. 


s  This  case  is  represented  in  fig.  13,  when  a  similar 
change  in  the  price  of  produce  midces  the  new  Surplus 
Produce  AffC  about  three  times  as  large  as  the  old  Sur- 
plus, AHC, 


'  This  case  is  represented  in  fig.  14.     The  eariiest 
doses  of  capital  and  labour  applied  to  the  land  give  so  ^*  (^^)* 

poor  a  return,  that  it  would  not  be  worth  while  to 
apply  them  unless  it  were  intended  to  carry  the  culti- 
vation further.  But  later  doses  give  an  increasing 
return  which  culminates  at  P,  and  afterwards  di- 
minishes. If  the  price  to  be  got  for  produce  is  so  low 
that  an  amount  OH"  is  required  to  remunerate  the 
cultivator  for  a  dose  of  capital  and  labour,  it  will  then  be  only  just  profitaUe  to 
cultivate  the  land.  For  then  cultivation  will  be  carried  as  far  as  i/' ;  then  wiD 
be  a  deficit  on  the  earlier  doses  represented  by  the  area  H"AE*\  and  a  sarplw  oo 
the  later  doses  represented  by  the  area  E"PC*' :  and  as  these  two  are  about  eqoiL 
the  cultivation  of  the  land  so  far  will  only  just  pay  its  way.  But  if  the  price  d 
produce  rises  tiU  OH  is  sufficient  to  remunerate  the  cultivator  for  a  doee  of  capital 
and  labour,  the  deficit  on  the  earlier  doses  will  sink  to  HAE^  and  the  smpto  «a 
the  later  doses  wiU  rise  to  EPO :  the  net  surplus  (the  true  rent  in  case  the  laod  m 
hired  out)  will  be  the  excess  of  EPC  over  HAE.  Should  the  price  rise  fartbir 
till  OH  is  sufficient  to  remunerate  the  cultivator  for  a  dose  of  ci^tal  and  hboar. 
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been  made,  the  capital  invested  in  the  soil  cannot  be  re-   book  iv. 
moved ;  the  early  history  of  the  cultivation  is  not  repeated ;    ^•"'' 
and  the  produce  due  to  fiirther  applications  of  capital  and 
labour  conforms  to  the  Law  of  Diminishing  Return*. 

Similar  though  less  conspicuous  changes  may  occur  on 
land  already  well  cultivated.  For  instance,  without  being 
marshy,  it  may  be  in  need  of  a  little  drainage  to  take  off 
the  stagnant  water  from  it,  and  to  enable  fresh  water  and 
air  to  stream  through  it.  Or  the  subsoil  may  happen  to  be 
naturally  richer  than  the  soil  at  the  surface :  or  again,  though 
not  itself  rich,  it  may  have  just  those  properties  in  which 
the  surfisu^  soil  is  deficient,  and  then  a  thorough  system  of 
deep  steam-ploughing  may  permanently  change  the  character 
of  the  land. 

Thus  we  need  not  suppose  that  when  the  return  to  extra 
capital  and  laboiir  has  begun  to  diminish,  it  will  always 
continue  to  do  so.  Improvements  in  the  arts  of  production 
may,  it  has  always  been  understood,  raise  generally  the 
return  which  can  be  got  by  any  amount  of  capital  and 
labour;  but  this  is  not  what  is  meant  here.  The  point  is 
that,  independently  of  any  increase  in  his  knowledge,  and 
using  only  those  methods  with  which  he  has  long  been 
familiar,  a  farmer  finding  extra  capital  and  laboiir  at  his 
command,  may  sometimes  obtain  an  increasing  return  even 
at  a  late  stage  in  his  cultivation.  His  return  may  diminish 
and  then  increase  and  then  diminish  again ;  and  yet  again 
increase  when  he  is  in  a  position  to  carry  out  some  further 
extensive  change". 

It  has  been  well  said  that  as  the  strength  of  a  chain  is 
that  of  its  weakest  link,  so  fertility  is  limited  by  that  element 

this  net  surplus  wiU  rise  to  the  very  large  amount  represented  by  the  excess  of 

1  In  such  a  case  as  this  the  earlier  doses  are  pretty  sure  to  be  sank  in  the  land; 
tod  the  aerial  rent  paid,  if  the  land  is  hired  oat,  wm  then  include  profits  on  them 
in  idditian  to  the  Sorplos  Prodnce  or  trae  rent  thas  shown.  Of  coarse  provision 
ctn  be  made  in  the  diagrams  for  the  retams  dne  to  the  landlord's  capitaL 

Fig.  (16). 

*  This  case  was  represented  l^  fig.  11.    But  more  ex-    ^ 


trcrne  iristanCTWi,  of  the  kind  represented  by  fig.  15,  are  not    ^ 
very  rare. 
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BOOK  IV.  in  which  it  is  most  deficient.  Those  who  are  in  a  hurry,  will 
cH^.  ^jQQ^  g^  chain  which  has  one  or  two  very  weak  links,  however 
strong  the  rest  may  be;  and  prefer  to  it  a  much  slighter 
chain  that  has  no  flaw.  But  if  there  is  heavy  work  to  be 
done,  and  they  have  time  to  make  repairs,  they  will  set  the 
larger  chain  in  order,  and  then  its  strength  will  exceed  that 
of  the  other.  In  this  we  find  the  explanation  of  much  that 
is  apparently  strange  in  agricultural  history. 
I^d  The  first  settlers  in  a  new  country  generally  avoid  land 

the  besTre-  which  does  not  lend  itself  to  immediate  cultivation.  They 
thewiy  «^e  often  repelled  by  the  very  luxuriance  of  natural  vegeta- 
nouShJm  *^^^'  ^^  ^*  happens  to  be  of  a  kind  that  they  do  not  want 
that  which  They  do  not  care  to  plough  land  that  is  at  all  heavy,  how- 
best  re-  ever  rich  it  might  become  if  thoroughly  worked.  They  will 
modem  bave  nothing  to  do  with  water-logged  land.  They  generally 
erowSiy  select  light  land  which  can  easily  be  worked  with  a  double 
^  k  tT*^  plough,  and  then  they  sow  their  seed  broadly,  so  that  the 
have  grown  plants  when  they  grow  up  may  have  plenty  of  light  and  air, 
SfemT^      and  may  collect  their  food  fix)m  a  wide  area. 

When  America  was  first  settled,  many  farming  operations 

that  are  now  done  by  horse  machinery  were  still  dcaie  by 

hand ;  and  though  now  the  farmers  have  a  strong  preference 

for  flat  prairie  land,  free  from  stumps  and  stones,  where  their 

machines  can  work  easily  and  without  risk,  they  had  then 

no  great  objection  to  a  hill-side.    Their  crops  were  light  in 

proportion  to  their  acreage,  but  heavy  in  proportion  to  the 

capital  and  labour  expended  in  raising  them. 

Thus  any  We  cannot  then  call  one  piece  of  land  more  fertile  than 

S  toSiity  aiiother  till  we  know  something  about  the  skill  and  enter- 

^tt^to  P™®  ^^  ^^^  cultivators,  and  the  amount  of  capital  and  labour 

thecircnm-  at  their  disposal :  and  till  we  know  whether  the  demand  for 

stances  oz 

the  place  produce  is  such  as  to  make  intensive  cultivation  profitable 
*"  *"°®-  with  the  resources  at  their  disposal.  If  it  is,  those  lands  will 
be  the  most  fertile  which  give  the  highest  average  returns  to 
a  large  expenditure  of  capital  and  labour ;  but  if  not,  those 
will  be  the  most  fertile  which  give  the  best  returns  to  the 
first  few  doses.  The  term  fertility  has  no  meaning  except 
with  reference  to  the  special  circumstances  of  a  particular 
time  and  place. 
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But  even  when  so  limited  there  is  some  uncertainty  as  book  iv. 
to  the  usage  of  the  teim.  Sometimes  attention  is  directed  ^°'  ^' 
chiefly  to  the  power  which  land  has  of  giving  adequate 
returns  to  intensive  cultivation  and  so  bearing  a  large  total 
produce  per  acre ;  and  sometimes  to  its  power  of  yielding  a 
large  surplus  produce  or  rent,  even  though  its  gross  produce 
is  not  very  large :  thus  in  England  now  rich  arable  land  is 
very  fertile  in  the  former  sense,  rich  meadow  in  the  latter. 
For  many  purposes  it  does  not  matter  which  of  these  senses 
of  the  term  is  imderstood :  in  the  few  cases  in  which  it  does 
matter,  an  interpretation  clause  must  be  supplied  in  the 
(xmtext*. 

§  4.     But  further,  the  order  of  fertility  of  different  soils  other 


is  Kable  to  be  changed  by  changes  in  the  methods  of  culti-  ^hmngehi 
vation  and  in  the  relative  values  of  different  crops.     Thus  '^n^*f ^ 
when  at  the  end  of  last  century  Mr  Coke  showed  how  to  different 

.  .  .  .       pieces  of 

grow  wheat  well  on  light  soils  by  preparing  the  way  with  tnd. 
clover,  they  rose  relatively,  to  clay  soils ;  and  now  though 
they  are  still  sometimes  called  from  old  custom  "  poor,"  some 
of  them  have  a  higher  value,  and  are  really  more  fertile, 
than  much  of  the  land  that  used  to  be  carefully  cultivated 
while  they  were  left  in  a  state  of  nature. 

Again,  the  increasing  demand  in  Central  Europe  for  wood 
to  be  used  as  fiiel  and  for  building  purposes,  has  raised 
the  value  of  the  pine-covered  mountain  slopes  relatively  to 
almost  every  other  kind  of  land.  But  in  England  this  rise 
has  been  prevented  by  the  substitution  of  coal  for  wood  as 
fuel,  and  of  iron  for  wood  as  a  material  for  ship-building, 
and  lastly  by  England's  special  facilities  for  importing  wood. 

1  n  the  price  of  produce  is  such  that  an  amount  of  it  OH  (figs.  12,  13,  14) 
is  required  to  pay  the  cnltiTator  for  one  dose  of  capital  and  labour,  the  cnltivation 
vin  be  carried  as  far  as  Z>;  and  the  produce  raised,  AODC  will  be  greatest  in 
fig.  12,  next  greatest  in  fig.  IS,  and  least  in  fig.  14.  But  if  the  demand  for 
•gnealtaiml  prodnce  so  rises  that  OH'  is  enough  to  repay  the  cultivator  for  a 
do6€,  the  cultiYation  will  be  carried  as  far  as  D',  and  the  produce  raised  wiU 
be  AOiyC,  which  is  greatest  in  fig.  14,  next  in  fig.  13,  and  least  in  fig.  12. 
The  eonirast  would  have  been  even  stronger  if  we  had  considered  the  surplus 
prodnee  which  remains  after  deducting  what  is  suflScient  to  repay  the  cultivator, 
and  which  beeoimes  under  some  conditions  the  rent  of  the  land.  For  this  \&  AHC 
in  figs.  12  and  13  in  the  first  case  and  AU'C  on  the  second;  while  in  fig.  14  it 
is  in  the  first  case  the  excess  of  AODC  PA  over  ODCH,  Le.  the  excess  of  PEC 
over  AHE\  and  in  the  second  case  the  excess  of  PE'C  over  AWE', 
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Booi  IV.  Again,  the  cultivation  of  rice  and  jute  often  gives  a  very 

^'  "'*    high  value  to  lands  that  are  too  much  covered  with  watCT 

to  bear  most  other  crops.    And  again,  since  the  repeal  of  the 

Corn  Laws  the  prices  of  meat  and  dairy  produce  have  risen 

in  England   relatively  to  that  of  com.     It  was  partly  in 

consequence  of  this  that,  as  we  have  seen,  those  arable  soils 

that  would  grow  rich  forage  crops  in  rotation  with  corn, 

rose   relatively  to  the  cold  clay  soils.     And  at  the  same 

time  permanent  pasture  recovered  part  of  that  great  fell  in 

its  value  relatively  to  arable  land,  which  had  resulted  from 

the  growth  of  population*. 

As  a  role  Independently  of  any  change  in  the  suitability  of  the 

soils  rise     prevailing  crops  and  methods  of  cultivation  for  special  SoDs, 

£uve?y  to^  there  is  a  constsmt  tendency  towards  equality  in  the  value 

wlhepres-  ^^  diSerent  soils.     In  the  absence  of  any  special  cause  to 

snjf«  oi .      the  contrary,  the  growth  of  population  and  wealth  will  make 

wereftses.    the  poorer  soils  gain  on  the  richer.     Land  that  was  at  one 

time  entirely  neglected  is  made  by  much  labour  to  raise 

rich  crops;  its  annual  income  of  light  and  heat  and  air, 

is  probably  as  good  as  those  of  richer  soils :  while  its  fault* 

can  be  much  lessened  by  labour*.   Conversely,  the  depression 

1  Mr  Bogen  {Six  Centuries  of  Work  and  H'ages^  p.  73>  calculates  that  vhiir 
rich  meadow  had  abont  the  same  yahie,  estimated  in  corn  five  or  six  centariei 
ago  as  it  has  now»  the  yafaie  estimated  in  com  of  arable  land  has  increased  abont 
fivefold  in  the  same  time.  This  is  partly  dne  to  the  great  importance  ol  hi^  at  • 
time  when  roots  and  other  modem  kinds  of  winter  food  for  cattle  were  miknowiL 

*  Thos  we  maj  compare  two  pieces  of  land  repieeented  in  figs.  16  and  17,  witfc 
regard  to  which  the  Law 


Kg.  (17). 


:^^ 


of     Diminishing     Betnm      ^--...^        Rg.  (16). 

acts  in  a  similar  way,  so 

that  their  produce  cnrres 

have   similar  shapes,   bat 

the  fonner  has  a  highor 

fertOily  than  the  other  for 

all  degrees  of  intensity  of 

oUtiTation.    The  value  of  the  land  may  genend^y  be  wprewnted  hj  its  t 

prodnoe  or  rent,  which  is  in  cadi  cmse  repmented  by  AHC  when  OHia  nqtini 

to  repay  a  dose  of  capital  and  laboor;  and  by  A  fPCMhm  tbe  growth  ol  nvmbss 

and  wealth  have  made  OH*  soflictent.    It  is  dear  that  AH'C  in  fig.  17  besii 

a  more  faronrable  compariMii  with  AH'C  in  fig.  6  than  does  AHC  in  fig.  V 

with  J  ^r  in  fig.  16.    In  the  same  way,  though  not  to  the  same  extent,  the  totil 

produce  AOH'i^  in  fig.  17  bears  a  more  faroorable  conpariaon  with  AOiyC  in 

flir^  16,  than  doca  AOOC  in  fig:.  17  with  A  ODC  in  fig.  16. 

M.  Lmt^  BeaaKcQ  \Ktf>mrfiticn  de*  Ri<i^*te4^  diap.  o.)  has  collected  sercnl 
flM^la  ill«a4ratu«  tbb  tendewy  of  poor  UbAb  to  rise  in  valw  rebtivdy  to  ridL  He 


Digitized  by  VjOOQ  iC 


GOOD  CULTIVATION  A  RELATIVE  TERM.  219 

of  English  agriculture,  through  which  we  are  now  passing  book  rr. 
in  consequence  of  American  competition,  is  lowering  the  °°''"' 
vahe  of  poor  lands  relatively  to  that  of  rich  lands  of  the 
same  character;  and  especially  it  is  lowering  the  values  of 
those  lands  which  return  good  crops  to  very  high  cultiva- 
tion ;  but  which  quickly  relapse  into  a  poor  condition,  unless 
a  great  deal  of  capital  and  labour  is  constantly  spent  on  them* 

As  there  is  no  absolute  standard  for  fertility,  so  there  is  There  is  no 
none  of  good  cultivation.  The  best  cultivation  in  the  richest  standard  of 
ports  of  the  Channel  Islands,  for  instance,  involves  a  lavish  fhi^S! 
expenditure  of  capital  and  labour  on  each  acre :  for  they  are 
near  good  markets  and  have  a  monopoly  of  an  equable  and 
early  climate.  If  left  to  nature  the  land  would  not  be  very 
fertile,  for  though  it  has  many  virtues,  it  has  two  weak  links 
(l)eing  deficient  in  phosphoric  acid  and  potash).  But,  partly 
by  the  aid  of  the  abundant  seaweed  on  its  shores,  these  links 
can  be  strengthened,  and  the  chain  thus  becomes  exception- 
ally strong.  Intense,  or  as  it  is  ordinarily  called  in  England 
"good"  cultivation,  will  thus  raise  £100  worth  of  early 
potatoes  fix)in  a  single  acre.  But  an  equal  expenditure  per 
aCTe  by  the  fismner  in  Western  America  would  ruin  him; 
relatively  to  his  circumstances  it  would  not  be  good,  but 
bad  cultivation. 

§  5.    Ricardo's  statement  of  the   Law  of  Diminishing  Ricardo's 
Return  was  inexactly  worded.     It  is  however  probable  that  of  the  law 
the  inaccuracy  was  due  not  to  careless  thinking  but  only  to  ^^telr 
careless  writing.     There  are  strong  reasons  for  holding  that  ^^^^^ 
he  had  not  overlooked  the  conditions  which  were  necessary 
to  make  the  law  true ;  he  seems  here,  as  elsewhere,  to  have 
made  the  great  error  of  taking  for  granted  that  his  readers 
would  supply  those  conditions  which  were  present  in  his  own 
mind.    In  any  case  he  would  have  been  justified  in  thinking 
that  these  conditions  were  not  of  great  importance  in  the 
peculiar  circumstances  of  England  at  the  time  at  which  he 

qooCes  from  M.  H.  Paasy  the  foUowing  flgores,  showing  the  rental  in  francs  per 
hectare  (2^  acres)  of  five  classes  of  land  in  several  communes  of  the  Departments 
de  I'Enre  et  de  I'Oise  in  1829  and  1852  respectively:— 

Class  I.      Class  n.       Class  m.      Class  IV.       Class  V. 

AJ).  1829        58  48  84  20  8 

AJ>.  1852        80  78  60  50  40 
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BOOK  IV.  wrote,  and  for  the  special  purposes  of  the  particular  practical 

^^  "^     problems  he  had  in  view.     Of  course  he  could  not  anticipate 

the  great  series  of  inventions  which  were  about  to  open  up 

new  sources  of  supply,  and,  with  the  aid  of  free  trade,  to 

revolutionize     English     agriculture ;    but    the    i^ricultural 

history  of  England  and  other  countries  might  have  led  him 

to  lay  greater  stress  on  the  probability  of  a  change*. 

Bfj^fdo  He  stated  that  the  first  settlers  in  a  new  country  invari- 

the  richest  ably  chose  the  richest  lands,  and  that  as  population  increased, 

oulttrated^  poorer  and  poorer  soils  were  gradually  brought  under  culti- 

tetaeia*   v^^i^'i*  speaking  carelessly  as  though  there  were  an  absolute 

the  sense    standard  of  fertility.     But  as  we  have  alreadv  seen,  where 

in  which  he  .  $1  ' 

meant  it:  land  is  free,  everyone  chooses  that  which  is  best  adapted  for 
tolimis?  his  own  purpose,  and  that  which  will  give  him,  all  thiugs 
understood  considered,  the  best  return  for  his  capital  and  labour.  He 
looks  out,  therefore,  for  land  that  can  be  cultivated  at  once, 
and  passes  by  land  that  has  any  weak  links  in  the  chain  of 
its  elements  of  fertility,  however  strong  it  may  be  in  some 
other  links.  But  besides  having  to  avoid  malaria,  he  must 
think  of  his  communication  with  his  markets  and  the  base 
of  his  resources ;  and  in  some  cases  the  need  for  security 
against  the  attacks  of  enemies  and  wild  beasts  outweighs  all 

1  Had  he  done  this,  he  would  have  helped  his  readers  to  sapply  the  pnaniaei 
that  were  present  in  his  own  mind:  if  they  do  that  they  wiU  find  nothing  of 
importance  in  his  statement  of  the  Law  of  Diminishing  Betom,  or  in  his  deduc- 
tions from  it,  which  is  not  tme  as  far  as  it  goes.  As  Boscher  says  [FiMnkd 
Economy,  Sect,  clv.)  "  In  judging  Ricardo,  it  most  not  he  forgotten  that  it  v«» 
not  his  intention  to  write  a  text-hook  on  the  science  of  Political  Economy,  tnt 
only  to  communicate  to  those  versed  in  it  the  result  of  his  researches  in  as  briEf 
a  manner  as  possible.  Hence  he  writes  so  frequently  making  certain  aasomp- 
tions,  and  his  words  are  to  be  extended  to  other  case?  only  after  due  considflra- 
tion,  or  rather  re-written  to  suit  the  changed  case.*'  The  foUowers  of  Bkardo 
have  accepted  John  Stuart  Mill's  re-statement  of  the  law  in  which  the  coDditMC* 
necessary  to  make  it  exact  were  introduced.  Nevertheless  these  conditions  are 
habituaUy  ignored  even  now  by  some  critical  writers:  they  persist  in  pofttiBg 
forward  what  they  call  refutations  of  the  law,  but  what  are  really  eitho'  aigo. 
ments  that  these  conditions  ought  not  to  be  overlooked  or  else  attacks  on 
inferences  or  deductions  that  have  been  made  rightiy  or  wrongly  from  it.  For 
instance,  some  people  have  inferred  from  the  Law  of  Diminishing  Betoni  thst 
the  English  people  now  would  be  better  off  if  their  numbers  did  not  increase  so 
&st.  This  doctrine  is  a  fair  matter  for  argument;  and  some  of  those  who  have 
denied  it  have  thought  that  they  were  denying  the  Law  of  Diminishing  Betam 
But  really  they  were  denying  something  quite  different  from  it.  The  truth  of  Hk 
law  has,  I  believe,  been  questioned  by  no  writer  who  has  interpreted  it  properij. 


Digitized  by  VjOOQ  IC 


cabet's  misunderstandings  of  ricardo's  doctrine.  221 

other  coDsiderations.  It  is  therefore  not  to  be  expected  that  book  iv. 
the  lands  which  were  first  chosen,  should  turn  out  always  to  ^'"^ 
be  those  which  ultimately  come  to  be  regarded  as  the  most 
fertila  Bicardo  did  not  consider  this  point,  and  thus  laid 
himself  open  to  attacks  by  Carey  and  others,  which,  though 
for  the  greater  part  based  on  a  misinterpretation  of  his  posi- 
tion, have  yet  some  solid  substance  in  them. 

Carey  claims  to  have  proved  that  "in  every  quarter  of  as  it  was  by 
the  world  cultivation  has  commenced  on  the  sides  of  the   "*^* 
hills  where  the  soil  was  poorest,  and  where  the  natural  ad- 
vantages of  situation  were  the  least.     With  the  growth  of 
wealth  and  population,  men  have  been  seen  descending  from 
the  high  lands  bounding  the  valley  on  either  side,  and  coming 
together  at  its  feet*."     Brought  up  in  Ireland  in  the  tenets 
of  Ricardo,  he  arrived  in  America  early  in  this  century,  amd 
hefore  long  was  struck  by  the  fact  that  the  soil  of  New 
England  is  nearly  the  poorest  in  America ;  and  that  when-  ^^Jj^ 
ever  he  saw   ruined  houses  and  the  traces  of  abandoned  striking 
cultivation  he  found  the  soil  exceptionally  barren.     This  set  S^J^w^ 
him  to  enquire  into  the  history  of  the  occupation  of  the^^ 
earth's  sur£ace ;  and  he  has  collected  a  creat  mass  of  evidence  ^j  }a^ 

which  have 

in  support  of  his  proposition  that  the  general  progress  of  cul-  nitimateiT 
tivation  has  been  from  lands  which  would  be  regarded  as  moet^vaiu-* 
poor  in  an  old  and  settled  country,  to  those  which  would  be  *^^®* 
r^arded  as  rich.     He   has  even   argued  that  whenever  a 
thickly  peopled  country  is  laid  waste,  "  whenever  population, 
wealth,  and  the  power  of  association  decline,  it  is  the  rich  soil 
that  is  abandoned  by  men  who  fly  again  to  the  poor  ones";" 
the  rich  soils  being  rendered  difficult  and  dangerous  by  the 
rapid  growth   of  jungles  which   harbour  wild   beasts  and 
banditti,  and  perhaps  by  malaria. 

His  &ct8  are  drawn  chiefly  from  warm  if  not  tropical 
r^ons ;  and  with  regard  to  them  his  conclusions  are  perhaps 
true  in  the  main.  But  much  of  the  apparent  attractiveness* 
of  tropical  countries  is  delusive :  they  would  give  a  very  rich 
return  to  hard  work,  but  hard  work  in  them  is  impossible. 
A  cool  refreshing  breeze  is  as  much  a  necessary  of  vigorous 


^  PrincipUs  of  Social  Science,  Chap.  iv.  §  4. 
>  Ibid.  Chap.  t.  §  3. 
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BOOK  IV.  life,  as  food  itself.  Food  can  be  imported  but  fresh  air 
^'  "''  cannot;  land  that  oflfers  plenty  of  food  but  whose  climate 
destroys  energy,  is  not  more  productive  of  the  raw  material 
of  human  well  being,  than  land  that  supplies  less  food  but 
has  an  invigorating  climate.  Again,  the  importance  of  many 
of  Care/s  facts  diminishes  on  investigation.  The  choice  of 
New  England  by  the  early  settlers  was  an  accident ;  houses 
on  the  hills  were  often,  in  early  times  as  they  are  now,  the 
homes  of  those  who  cultivate  the  rich  but  unhealthy  valleys 
a  few  miles  oflF*. 

It  may  then  be  admitted  that  Carey  has  proved  that  soils 

which  an  English  farmer  would  regard  as  poor,  are  in  very 

many  cases  cultivated  before  neighbouring  soils  which  he 

Many  of     would  regard  as  rich.     The  facts  on  which  the  Law  of  Dimi- 

ffSTare     nishing  Return  is  based  lead  us  a  priori  to  expect  such  cases 

tnSioM^of  *^  occur  sometimes.     Their  occasional  occurrence  is  not  in- 

Ricardo'8    consistent,  as  some  foreign  writers  have  supposed,  with  the 

rightly  in-  general  tenor  of  Ricardo  s  doctrines:  on  the  contrary,  many  of 

an^^eve-    these   cases  really  aflFord   instructive  illustrations  of  those 

iop«d.        doctrines  when  rightly  understood ;  though  some  of  them  aiv 

to  be  explained,  as  has  already  been  said,  by  the  necessity  of 

providing  for  military  safety. 

The  importance  of  Carey's  fects  does  not  then  lie  in  their 
bearing  on  the  Law  of  Diminishing  Return.  They  do  not 
tend  to  invalidate  the  statement  that  the  returns  which  a 
farmer  will  get  by  applying  extra  doses  of  capital  and  labour 
to  land  already  well  cultivated  will  be  less  than  those  which 
he  got  for  the  earlier  doses,  other  things  being  equal ;  that  is, 
there  being  no  change  in  his  methods  of  cultivation,  in  his 
markets,  or  in  the  other  conditions  by  which  he  is  surrounded 
The  practical  importance  of  Carey's  doctrine  lies  in  its 
bearing  on  the  conditions  under  which  the  growth  of  popii- 

1  Passing  down  the  Missouri  Valley  to  St  Lonis  some  years  ago,  I  saw  it 
bearing  everywhere  crops  of  unsurpassed  richness,  but  the  fanners*  houses  veere 
on  the  river  bluffs  several  miles  away.  It  may  be  said  that  this  expbuutioo 
may  account  for  the  absence  of  houses  in  comparatively  narrow  river  vaBers, 
but  not  in  broad  rich  plains.  If,  however,  we  follow  the  maps  which  ahoir 
the  distribution  of  population  in  the  United  States  at  each  successive  ceosos, 
we  find  that  broad  river  valleys,  such  as  those  of  the  Lower  Mississ^pt  uod 
the  Lower  Bed  Biver,  were  as  a  rule  peopled  in  advance  of  the  neighbouring 
uplands. 
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lation  tends  to  cause  increased  pressure  on  the  means  of  book  n. 
subsistence.  chmh. 

§  6.    Ricardo,  and  the  economists  of  his  time  generally,  Bnt  Carey 
were  too  hasty  in  deducing  this  inference  fix)m  the  Law  of  ^^^  mau- 
Diminishing  Return.    They  did  not  allow  enough  for  the  ^J^^  f^. 
increase  of  strength   that  comes  from  organization.  KThey  lowers  mi- 
paid  veiy  little  heed  to  the  assistance  which  every  fieirmer  the  indirect 
gets  from  the  presence  of  neighbours  whether  agriculturists  wWcS  a* 
or  townspeople.     A  very  important  form  of  this  assistance  fa^tfou^w^ 
in  a  new  country  is  to  enable  him  to  venture  on  rich  land  Jo  agricul- 
that  he  would  have   otherwise  shunned,  through   fear  of 
enemies  or  of  malaria.     Even  if  most  of  his  neighbours  are 
engaged  like  himself  in  agriculture,  they  gradually  supply 
him  with  good  roads,  and  other  means  of  communication: 
they  give  him  a  market  in  which  he  can  buy  at  reasonable 
tenns  what  he  wants,  necessaries,  comforts  and  luxuries  for 
himself  and  his  fiunily,  and  all  the  various  requisites  for  his 
fenn  work :  they  surroimd  him  with  knowledge :  medical  aid, 
instruction  and  amusement  are  brought  to  his  door;   his 
mind  becomes  wider,  and  his  eflBciency  is  in  many  ways 
increased.    And  if  the  neighbouring  market  town  expands 
into  a  large  industrial  centre,  his  gain  is  much  greater.     All 
his  produce  will  be  worth  more ;  some  things  which  he  used 
to  throw  away  will  fetch  a  good  price.     He  will  find  new 
openings  in  dairy  farming  and  market  gardening  and  with  a 
larger  range  of  produce  he  will  make  use  of  rotations  that 
keep  his  land  alwa}rs  active  without  denuding  it  of  any  one 
of  the  elements  that  ai-e  necessary  for  its  fertility. 

Of  the  way  in  which  organization  promotes  production, 
particularly  in  manu&ctures,  we  shall  have  to  speak  here- 
after. But  we  have  already  seen  enough  to  be  sure  that 
even  as  regards  agriculture  the  Law  of  Diminishing  Return 
does  not  apply  to  the  total  capital  and  labour  spent  in  a 
district  as  sharply  as  to  that  oti  a  single  farm.  Even  when 
cultivation  has  reached  a  stage  after  which  each  succes- 
sive dose  applied  to  a  field  would  get  a  less  return  than 
the  preceding  dose,  it  may  be  possible  for  an  increase  in 
the  population  to  cause  a  more  than  proportional  increase 
in  the  means  of  subsistence.     It  is  true  that  the  evil  day  is 
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BOOK  IV.  only  deferred :  but  it  is  deferred.  The  growth  of  population, 
^'^'  if  not  checked  by  other  causes,  must  ultimately  be  checked 
and  this  by  the  difficulty  of  obtaining  raw  produce ;  but  in  spite  of 
^^^^"""  the  Law  of  Diminishing  Return,  the  pressure  of  population 
»J"j»«oJ^  on  the  means  of  subsistence  may  be  restrained  for  a  long 
trine  of  po-  time  to  come  by  the  opening  up  of  new  fields  of  supply,  by 
^     '**"*     the  cheapening  of  railway  and  steamship  communication, 

and  by  the  growth  of  organization  and  knowledge. 
The  value         In  the  following  chapters  we  shall  have  much  to  say 
light,  pt^*  about  the  evil  efiFects  of  local  congestions  of  population  in 
J^J>^^  making  it  diflBcult  to  get  fresh  air  and  light,  and  in  some 
scenery,      cases  fresh  Water.      Again,  natives  of  New  England  who 
have  gone  to  the  fertile  plains  of  the  West,  would  often  be 
willing  to  barter  part  of  their  heavy  crops  for  the  pure  water 
which  the  barren  granite  soil  of  their  old  homes  supplied; 
and  even  in  England  there  are  many  places,  particularly  at 
the  sea-side  which  are  kept  poor  by  the  want  of  drinking 
water.     Again,  the  natural  beauties  of  a  place  of  £EishionabIe 
resort  have  a  direct  money  value  which  cannot  be  over- 
looked ;  but  it  requires  some  eflfort  to  realize  the  true  value 
to  men,  women  and  children  of  being  able  to  stroll  amid 
beautiful  and  various  scenery. 
Thefer-  8  7.     As  has  already  been  said  the  land  in  economic 

tilityof  ,.,,  .  j.i  X.  /»!. 

fisheries  phrasc  mcludes  nvers  and  the  sea.  In  nver-nshenes,  the 
schedule  of  return  to  capital  and  labour  shows  a  rapd 
diminution.  As  to  the  sea,  opinions  differ.  Its  volume 
is  vast,  and  fish  are  very  prolific;  and  some  think  that  a 
practically  unlimited  supply  can  be  drawn  from  the  sea 
by  man  without  appreciably  affecting  the  numbers  that 
remain  there;  or  in  other  words,  that  the  Law  of  Diminish- 
ing Return  scarcely  applies  at  all  to  sea-fisheries,  that  the 
schedule  of. the  sea's  return  to  additional  capital  and 
labour  shows  no  signs  of  any  appreciable  diminution.  On 
the  other  hand  it  is  contended  that  modem  methods 
of  fishing,  especially  trawling,  destroy  much  spawn ;  and 
that  experience  shows  a  falling-off  in  the  productiveness 
of  those  fisheries  that  have  been  vigorously  worked.  The 
question  is  important,  for  there  is  no  doubt  that  the  future 
population  of   the  world  will    be  appreciably  affected  as 
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regards  both  quantity  aaid  quality,  by  the  available  supply   book  it. 
offish.  ^'"' 

The  produce    of  mines   again,   among  which   may   be  A  mine 
reckoned  quarries  and  brickfields,  is  said  to  conform  to  the  g?^?di- 
Law  of  Diminishing  Return ;  but  this  statement  is  mislead-  ^^^^^ 
ing.    It  is  true  that  we  find  continually  increasing  difliculty  ^^  »»>»« 
in  obtaining  a  further  supply  of  minerals,  except  in  so  far  farm  does. 
as  we  obtain  increased  power  of  Nature's  stores  through 
improvements  in  the  arts  of  mining,  and  through  better 
bowledge  of  the  contents  of  the  earth's  crust ;  and  there  is 

00  doubt  that,  other  things  being  equal,  the  continued 
ipplication  of  capital  and  labour  to  mines  will  result  in  a 
liminishing  yield.  But  this  jdeld  is  not  a  net  yield,  like  the 
Return  of  which  we  speak  in  the  Law  of  Diminishing 
Return.  That  Return  is  part  of  a  constantly  recurring 
income,  while  the  produce  of  mines  is  merely  a  yielding  up  "^ 
rf  their  stored  up  treasures.  The  produce  of  the  field  is  *^ 
wmething  other  than  the  soil,  the  field,  properly  cultivated, 
retains  its  fertility;  the  produce  of  the  mine  is  part  of  the 
oaine  itself*. 

To  put  the  same  thing  in  another  way,  the  supply  of 
agricultural  produce  and  of  fish  is  a  pegrennial  stream; 
naines  are  as  it  were  Nature's  reservoir.     The  more  nearly 

1  reservoir  is  exhausted,  the  greater  is  the  labour  of  pump- 
ing from  it;  but  if  one  man  could  pump  it  out  in  ten 
tlays,  ten  men  could  pump  it  out  in  one  day :  and  when 
mce  empty,  it  would  yield  no  more.  So  the  mines  that 
ire  being  opened  this  year  might  just  as- easily  have  been 
opened  many  years  ago :  if  the  plans  had  been  properly 
laid  in  advance,  and  the  requisite  specialized  capital  and 
Jul!  got  ready  for  the  work,  ten  years*  supply  of  coal 
tnight  have  been  raised  in  one  year  without  any  increased 
lifficulty;  and  when  a  vein  had  once  given  up  its  treasure, 
it  could  produce  no  more.  This  diflference  is  illustrated  by 
ie  bet  that  the  rent  of  a  mine  is  calculated  on  a  diflferent 

'  For  the  rate  of  growth  of  minerals  in  the  earth  is  so  slow,  that  it  may 
tlnoit  be  Deflected.  It  has  indeed  been  asserted  that  the  earth  is  producing 
^stroknm  fast  hj  xuung  for  the  purpose  some  of  its  internal  heat.  If  this  were 
ini«,  it  would  hare  a  great  inflnence  on  the  future  of  the  world ;  but  there  seems 
to  be  DO  good  ground  for  hoping  that  it  is. 

M.  15  ^  T 
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BOOK  IV.  principle  from  that  of  a  farm.     The   farmer   contracts  to 
^°'"'*    give   back   the   land    as  rich   as   he   found   it :    a  miniog 
company  cannot  do  this;  and  while  the   former's  rent  is 
reckoned    by    the    year,  mining    rent    consists    chiefly  of 
"royalties"  which  are  levied  in  proportion  to  the  stores  that 
are  taken  out  of  Nature's  storehouse  ^ 
But  build-         On  the  other  hand,  services  which  land  renders  to  man 
does  give  a  in  giving  him  space    and  light  and  air  in    which  to  Uve 
lug  return  ^^^  work,  do  conform  strictly  to  the  Law  of  Diminishing 
of  con-       Return.     It  is  advantageous  to  apply  a  constantly  increasing 
increased    capital  to  land  that  has  any  special  advantages  of  situation, 
spent  on  it.  natural  or  acquired.     Buildings  tower  up  towards  the  sky; 
natural  light  and  ventilation  are  supplemented  by  artificial 
means,  and  the  steam  lift  reduces  the  disadvantages  of  the 
highest  floors;  and  for  this  expenditure  there  is  a  Return 
of  extra  convenience,  but  it  is  a  Diminishing  Return.     How- 
ever great  the  ground  rent  may  be,  a  limit  is  at  last  reached 
after  which  it  is  better  to  pay  more  ground  rent  for  a  larger ' 
area  than  to  go  on  piling  up  storey  on  storey  any  further:; 
just  as  the  farmer  finds  that  at  last  a  stage  is  reached  at  | 
which  more  intensive  cultivation  will  not  pay  its  expense 
and  it  is  better  .to  pay  more  rent  for  extra  land,  than  to  fiice 
the  diminution  in  the  Return  which  he  would  get  by  apply-  \ 
ing  more  capital  and  labour  to  his  old  land*.     From  this  it ! 
results  that  the  theory  of  ground  rents  is  substantially  the 
same  as  that  of  farm  rents.     This  and   similar   facts  will 

1  As  Bicardo  says,  Principles^  Chap,  n.,  **The  compensation  given  (Irp  tb» 
lessee)  for  the  mine  or  quany  is  paid  for  the  vahie  of  the  coal  or  stone  which  ob 
be  removed  from  them,  and  has  no  connection  with  the  original  or  indestruct- 
ible powers  of  the  land."  But  both  he  and  others  seem  sometimes  to  lose  si^ 
of  these  distinctions  in  discussing  the  Law  of  Diminishing  Betum  in  it» 
application  to  mines.  Especially  is  this  the  case  in  Bicardo's  criticism  of  Adas 
Smith's  theory  of  rent.    Principles^  Chap.  xxiv. 

>  Of  course  the  return  to  capital  spent  in  building  increases  for  the  eviia- 
doses.  Even  where  land  can  be  had  for  almost  nothing,  it  is  cheaper  to  bcaU 
houses  two  stories  high  than  one;  and  hitherto  it  has  been  thought  **hfimpMrt  ta 
build  factories  about  four  stories  high.  But  a  belief  is  growing  up  in  America, 
that  where  land  is  not  very  dear  factories  should  be  only  two  stories  bigh«  paitJy 
in  order  to  avoid  the  evil  effects  of  vibration,  or  of  the  expensive  fouD^tkw 
and  walls  required  to  prevent  it  in  a  high  building:  that  is,  it  is  found  that  tl» 
return  of  accommodation  diminishes  perceptibly  after  the  ci^tal  and  Sabdor 
required  to  raise  two  stories  have  been  spent  on  the  land. 
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presently  enable  us  to  simplify  and  extend   the  theory  of  book  iv. 
value  as  given  by  Ricardo  and  Mill.  cBNjni. 


Note  on  the  meaning  op  the  phrase  "A  Dose  of  Capitaxj 
AND  Labour." 

To  begin  with,  there  is  some  vagueness  in  the  notion  of  a  given 
amouDt  of  capital  and  lahour;  for  farm  labour  is  of  many  different 
kinds,  and  so  is  farm  capital.  But  if  we  assume  things  to  be  measured 
bj  their  money  prices,  we  may  then  regard  a  d6se  of  capital  and 
labour  as  the  outlay  of  £1  distributed  according  to  the  convenience 
of  the  case  between  the  earnings  of  labour  of  different  kinds  (including 
that  of  management),  the  price  of  seed  and  other  materials,  the  cost  of 
repair  and  replacement  of  machinery,  etc.,  and  lastly,  interest  on  all 
the  capita]  employed.  This  assumption  may  fairly  be  made  when  we 
are  confining  our  attention  to  one  place,  and  time,  and  method  of 
cultivation. 

But  this  resource  fails  us  if  we  want  to  bring  to  a  conmion  standard 
the  productiveness  of  lands  in  distant  times  or  places.  We  shall  then 
hare  to  fall  back  on  rough,  and  more  or  less  arbitrary  modes  of  mea- 
surement) which  make  no  aim  at  numerical  precision,  but  will  yet 
suffice  for  the  broader  purposes  of  history.  This  difficulty  is  closely 
coimected  with  that  of  finding  a  conmion  standard  of  purchasing 
power,  which  we  shall  have  to  tliscuss  later  on.  But  it  has  some 
features  peculiar  to  itself.  For  one  thing  there  are  great  variations  in 
the  relative  amounts  of  capital  and  labour  that  enter  into  a  dose. 
Interest  on  capital  is  generally  a  much  less  important  item  in  back- 
ward than  in  advanced  stages  of  agriculture;  in  spite  of  the  fact  that 
the  rate  of  interest  is  generally  much  lower  in  the  latter.  For  most 
porpoees  however  it  is  probably  best  to  take  as  a  conmion  standard  a 
daj^s  unskilled  labour  of  given  efficiency.  We  thus  regard  the  dose  as 
made  up  of  so  much  labour  of  different  kinds,  and  such  charges  for  the 
use  and  replacement  of  capital,  as  will  together  make  up  the  value  of, 
ay,  ten  days'  such  labour;  the  relative  proportions  of  these  elements 
umI  their  several  values  in  terms  of  such  labour  being  fixed  according 
to  the  special  circumstances  of  each  problem. 

A  similar  difficulty  is  found  in  comparing  the  returns  obtained  by 
capital  and  labour  applied  under  different  circumstances.  So  long  as 
the  crops  are  of  the  same  kind,  the  quantity  of  one  return  can  be 
iteasured  off  against  that  of  another :  but  when  they  are  of  different 
dnda  they  cannot  be  compared  till  they  are  reduced  to  a  common 
ueasure  of  value.  When,  for  instance,  it  is  said  that  land  wotdd  give 
setter  returns  to  the  capital  and  labour  expended  on  it  with  one  crop 
>r  rotation  of  crops  than  with  another,  the  statement  must  be  under- 
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BOOK  i\'.    stood  to  hold  only  on  the  basis  of  the  prices  at  the  time :  mudi  error 
<^'  "!•     has  arisen  fix)m  losing  sight  of  this  limitation. 

In  the  case  of  land  cultivated  on  a  system  of  rotating  cropS)  ¥t 
must  take  the  whole  period  of  rotation  together,  reckoning  foj*  the  land 
being  in  the  same  condition  at  the  beginning  and  the  end  of  iht 
rotation,  and  counting  on  the  one  hand  all  the  capital  and  labour 
applied  during  the  whole  period,  and  on  the  other  the  aggregate  retorns 
of  all  the  crops. 

It  must  be  remembered  that  the  return  due  to  a  dose  of  capita) 
and  labour  is  not  here  taken  to  include  the  value  of  the  capital  itaelL 
For  instance,  if  part  of  the  capital  on  a  farm  consists  of  two  year  old 
oxen,  then  the  returns  to  a  year's  capital  and  labour  will  include  m* 
the  ftiU  weight  of  these  oxen  at  the  end  of  the  year,  but  only  the 
addition  that  has  been  made  to  it  during  the  year.  Again,  when  » 
farmer  is  said  to  work  with  a  capital  of  £10  to  the  acre,  this  includes 
the  value  of  everything  that  he  has  on  the  farm.  As  has  been  already 
explained,  however,  a  dose  of  capital  and  labour  applied  to  a  fitfin, 
does  not  include  the  whole  value  of  the  lixed  capital,  such  as  ma- 
chinery and  horses,  but  only  the  value  of  their  use  after  aUowing 
for  depreciation  and  repairs ;  though  it  does  include  the  whole  value 
of  the  circulating  capital,  such  as  seed. 

But  although  this  is  the  method  of  measuring  capital  which  is  moet 
generally  adopted  by  economists,  and  the  one  which  is  to  be  taken  for 
granted  if  nothing  is  said  to  the  contrary ;  there  are  yet  some  excep- 
tional cases  in  which  it  is  best  to  adopt  another.  Sometimes  it  is  a»D- 
venient  to  speak  as  though  all  the  capital  applied  were  circukUng 
capital  applied  at  the  beginning  of  the  year  or  during  it :  and  in  thftt 
case  everything  that  is  on  the  farm  at  the  end  of  the  year  is  part  of  the 
produce.  Thus,  young  cattle  are  regarded  as  a  sort  of  raw  material 
which  is  worked  up  in  the  course  of  time  into  fat  cattle  ready  for  the 
butcher.  The  farm  implements  may  even  be  treated  in  the  same  waj, 
their  value  at  the  beginning  of  the  year  being  taken  as  so  much  circu- 
lating capital  applied  to  the  farm,  and  at  the  end  of  the  year  as  $«> 
much  produce.  This  plan  enables  us  to  avoid  a  good  deal  of  repetitioQ 
of  conditioning  clauses  as  to  depreciation,  etc.,  and  to  save  the  use  o( 
words  in  many  ways.  It  is  often  the  best  plan  for  general  reasonings 
of  an  abstract  character,  particularly  if  they  are  expressed  in  a  math^ 
matical  form. 
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THE  SUPPLY   OF  LiaWOHJf'THE  GROWTH  OF  XUMBERS. 


§  l.^4nm  the  animal  and  vegetable  world  the  growth  of  book  iv. 
numbers  is  governed  simply  by  the  tendency  of  individuals  to  ^°'  '^' 
propagate  their  species  on  the  one  hand,  and  on  the  other  Tbegrowth 
hand  by  the  struggle  for  life  which  thins  out  vast  numbers  in  the  ani- 
of  the  young  before  they  arrive  at  maturity.  In  the  human  vegetable 
race  alone  the  conflict  of  these  two  opposing  forces  is  com-  -^^JSJl^J 
plicated  by  other  influences.     On  the  one  hand  recfard  for  only  by 

ureaent 

the  future  induces  many  individuals  to  control  their  natural  conditions; 
impulses ;  sometimes  with  the  purpose  of  worthily  discharging  man  race  it 
their  duties  as  parents :  sometimes,  as  for  instance  at  Rome  jj^j^^ 
under  the  Empire,  for   mean  motives.     And  on  the  other  ^io^^s  of 
hand  society  exercises  pressure  on  the  individual  by  religious,  and  fore- 
moral  and    legal  sanctions,  sometimes  with  the   object   of  future, 
quickening,  and  sometimes  with  that  of  retarding,  the  growth 
of  population. 

The  study  of  the  growth  of  population  is  often  spoken  of  The  pro- 
as though  it  were  a  modem  one.     But  in  a  more  or  less  population 
vague  form  it  has  occupied  the  attention  of  thoughtful  men  ^c?d^ 

IB  all  si&Qs  of  the  world.     To  its  influence  often  unavowed,  **on,  and 

r^  1       1  .      1  ®'^®"  older, 

sometimes  not  even  clearly  recognized,  we  can  trace  a  great 

part  of  the  rules,  customs  and  ceremonies  that  have  been 
enjoined  in  the  Ektstei-n  and  Western  world  by  law-givers,  by 
moralists,  and  those  nameless  thinkers,  whose  far-seeing 
wisdom  has  left  its  impress  on  national  habits.  Among 
vigorous  races,  and  in  times  of  great  military  conflict,  they 
aimed  at  increasing  the  supply  of  males  capable  of  bearing 
arms ;  and  in  the  higher  stages  of  progress  they  have  incul- 
cated a  great  respect  for  the  sanctity  of  human  life ;  but  in 
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BOOK  IV.  the  lower  stages,  they  have  encouraged  and  even  compelled 
_jJJ'    the  ruthless  slaughter  *of  the  infirm  and  the  aged,  and  some- 
times of  a  certain  proportion  of  the  female  children. 
There  has         In  ancient  Greece  and  Rome,  with  the  safety  valve  of  the 
quent*ebb   power  of  planting  colonies,  and  in  the  presence  of  constant 
!^£;^®^^*^'  war,  an  increase  in  the  number  of  citizens  was  regarded  as  a 

opinion  on  ^  .  ^  o 

the  qnes-  source  of  public  Strength ;  and  marriMtaras  encouraged  bv 
ther  the  public  opinion,  and  in  many  cases  everaj^gislation :  though 
shoniden-  thoughtful  men  were  even  then  aware  that  action  in  the 
*^owSr^*  contrary  sense  might  be  necessary  if  the  responsibilities  of 
numbers,  parentage  should  ever  cease  to  be  burdensome*.  In  later 
times  there  may  be  observed,  as  Roscher  says",  a  regular  ebb 
and  flow  of  the  opinion  that  the  State  should  encourage  the 
growth  of  numbers.  It  was  in  full  flow  in  England  under 
the  first  two  Tudors,  but  in  the  course  of  the  sixteenth  cen- 
tury it  slackened  and  turned ;  and  it  began  to  ebb,  when  the 
abolition  of  the  celibacy  of  the  religious  orders,  and  the  more 
settled  state  of  the  country  had  had  time  to  give  a  percepti- 
ble impetus  to  population ;  the  effective  demand  for  labour 
having  meanwhile  been  diminished  by  the  increase  of  sheep 
runs,  and  by  the  collapse  of  that  part  of  the  industrial  system 
which  had  been  organized  by  the  monastic  establishments. 
Later  on  the  growth  of  population  was  checked  by  that  rise 
in  the  standard  of  comfort  which  took  effect  in  the  general 
adoption  of  wheat  as  the  staple  food  of  Englishmen  during 
the  first  half  of  the  eighteenth  century.  At  that  time  there 
were  even  fears,  which  later  inquiries  showed  to  be  unfound- 
ed, that  the  population  was  actually  diminishing.     Petty"  had 

1  Thns  Aristotle  {Politics,  n.  6)  objects  to  Phito's  scheme  for  eqnalizmg  pro- 
perty and  abolishing  poverty  on  the  ground  that  it  wonld  be  unworkaUe  iud(>a 
the  State  exercised  a  firm  control  over  the  growth  of  nmnbers.  And  as  ProfiMMr 
Jowett  points  out,  Plato  himself  was  aware  of  this;  (see  Lawt  v.  740:  sbo 
Aristotle,  Politics,  vn.  16).  The  population  of  Greece  is  said  to  have  dedxned 
from  the  seventh  centnry  bx.,  and  that  of  Borne  from  the  third.  (See  Zvaafi, 
BevGlkenmg  im  AUerthum  quoted  by  Riimelin  in  Sohonberg's  HandbwJk,  Coup. 
also  Home's  essay  on  The  poptdoumeas  of  ancient  nations.) 

«  Political  Economy,  §  264. 

B  He  argues  that  Holland  is  richer  than  it  appears  to  be  relatively  to  France, 
because  its  fertile  land  enables  its  people  to  have  access  to  many  advantages  tint 
cannot  be  had  by  those  who  live  on  poorer  land  and  are  therefore  more  scattered. 
"  Rich  land  is  better  than  coarse  land  of  the  same  Bent."  Political  Antkmttici, 
Ch.1. 
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forestalled  some  of  Carey's  and  Wakefield's  arguments  as  to  book  iv. 
the  advantages  of  a  dense  population.  Child  had  argued  ^•'^' 
that  **  whatever  tends  to  the  depopulating  of  a  country  tends 
to  the  impoverishment  of  it ;"  and  that  "  most  nations  in  the 
civilized  parts  of  the  world,  are  more  or  less  rich  or  poor  pro- 
portionably  to  the  paucity  or  plenty  of  their  people,  and  not 
to  the  sterility  or  firuitfulness  of  their  land\"  And  by  the 
time  that  the  world-struggle  with  France  had  attained  its 
height,  when  the  demands  for  more  and  more  troops  were 
ever  growing,  and  when  manufacturers  were  wanting  more 
men  for  their  new  machinery ;  the  bias  of  the  ruling  classes 
was  strongly  flowing  in  favour  of  an  increase  of  population. 
So  fjEmdid  this  movement  of  opinion  reach  that  in  1796  Pitt 
declared  that  a  man  who  had  enriched  his  country  with  a 
number  of  children  had  a  claim  on  its  assistance  to  educate 
them.  An  act,  passed  amid  the  military  anxieties  of  1806, 
which  granted  exemption  from  taxes  to  the  &thers  of  more 
than  two  children  bom  in  wedlock,  was  repealed  as  soon  as 
Napoleon  bad  been  safely  lodged  in  St  Helena^ 

§  2.    But  during  all  this  time  there  had  been  a  growing  The  doc- 
feeling  among  those  who  thought  most  seriously  on  social  recent  eco- 
problems,  that  an  inordinate  increase  of  numbers,  whether  5^p^y. 
it  strengthened   the   State  or  not,  must  necessarily  causel^^^™**- 
great  misery :  and  that  the  rulers  of  the  State  had  no  right 
to  subordinate  individual  happiness  to  the  aggrandizement 
of  the  State.     In  France  in  particular  a  reaction  was  caused, 
as  we  have  seen,  by  the  cynical  selfishness  with  which  the 
Court  and  its  adherents  sacrificed  the  well-being  of  the 
people  for  the  sake  of  their  own  luxury  and  military  glory. 


I 


*  Discount  am  Trade^  Chap.  x. 

'  See  Twin,  Progreu  of  PoUtieal  Economy ^  Lect.  vn.  Napoleon  the  First  had 
otfeted  to  take  under  his  own  charge  one  member  of  any  family  which  contained 
sercn  male  children :  and  Loois  XIV.,  hie  predecessor  in  the  slanghter  of  men,  had 
cxcn^ted  bom  public  taxes  all  those  who  married  before  the  age  of  20  or  had 
more  than  ten  legitimate  children.  (See  Oamier's  article  on  Population  in  the 
I>ietiomtdre  de  Viconomie  Politique.)  A  comparison  of  the  rapid  increase  in  the 
population  of  Germany  with  that  of  France  was  a  chief  motive  of  the  order  of  the 
^TfooA  Chamber  in  18S5  that  edncation  and  bpard  should  be  provided  at  the  pnblic 
expense  for  every  seventh  child  in  all  necessitons  families.  In  1890  the  Academic 
^  Bdencce  was  much  occupied  with  similar  proposals,  of  which  one  may  be  noted 
u  cbaracteristic  of  our  Age:  it  would  give  to  tiie  father  of  a  family  two,  three,  or 
km  voice  according  to  its  size. 
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BOOK  XV. 
OH.  lY. 


Smitb. 


If  the  humane  sympathies  of  the  Physiocrats  had  been  able  to 
overcome  the  frivolity  and  harshness  of  the  privileged  dases 
of  France,  the  eighteenth  centuiy  would  probably  not  have 
ended  in  tumult  and  bloodshed,  the  march  of  freedom  in 
England  would  not  have  been  arrested,  and  the  dial  of  progr^ 
would  have  been  more  forward  than  it  is  by  the  space  of  at 
least  a  generation.  As  it  was,  but  little  attention  was  paid 
to  Quesnay's  guarded  but  forcible  protest : — "  one  should  aim 
less  at  augmenting  the  population  than  at  increasing  the 
national  income,  for  the  condition  of  greater  comfort  which 
is  derived  from  a  good  income,  is  preferable  to  that  in  which 
a  population  exceeds  its  income  and  is  ever  in  urgent  need  of 
the  means  of  subsistence." 

The  Physiocratic  doctrine  with  regard  to  the  tendency  of 
population  to  increase  up  to  the  margin  of  subsistence  may 
be  given  in  Turgot's  words : — the  employer  "  since  he  diways 
has  his  choice  of  a  great  number  of  working  men,  will  diooee 
that  one  who  will  work  most  cheaply.  Thus  then  the  workers 
are  compelled  by  mutual  competition  to  lower  their  price ; 
and  with  regard  to  every  kind  of  labour  the  result  is  bound 
to  be  reached — and  it  is  reached  as  a  matter  of  fact — that 
the  wages  of  the  worker  are  limited  to  that  which  i&  necessary 
to  procure  his  subsistence'." 

Adam  Smith  said  but  little  on  the  question  of  population, 
for  indeed  he  wrote  at  one  of  the  culminating  points  of  the 
prosperity  of  the  English  working  classes ;  but  what  he  does 
say  is  wise  and  well  balanced  and  modem  in  tone.   Accepting 

1  Sur  la  forrruUion  et  la  distribution  dea  richesses^  §  ti.  Similariy  Sir  Juns 
Stenart  says.  Inquiry  (Bk.  i.  Ch.  m.),  *'  The  generative  faculty  resemUes  a  quriof; 
loaded  with  a  weight,  which  always  exerts  itself  in  proportion  to  the  Himinntii?"  of 
resistance :  when  food  has  remained  some  time  without  augmentation  or  diminotioA. 
generation  will  carry  numbers  as  high  as  possible;  if  then  food  comes  to  be  dinu^ 
nished  the  spring  is  overpowered;  the  force  of  it  becomes  less  than  notlni* 
inhabitants  will  diminish  at  least  in  proportion  to  the  overcharge.  If  on  the  otber 
hand,  food  be  increased,  the  spring  which  stood  at  0,  will  begin  to  exert  itaelf  in 
proportion  as  the  resistance  diminishes;  people  will  begin  to  be  better  fed;  they 
will  multiply,  and  in  proportion  as  they  increase  in  numbers  the  food  will  beMme 
scarce  again."  Sir  James  Steuart  was  much  under  the  influence  of  the  Physiocnti, 
and  was  indeed  in  some  respects  imbued  with  Continental  rather  than  Engtsk 
notions  of  government:  and  bis  artificial  schemes  for  regulating  peculation  aeev 
very  far  off  from  us  now.  See  his  Ittquityy  Bk.  i.  Oh.  xn.,  "  Cf  tMe  greai  admmtugi 
of  combining  a  well  digested  Theory  attd  a  perfect  Knowledge  of  FeteU  wttk  ikt 
practical  Part  of  Government  in  order  to  make  a  People  mtUtiply.** 
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the  Physiocratic  doctrine  as  his  basis,  he  corrected  it  by  book  iv. 
insisting  that  the  necessaries  of  life  are  not  a  fixed  and  ^'^' 
determined  quantity,  but  have  varied  much  from  place  to 
place  and  time  to  time ;  and  may  vary  more*.  But  he  did 
not  woi4  out  this  hint  fully.  And  there  was  nothing  to 
lead  him  to  anticipate  the  second  great  limitation  of  the 
Physiocratic  doctrine,  which  has  been  made  prominent  in  our 
time  by  the  carriage  of  wheat  from  the  centre  of  America 
to  Liverpool  for  less  than  what  it  used  to  cost  to  carry  it 
across  England. 

The  eighteenth  century  wore  on  to  its  close  and  the  next  The  elgb- 
century  began ;  year  by  year  the  condition  of  the  working  tmr  ended 
classes  in  England  became  more  gloomy.     An  astonishing  SneSenth 
series  of  bad  harvests',  a  most  exhausting  war',  a  change  in  W»n  "» 
the  methods  of  industry  that  dislocated  old  ties  combined 
with  an  injudicious  poor  law  to  bring  the  working  classes  into 
the  greatest  misery  they  have  ever  suflFered,  at  all  events 
ance  the  beginning  of  trustworthy  records  of  English  social 
history\    And  to  crown  all,  well  meaning  enthusiasts,  chiefly 
under  French  influence,  were  proposing  communistic  schemes 
which  would  enable  people  to  throw  on  society  the  whole  re- 
spiMisibility  for  rearing  their  children*. 

Thus  while  the  riecruiting  sergeant  and  the  employer  of 
labour  were  calling  for  measures  tending  to  increase  the 
growth  of  population,  more  fiir-seeing  men  began  to  inquire 
whether  the  race  could  escape  degradation  if  the  numbers 
continued  long  to  increase  as  they  were  then  doing.  Of 
these  inquirers  the  chief  was  Malthus,  and  his  Essay  on  ihe  Malthas. 

*  See  Wealtk  of  Natiom,  Bk.  i.  Ch.  vm.  and  Bk.  v.  Ch.  n.    See  also  Supra, 

BtlLOLIT. 

*  The  aTcrage  price  of  wheat  in  the  decade  1771—1780  in  which  Adam  Smith 
«TDt©  was  84*.  7rf.;  fa  1781—1790  it  was  87«.  Irf.;  fa  1791—1800  it  was  68».  6rf.; 
in  1801— 1810  it  was  88«.  Wd. ;  and  fa  1811—1820  it  was  87*.  M, 

'  Eariy  fa  the  present  centiury  the  Imperial  taxes — for  the  greater  part  war 
taiii  »m<wuitod  to  one-fifth  of  the  whole  incmne  of  the  country;  whereas  now 
tkey  are  not  nmoh  more  than  a  twentieth,  and  even  of  this  a  great  part  is  spent 
on  edaeation  and  other  benefits  which  Government  did  not  then  afford. 

*  See  bdow  $  7  and  above  Bk.  i.  Ch.  m.  §§  5,  6. 

*  EspedaOlj  Oodwfa  fa  his  Inquiry  concerning  Poiitical  Justice  (1792).  There 
tt  aone  interest  fa  the  comparison  of  Malthus'  criticism  of  this  Essay  (Bk.  m. 
Ol  n.)  with  Aristotle's  conunents  on  PUto's  Republic  (see  especially  Politics^ 
n-6). 
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BOOK  IV.  Principle  of  Population^  is  the  starting  point  of  all  modem 


CH.  IT. 


speculations  on  the  subject. 


His  argu-         §  3.     Malthus*  reasoning  consists  of  three  parts  which 
u!^         must  be  kept  distinct.     The  first  relates  to  the  supply  of 
^^^^^    labour.     By  a  careful  study  of  facts  he  proves  that  every 
people,  of  whose  history  we  have  a  trustworthy  record,  has 
been  so  prolific  that  the  growth  of  its  numbers  would  have 
been  rapid  and  continuous  if  it  had  not  been  checked  either 
by  a  scarcity  of  the  necessaries  of  life,  or  some  other  cknse, 
that  is,  by  disease,  by  war,  by  infanticide,  or  lastly  by  volun- 
tary restraint*. 
The  His  second  position  relates  to  the  demand  for  labour. 

Like  the  first  it  is  supported  by  fieu^ts,  but  by  a  different  set 
of  facts.  He  shows  that  up  to  the  time  at  which  he  wrote 
no  country  (as  distinguished  from  a  city,  such  as  Rome  or 
Venice),  had  been  able  to  obtain  an  abundant  supply  of  the 
necessaries  of  life  after  its  territory  had  become  veiy  thickly 
peopled.  The  produce  which  Nature  returns  to  the  work  of 
man  is  her  effective  demand  for  population:  and  he  showg 
that  up  to  this  time  a  rapid  increase  in  population  when 
already  thick  had  not  led  to  a  proportionate  increase  in  this 
demand*. 

1  First  edition  1798,  second  and  more  carefol  edition  in  1808.  Malthas'  results 
were  not  all  new  and  were  not  all  tme :  but  his  work  has  the  merit  of  being  tbe 
first  thorough  application  of  the  inductive  method  to  social  sciences.  The  <iad 
workers  therefore  in  the  modem  historical  school  of  economics  jnsUy  regard  \m 
as  one  of  the  founders  of  that  school  and  his  work  as  a  solid  poopcsoion  for  erer 
(Thus  Boscher  calls  it  irrjffui  it  dtl  and  Riimelin  in  Schunberg's  Bamihd 
calls  it  **ein  festes  Eigenthum  der  T^^ssenschaft.")  In  his  first  edition  bowenr 
he  used  an  unfortunate  phrase  which  did  not  express  his  real  meaning;  sam 
that  **  population  tends  to  increase  in  tf  geometric  ratio  and  subsistence  only  in  o 
arithmetic'*  There  are  many  other  sentences  of  his  which  lend  themadrcB  U> 
being  misunderstood,  and  he  has  always  been  a  favourite  butt  for  the  ridknle  d 
shallow  thinkers.  An  excellent  account  of  him  is  given  in  Mr  Sonar's  Meithv 
and  his  Work, 

s  This  last  check  was  not  made  prominent  in  his  first  edition. 

*  But  many  of  his  critics  suppose  him  to  have  stated  their  position  nmcb  \» 
unreservedly  than  he  did;  they  have  forgotten  such  passages  as  this:>-**FroiB  t 
review  of  the  state  ot  society  in  former  periods  compared  with  the  present  I  ahovU 
oertainly  say  that  the  evils  resulting  from  the  principle  of  population  have  ratber 
diminished  than  increased,  even  under  the  disadvantage  of  an  almost  total  igno- 
rance of  their  real  cause.  And  if  we  can  indulge  the  hope  that  this  ignoniic* 
wiU  be  gradually  dissipated,  it  does  not  seem  unreasonable  to  hope  that  they  viD 
be  still  further  diminished.  The  increase  of  absolnte  population,  which  vill  of 
course  take  place,  wiU  evidently  tend  but  little  to  weaken  this  expectatioo, » 


Digitized  by  VjOOQ  iC 


MALTHUS.  235 

Thirdly,  he  draws  the  conclusion  that  what  had  been  in  book  iv. 
the  past,  was  likely  to  be  in  the  future ;  and  that  the  growth    ^'^' 
of  population  would  be  checked  by  poverty  or  some  other  Tiie  third, 
cause  of  suffering  unless  it  were  checked  by  voluntary  re- 
straint.    He  therefore  urges  people  to  use  this  restraint,  ^ 
and,  while  leading  lives  of  moral  purity,  to  abstain  frc«n     -^ 
very  early  marriages. 

His  position  with  regard  to  the  supply  of  population.  The  pro- 

with  which  alone  we  are  directly  concerned  in  this  chapter,  SwSs^ 

remains  substantially  valid.     The  changes  which  the  course  ^^^ 

of  events  has  introduced  into  the   doctrine  of  population  jequiredus 

•t    *         ^        to  modify 
relate  chiefly  to  the  second  and  third  steps  of  his  reasoning,  his  second 

They  will   require  more   careful   study  when  we  come  to  stages,  but 

discuss  the  pressure  of  population  on  the  means  of  sub-  ^^ 

fflstence;  but  meanwhile  it  is  important  to  bear  in  mind 

that  the  prevalent  belief  as  to  the  effects  of  an  increase 

of  population  on  general  well-being  itself  exercises  a  great 

influence  over  that  increase. 

After  this  rapid  glance  at  the  history  of  the  doctrine 
of  population,  we  may  proceed  to  state  it  in  its  modem 
form. 

§  4.    The  growth  in  numbers  of  a  people  depends  firstly  Natund 
on  the  "  natural  increase,"  that  is,  the  excess  of  their  births  and  migra- 
over  their  deaths ;  and  secondly  on  migration.  *^"* 

The  number  of  births  depends  chiefly  on  habits  relating  We  most 
to  marriage,  the  early  histoiy  of  which  is  full  of  instruction ;  attentSm" 
but  we  must  confine  ourselves   here  to  the  conditions  of  ^^J^J™ 
uiamage  in  modem  civilized  countries. 

The  age  of  marriage  varies  with  the  climate.     In  warm  The  age  of 
climates  where  child-bearing  begins  early,  it  ends  early,  in  ^SSs* 
colder  climates  it  begins  later  and  ends  later*;  but  in  every  Se^iSe 
case  the  longer  marriages  are  postponed  beyond  the  age  that 
is  natural  to  the  country,  the  smaller  is  the  birth-rate ;  the 

cwythmg  depends  on  the  relatiTe  proportions  between  popnlation  and  food,  and 
oot  oo  ihe  abeohite  nnmber  of  the  people.  In  the  former  part  of  this  work  it 
sppeared  that  the  ooontries  which  possessed  the  fewest  people  often  snffered  the 
most  from  the  effects  of  the  principle  of  popnlation."    Essay ^  Bk.  iv.  Ch.  xn. 

^  Of  coarse  the  length  of  a  generation  has  itself  some  inflnence  on  the  growth 
of  population.  If  it  is  25  years  in  one  place  and  20  in  another;  and  if  in  each 
pbce  population  doobles  once  in  two  generations  daring  a  thoasand  years,  the  in- 
e  win  be  a  million-fold  in  the  first  place,  but  thirty  million-fold  in  the  second. 
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BOOR  IV.  age  of  the  wife  being  of  course  much  more  important  in 
^''^'    this  respect  than  that  of  the  husband*.     Given  the  climate, 
^^^®  the  average  age  of  marriage  depends  chiefly  on  the  ease  with 
of  Bupport-  which  young  people  can  establish  themselves,  and  support 
fteifly.       a  family  according  to  the  standard  of  comfort  that  prevails 
among  their  friends  and  acquaintances ;  and  therefore  it  is 
diflferent  in  different  stations  of  life. 
For  these  In  the  middle  classes  a  man's  income  seldom  reaches  its 

middle  maximum  till  he  is  forty  or  fifty  years  old ;  and  the  expense 
maSy  late  ^^  bringing  up  his  children  is  heavy  and  lasts  for  many  years, 
"jrili^  The  artisan  earns  nearly  as  much  at  twenty-one  as  he  ever 
labourers  does,  unless  he  rises  to  a  responsible  post,  but  he  does  not 
earn  much  before  he  is  twenty-one:  his  children  are  likely 
to  be  a  considerable  expense  to  him  till  about  the  age  of 
fifteen ;  unless  they  are  sent  into  a  factory,  where  they  may 
pay  their  way  at  a  very  early  age;  and  lastly  the  labourer 
earns  nearly  ftiU  wages  at  eighteen,  while  his  children  begin 
to  pay  their  own  expenses  very  early.  In  consequence,  the 
average  age  at  marriage  is  highest  among  the  middle  classes : 
it  is  low  among  the  artisans  and  lower  still  among  the  un- 
skilled labourers*. 

1  Dr  Ogle  in  an  interesting  paper  read  before  the  Hoyal  Statistical  Society  in 
1890,  calculates  that  if  the  average  age  of  marriage  of  women  in  England  were 
postponed  five  years,  the  nnmber  of  children  to  a  marriage,  which  is  now  4*2 
would  faU  to  8*1.  See  also  the  international  statistics  at  the  end  of  this  Chapter, 
comparing  colmnns  2  and  3,  with  column  5,  after  allowing  for  illegitimate  hiiih^ 
as  shown  in  colmnn  6. 

>  The  term  marriage  in  the  text  most  be  taken  in  a  wide  sense  so  as  to  include 
not  only  legal  marriages,  bat  all  those  informal  anions  which  are  sofficiently 
permanent  in  character  to  involve  for  several  years  at  least  the  practical  responsi- 
bilities of  married  life.  They  are  often  contracted  at  an  early  age,  and  not  onfre- 
quently  lead  up  to  legal  marriages  after  the  lapse  of  some  years.  For  this  reason 
the  average  age  at  marriage  in  the  broad  sense  of  the  term,  with  which  alone  we 
are  here  concerned,  is  below  the  average  age  at  legal  marriage.  The  aUowance 
to  be  made  on  this  head  for  the  whole  of  the  working  classes  is  probably  con- 
siderable; bnt  it  is  very  much  greater  in  the  case  of  unskilled  labourers  than  of 
any  other  class.  The  foUowing  statistics  must  be  interpreted  in  the  light  of 
this  remark,  and  of  the  fact  that  all  English  industrial  statistics  are  vitiated 
by  the  want  of  sufficient  care  in  the  classification  of  the  working  classes  in  our 
official  returns.  The  Registrar  General's  forty-ninth  Annual  Report  states 
that  in  certain  selected  districts  the  returns  of  marriages  for  1884 — 6  were  ex- 
amined with  the  foUowing  results;  the  number  after  each  occupation  being  the 
average  age  of  bachelors  in  it  at  marriage,  and  the  foUowing  number,  in  brackets, 
being  the  average  age  of  spinsters  who  married  men  of  that  occupation:— 
Miners  2406   (22-46);  TextUe  hands  2488  (2d-4»);  Shoemakers,  Tailors  24*92 
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Unskilled  labourers,  when  not  so  poor  as  to  suffer  actual  book  iv. 
want  and  not  restrained  by  any  external  cause,  have  seldom,  ^^^' 
if  ever,  shown  a  lower  power  of  increase  than  that  of  doubling 
in  thirty  years;  that  is,  of  multipl}dng  a  million-fold  in  six 
hundred  years,  a  billion-fold  in  twelve  hundred:  and  hence  it 
might  be  inferred  a  priori  that  their  increase  has  never  gone 
on  without  restraint  for  any  considerable  time.  This  in- 
ference is  confirmed  by  the  teaching  of  all  history.  Through- 
out Europe  during  the  Middle  Ages,  and  in  some  parts  of 
it  even  up  to  the  present  time,  unmarried  labourers  have 
usually  slept  in  the  farmhouse  or  with  their  parents ;  while 
a  married  pair  have  generally  required  a  house  for  them- 
seive&  When  a  village  has  as  many  hands  as  it  can  well 
employ,  the  number  of  houses  is  not  increased ;  and  young 
people  have  to  wait  as  best  they  can. 

There  are  many  parts  of  Europe  even  now  in  which  custom  Hin- 
exercising  the  force  of  law  prevents  more  than  one  son  m  early  mar- 
each  family  from  marrying ;  he  is  generally  the  eldest,  but  JS^jmiry 
in  some  places  the  youngest:  if  any  other  son  marries  l^^SS^' 
must  leave  the  village.   When  great  material  prosperity,  and 
the  absence  of  all  extreme  poverty  are  found  in  old  &shioned 
comers  of  the  Old  World,  the  explanation  generally  lies  in 
some  such  custom  as  this  with  all  its  evils  and  hardships\ 
It  is  true  that  the  severity  of  this  custom  may  be  tempered 
by  the  power  of  migration ;  but  in  the  Middle  Ages  the  free 
movement  of  the  people  was  hindered  by  stern  regulations. 

(UZl);  ArtiBans  25-85  (28*70);  Labourers  25*56  (23-66);  Commercial  Clerks  26*25 
m-ii);  Shopkeepers,  Shopmen  26*67  (24*22);  Farmers  and  sons  29*23  (26*91); 
Ptttfeasaonal  and  Inde^ndent  Class  31-22  (26*40). 

Dr  Ogle,  in  the  paper  already  referred  to,  shows  that  the  marriage-rate  is 
greatert  genermny  in  those  parts  of  England  in  which  the  percentage  of  those  women 
between  15  and  25  years  of  age  who  are  industrially  oocnpied  is  the  greatest.  This 
ia  DO  doubt  doe,  as  he  suggests,  partly  to  the  willingness  of  men  to  have  their  money 
ineoiDes  supplemented  by  those  of  their  wires ;  but  it  may  be  partly  due  also  to  an 
exoan  erf  women  of  a  marriageable  age  in  those  districts. 

*  A  typical  instance  is  that  of  the  valley  Jachenau  in  the  Bavarian  Alps. 
Time  the  custom  is  rigidly  enforced :  and  there  are  scarcely  any  small  cottages 
in  the  valley.  Aided  by  a  great  recent  rise  in  the  value  of  their  woods,  with  regard 
to  which  they  have  pursued  a  farseeing  policy,  the  inhabitants  live  prosperously 
in  kige  houses,  the  younger  brothers  and  sisters  acting  as  servants  in  their  old 
bfornes  or  elsewhere.  They  are  of  a  different  race  from  the  work  people  in  the 
Ddghbouring  valleys,  who  live  poor  and  hard  Uves,  but  seem  to  think  that  the 
Jachenau  purchases  its  material  prosperity  at  too  great  a  cost. 
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BOOK  IV.  The  free  towns  indeed  often  encouraged  immigration  from 
CH^.    ^j^^  country :  but  the  rules  of  the  gilds  were  in  some  respects 
almost  as  cruel  to  people  -who  tried  to  escape  from  their 
old  homes  as  were  those  enforced  by  the  feudal  lords  them- 
selves*. 
The  land*  §  5.   In  this  respect  the  position  of  the  hired  agricultural 

now  mar-    labourer  has  changed  very  much.   The  towns  are  now  always 
ttuufthe^  open  to  him  and  his  children;  and  if  he  betakes  himself  to 

P««ant      the  New  World  he  is  likely  to  succeed  better  than  any  other 

proprietor  ^ 

in  old        class  of  emigrants.     But  on  the  other  hand  the  gradual  rise 

^*   in  the  value  of  land  and  its  growing  scarcity,  is  tending  to 

check  the  increase  of  population  in  some  districts  in  which 

the  system  of  peasant  properties  prevails,  in  which  there 

is  not  much  enterprise  for  opening  out  new  trades  or  for 

emigration,  and  parents  feel  that  the  social  position  of  their 

children  will  depend  on  the  amount  of  their  land.     They 

incline  to  limit  artificially  the  size  of  their  families  and 

to  treat  marriage  very  much  as  a  business  contract,  seeking 

always  to  marry  their  sons  to  heiresses.     Mr  Francis  Galton 

has  pointed  out  that,  though  the  families  of  English  peers 

are  generally  large,  the  habit  of  manying  the  eldest  son  to 

an  heiress,  who  is  presumably  not  of  a  fertile  stock,  and 

sometimes  dissuading  the  younger  sons  from  marriage,  has 

led  to  the  extinction  of  a  great  many  peerages ;  and  in  like 

manner  among   the  French  peasants  this  habit  combined 

with  their  preference  for  small  families  keeps  their  numbers 

almost  stationary*. 

but  not  in         On  the  other  hand  there  seem  to  be  no  conditions  more 

new  conn* 

tries.         fiivourable  to  the  rapid  growth  of  numbers  than  those  of 

the  agricultural  districts  of  new  countries.     Land  is  to  be 

had  in  abundance,  railways  and  steamships  carry  away  the 

1  See  e.g.  Rogers,  Hix  Centuries^  pp.  106 — 7. 

>  The  birthrate  in  France  is  known  to  vary  inversely  with  the  predominance  of 
small  properties,  being  lowest  in  those  departments  in  which  the  largest  proportion 
of  the  agricoltnral  population  own  land,  and  highest  in  those  in  which  there  are 
fewest  peasant  proprietors.  See  Dr  Berthillon's  statistics  quoted  by  M.  Tves- 
Gnyot  {Social  Economy,  Bk.  rv.  Ch.  i.).  The  birthrate  in  France  was  82'3  per 
1000  at  the  beginning  of  the  century,  and  it  has  diminished  steadily  from  decade 
to  decade  till  now  it  is  only  24*6.  The  extreme  prudence  of  peasant  proprietors 
under  stationary  conditions  was  noticed  by  Malthus;  see  for  instance  his  accoont 
of  Switzerland  {E$»ay,  Bk.  n.  Ch.  v.). 
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]Btxiuce  of  the  land  and  bring  back  in  exchange  implements  book  iv. 
of  advanced  types,  and  many  of  the  comforts  and  luxuries  of  ^°'  '^' 
life.  The  "farmer,"  as  the  peasant  proprietor  is  called  in 
America,  finds  therefore  that  a  large  family  is  not  a  burden, 
but  an  assistance  to  him.  He  and  they  live  healthy  out-of- 
door  lives;  there  is  nothing  to  check  but  everything  to 
stimulate  the  growth  of  numbers.  The  natural  increase  is 
aided  by  immigration ;  and  thus,  in  spite  of  the  fact  that 
some  classes  of  the  inhabitants  of  large  cities  in  America  are, 
it  is  said,  reluctant  to  have  many  children,  the  population 
has  increased  sixteen-fold  in  the  last  hundred  years. 

§  6.    Reference  has  already  been  made  to  the  influence  Fecundity 
of  the  age  of  marriage  on  fecundity.     People  whose  lives  niahed  by 
involve  much   mental   strain   offcen   marry   late ;   and   this  mentS^* 
by  itself  would  tend  to  diminish  their  families.     But  further  8t»in; 
fchere  can  be  no  doubt  that  fecundity  is  diminished  by  any 
great  nervous  strain.     Mr  Galton  has  indeed  proved  that 
those  who  do  high  mental  work  are  not  as  a  class  unprolific. 
But  then  as  a  class  they  have  much  more  than  the  average 
of  constitutional  and  nervous  strength.    And  it  seems  certain 
that,  given  the  natural  strength  of  the  parents,  their  ex- 
pectation of  a  large  family  is  diminished  by  a  great  increase 
of  mental  strain.    How  far  this  tendency  may  reach  is  under 
dispute:  but  there  are  some  who  think  it  so  strong  as  to 
noake  it  probable  that  the  progress  of  civilization  will  of  itself 
hold  the  growth  of  population  completely  in  check*. 

There  seems  to  be  less  ground  for  the  belief,  which  was  and  by 
at  one  time  held  by  many  people*,  that  abundance  of  the  ilSuJ'the 
necessaries  of  life  diminishes  fecundity.    No  doubt  this  effect  J^J^J^ 
follows  from  excessive  eating  and  lazy  self-indulgent  habits 
of  life.    But  any  increase  of  the  necessaries  and  comforts 
of  life  that  is  likely  to  fall  to  the  share  of  the  working 
classes  is  shown  by  more  recent  investigations  to  be  likely 
to  increase  the  rate  of  growth  of  population';  provided  of 

*  See  especiaUy  Herbert  Spencer,  Principles  of  Biology  ^  Part  vi. 

*  In  particular  Donbleday,  True  Law  of  Population.  See  also  Sadler,  Law  of 
Popidation.  Adam  Smith  said  that  poor  Highland  women  frequently  had  twenty 
cliiUren  of  whom  not  more  than  two  reached  maturity.    ( Wealth  of  Nations^  Bk. 

s  Malthns*  remark  that  the  reprodnctive  power  is  less  in  barbarous  than  in 
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BOOK  IT.  course  that  it  is  not  accompanied  by  a  growing  dislike  to 


OH.  IT. 


having  a  large  family. 


Pcmolation        §  7.    The  growth  of  population  in  Elngland  has  a  more 
mSni^aDd.  ^y^^^j  defined  history  tluui  that  in  the  United  Kingdom,  and 
we  shall  find  some  interest  in  noticing  its  chief  movement& 

The  restraints  on  the  increase  of  numbers  during  the 
Middle  Ages  were  the  same  in  England  as  elsewhere.    In 
7^^\    England  as  elsewhere  the   religious   orders  were  a  refuge 
reiigioiiB     to  those  for  whom  no  establishment  in  marriage  could  be 
provided ;  and  religious  celibacy  while  undoubtedly  acting  in 
some  measure  as  an  independent  check  on  the  growth  of 
population,  is  in  the  main  to  be  regarded  rather  as  a  method 
in  which  the  broad  natural  forces  tending  to  restrain  popu- 
lation expressed  themselves,  than  as  an  addition  to  them. 
)  mud  Infectious  and  contagious  diseases,  both  endemic  and  epi* 
demic,  were  caused  by  dirty  habits  of  life  which  were  even 
worse  in  England  than  in  the  South  of  Europe ;  and  famines 
by  the  failures  of  good  harvests  and  the  difficulties  of  com- 
munication ;  though  this  evil  was  less  in  England  than  else- 
where. 
The  diffi-  Country  life  was,  as  elsewhere,  rigid  in  its  habits ;  young 

migl^n  people  found  it  difficult  to  establish  themselves  until  some 
other  married  pair  had  passed  firom  the  scene  and  made 
a  vacancy  in  their  own  parish;  for  migration  to  another 
parish  was  seldom  thought  of  by  an  agricultural  labourer 
under  ordinary  circumstancea  Consequently  whenever  plague 
or  war  or  figtmine  thinned  the  population,  there  were  alwap 
many  waiting  to  be  married,  who  filled  the  vacant  places: 
and  being  perhaps  younger  and  stronger  than  the  average  of 
newly  married  couples  had  larger  families*, 
were  not  There  was  however  some  movement  even  of  agricultural 

iJ[^2^®'  labourers  towards  districts   which   had  been   struck  more 
able.  heavily  than  their  neighbours  by  pestilence,  by  famine  or  the 

sword.     Moreover  artisans  were  often  more  or  lees  on  the 
move,  and  this  was  especially  the  case  with  those  who  were 

« 

dvilized  races  has  been  extended  by  Darwin  to  the  animal  and  Tegetable  kingdoo 
generaUy.    {Descent  ofMan^  Part  i.  Oh.  iv.) 

I  Thns  we  are  told  that  after  the  Black  Death  of  1349  most  marriagei  w«< 
very  fertile  (Bogers,  History  of  Agricvltwre  and  Prices,  Vol.  i.  p.  301). 
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engaged  in  the  building  trades,  and  those  who  worked  in  book  iv. 
metal  and  wood ;  though  no  doubt  the  "  wander  years  "  were  ^^^' 
chiefly  those  of  youth,  and  after  these  were  over  the  wanderer 
was  Ukely  to  settle  down  in  the  place  in  which  he  was  bom. 
Again,  there  seems  to  have  been  a  good  deal  of  migration  on 
the  part  of  the  retainers  of  the  landed  gentry,  especially  of 
the  greater  barons  who  had  seats  in  several  parts  of  the 
country.  And  lastly,  in  spite  of  the  selfish  exclusiveness 
which  the  gilds  developed  as  years  went  on,  the  towns 
offered  in  England  as  elsewhere  a  refuge  to  many  who  could 
get  no  good  openings  for  work  and  for  marriage  in  their  own 
homes.  In  these  various  ways  some  elasticity  was  intro- 
duced into  the  rigid  system  of  mediaeval  economy;  and 
population  was  able  to  avail  itself  in  some  measure  of  the 
increased  demand  for  labour  which  came  gradually  with  the 
growth  of  knowledge,  the  establishment  of  law  and  order,  and 
the  development  of  oceanic  trade*. 

In  the  latter  half  of  the  seventeenth  and  the  first  half  of  The  Set- 
the  eighteenth  century  the  central  government  exerted  itself  ilws!* 
to  hinder  the  adjustment  of  the  supply  of  population  in 
different  parts  of  the  country  to  the  demand  for  it  by  Settle- 

1  There  is  no  certain  knowledge  to  be  had  as  to  the  density  of  population  in 
England  before  the  eighteenth  century.  Prof.  Bogers  while  agreeing  with  Mr 
Seebohm  that  the  Black  Death  of  1349  destroyed  one-half  of  the  population,  is 
indSned  to  take  considerably  lower  estimates  than  Mr  Beebohm's  for  the  whole  of 
the  Middle  Ages  and  to  think  that  population  doubled  during  the  seventeenth 
eentmy.  {Hittory  of  Affricidture  and  FriceSf  i.  pp.  65  &c,,  rv.  pp.  182  &c.,  vi. 
pp.  782  &c.)  Nerertheless  Mr  Beebohm's  estimates  {FortrnghUy  Review,  Vol.  tu. 
N.  S.)  probably  give  us  a  fairly  trustworthy  general  Tiew.  The  figures  in  square 
brackets  are  **  merely  conjectural." 

Agricultural.  Non-agriculturaL  TotaL 

10S6 1^    millions    \    million    2    millions 

13*8    8  „  1  ..  4 

1377    li         ,.  J        „  2         ,. 

1500    [2i]        „  [  J]       „  [8]       „ 

1630    [3  ]         „  [1  ]        „  [4]        „ 

1700    [SU        [2  ]        ..  ^    H       „ 

If  we  are  to  trust  Harrison  {Description  of  England,  Bk.  n.  Ch.  xvl),  the 
omstar  at  men  able  for  senrice  in  1574  amounted  to  1,172,674. 

The  Black  Death  was  En^and's  only  Tery  great  calamity.  She  was  not,  like 
the  rest  ci  Europe,  liable  to  devastating  wars,  such  as  the  Thirty  Tears'  War 
irhi^  destroyed  more  than  half  the  population  of  Germany,  a  loss  which  it 
•eqnired  ft  full  century  to  recover.  (See  Biimelin's  instructive  article  on  BevfU- 
ierungtiehre  in  Bchimberg's  Handbuck,) 

M.  .  16        ^  , 
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BOOS  IV.  ment  Laws,  which  made  any  one  chargeable  to  a  parish  wbo 
cH^.    ^^  resided  there  forty  days,  but  ordered  that  he  might  be 
sent  home  by  force  at  any  time  within  that  periods    Land- 
lords and  farmers  were  so  eager  to  prevent  people  from 
getting  a  "  settlement "  in  their  parish  that  they  put  great 
difficulties  in  the  way  of  building  cottages,  and  sometimes 
even  razed  them  to  the  ground.    In  consequence  the  agricul- 
tural population  of  England  was  stationary  during  the  hun- 
dred years  ending  with  1760 ;  while  the  manu&ctures  were 
Rise  in  the  not  yet  sufficiently  developed  to  absorb  large  numbers.    This 
of  living  in  retardation  in  the  growth  of  numbers  was  partly  caused  by, 
haif^the  *^^  partly  a  cause  of,  a  rise  in  the  standard  of  living ;  a  chid 
eighteenth  element  of  which  was  an  increased  use  of  wheat  in  the  place 

century.  ,  , 

of  inferior  grains  as  the  food  of  the  common  people*. 
Later  on  From  1760  onwards  those  who  could  not  establish  them- 

develop-  sclves  at  home  found  little  difficulty  in  getting  employmeni 
mSn^.  ^  *'^®  ^^^  manufacturing  or  mining  districts,  where  th« 
S^omof  ^®™*^d  ^^^  workers  often  kept  the  local  authorities  from 
migration  enforcing  the  removal  clauses  of  the  Settlement  Act  T(| 
ment,  foi-  these  districts  young  people  resorted  fireely,  and  the  birth- 
Udhi^  rate  in  them  became  exceptionally  high;  but  so  did  the 
w^  imd  death-rate  also ;  the  net  result  being  a  fiurly  rapid  growti 
m-advised  of  population.    At  the  end  of  the  century  the  Poor  La^ 

methods  of        \   \  ._  ,  .  -ixi-^ 

poor  reUef.  again  began  to  mnuence  the  age  of  marriage ;  but  this  tun< 
in  the  direction  of  making  it  unduly  early.  The  suflFering! 
of  the  working  classes  caused  by  a  series  of  fiEimines  and  bj 
the  French  War  made  some  measure  of  relief  necessary ;  and 

1  Adam  Smith  is  justly  indignant  at  this.  (See  Wealth  of  Xatiom,  Bk 
I.  Ch.  X.  Part  n.  and  Book  iv.  Oh.  n.)  The  Act  recites  (U  Charies  U.  c  Q 
AJ>.  1662)  that  "by  reason  of  some  defects  in  the  Uw,  poor  people  are  v^ 
restrained  from  going  from  one  parish  to  another,  and  thereby  do  endeaToor  ^ 
settle  themselves  in  those  parishes  where  there  is  the  best  stock,  the  isi;^ 
wastes  or  commons  io  build  cottages,  and  the  most  woods  for  them  to  ban  *d 
destroy:  etc."  and  it  is  therefore  ordered  **that  upon  complaint  inade...«..intli 
forty  days  after  any  such  person  or  persons  coming,  so  as  to  settle  as  aforeari 

in  any  tenement  under  the  yearly  value  of  ten  pounds it  shall  be  lawful  k 

any  two  justices  of  the  Peace to  remove  and  oonv^  such  peanson  or  pen* 

to  such  parish  where  he  or  they  were  last  legally  settled."  Seveiml  Acts  poporii^ 
to  soften  its  harshness  had  been  passed  before  Adam  Smith's  time;  but  ihej  kd 
been  ineffective.  In  1796  however  it  was  ordered  that  no  one  aboold  be  reBoni 
until  he  became  actually  chargeable. 

>  Some  interesting  remarks  on  this  subject  are  made  by  Sdeo,  Sut«fy  </A 
Poor,  1.  pp.  660-4. 
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the  need  of  large  bodies  of  recruits  for  the  army  and  navy  book  iv. 
was  an  additional  inducement  to  tender-hearted  people  to    °°'  ^' 
be  somewhat  liberal  in  their  allowances  to  a  large  family, 
with  the  practical  effect  of  making  the  father  of  many  children 
often  able  to  procure  more  indulgence  for  himself  without 
working  than  he  could  have  got  by  hard  work  if  he  had 
been  unmarried  or  had  only  a  small  family.    Those  who 
availed  themselves  most  of  this  bounty  were  naturally  the 
laziest  and  meanest  of  the  people,  those  with  least  self-re- 
spect and  enterprise.     So  although  there  was  in  the  manu- 
facturing towns  a  fearful  mortality,  pai-ticularly  of  infants, 
the  quantity  of  the  people  increased  fast ;  but  its  quality 
improved  little,  if  at  all,  till  the  passing  of  the  New  Poor 
Law  in  1834.     Since  that  time  the  rapid  growth  of  the  town  Since  the 
population  has,  as  we  shall  see  in  the  next  chapter,  tended  to  the  poor 
increase  mortality,  but  this  has  been  counteracted  by  the^^^ 
growth  of  temperance,  of  medical  knowledge,  of  sanitation  J^^  P^FoJa- 
and  of  general  cleanliness.     Emigration  has  increased,  the  been  fairly 
Bge  of  marriage  has  been  slightly  raised  and  a  somewhat  less 
proportion  of  the  whole  population  are  married ;  but,  on  the 
other  hand,  the  ratio  of  births  to  a  marriage  has  risen*;  with 
the  result  that  population  has  been  growing  very  nearly 
steadily'.    Let  us  examine  the  course  of  recent  changes  a 
little  more  closely. 

§  8.    Early  in  this  century  when  wages  were  low  and  in  the 
vheat  was  dear,  the  working  classes  generally  spent  more  of  the  cen- 
than  half  their  income  on  bread :  and  consequently  a  rise  in  J^Jnt^e 
the  price  of  wheat  diminished  marriages  very  much  ai^ong^^^^ 
them:  that  is,  it  diminished  very  much  the  number  of  goodness 
marriages  by  banns.     But  it  raised  the  income  of  many  harvest. 

I  But  this  increase  in  the  flgnres  shown  is  partly  due  to  improved  registration 
i  births.    (Farr,  Vital  8tatx$tic8,  p.  97.) 

'  The  fonowing  tables  show  the  growth  of  the  population  of  England  and 
Flies  from  the  beginning  ol  last  century.  The  figures  for  the  last  centniy  are 
Do^utcd  from  the  registers  of  births  and  deaths,  and  the  poU  and  hearth  tax 
etorns:  thoee  aiiioe  1801  from  Census  retnms.  It  wiU  be  noticed  that  the  numbers 
Knued  nearly  as  much  in  the  twenty  years  following  1760  as  in  the  preceding 
ixty  yesTB.  The  iiressnre  of  the  great  war  and  the  high  price  of  com  is  shown 
■  the  ilow  growth  between  1790  and  1801 ;  and  the  effects  of  indiscriminate  poor 
k^  ftOowances,  in  spite  of  greater  pressure,  is  shown  by  the  rapid  increase  in  the 
at  ten  ycara,  and  the  stiU  greater  increase  when  that  pressure  was  removed  in 
be  decade  ending  182L  The  third  column  shows  the  percentage  which  the  increase 


^^~gLd  by  Google 


244 


THE  SUPPLY  OF  LABOUR.      THE  GROWTH  OF  NUMBERS. 


BOOK  IT. 
CH.  IV. 


Later  on 

theinfla- 

enceof 

commercial 

flactoa- 


tionspre-    mcomes 

dommated. 


members  of  the  well-to-do  classes,  and  therefore  often  in- 
creased the  number  of  marriages  by  license*.  Since  however 
these  were  but  a  small  part  of  the  whole,  the  net  effect 
was  to  lower  the  marriage  rate*.  But  as  time  went  on,  the 
price  of  wheat  fell  and  wages  rose,  till  now  the  working 
classes  spend  on  the  average  less  than  a  quarter  of  their 
on  bread;  and  in  consequence  the  variations  of 


daring  the  preceding  decade  was  of  the  population  at  the  beginning  of  tbst 
decade. 


Tear 

1700 
10 
20 
dO 
40 
50 
60 
70 
80 
90 


Population 

Inoreaae 

OOOs  omitted 

percent 

6,475 

6,240 

-4-9* 

6,565 

6-2 

6,796 

41 

6,064 

4*6 

6.467 

6-6 

6,786 

41 

7,428 

10*8 

7,958 

71 

8,675 

91 

Tear       Population        Increaw 
OOOs  omitted      per  cent 


1801 
11 
21 
81 
41 
51 
61 
71 
81 


Decrease. 


8,892 
10,164 
12,000 
18.897 
15,909 
17,928 
20,066 
22,712 
25,974 


2-5 
14-8 
181 
15-8 
14*5 
12-7 
11-9 
18-2 
14*4 


The  grcAt  growth  of  emigration  doring  recent  jears  makes  it  inqwrtant  to 
correct  the  figures  for  the  last  three  decades  so  as  to  show  the  '*  natural  incretae." 
viz.  that  due  to  the  excess  of  births  over  deaths. 

Decade     mean  annual   mean  annual     average  an-  average  an-      net 

ending     birthrate  per   deatbrateper   nual  natural  nnal  actual     tkmin 

1000                 1000          increment  per  increment  per 

thousand  thouaand 


m 

84*15 

22-25 

12-61 

11-98 

122. 

71 

85-24 

22-50 

18-58 

18-19 

79. 

81 

85-85 

21-27 

15-09 

14-86 

164. 

The  last  column  is  obtained  by  comparing  the  census  returns  with  those  d 
births  and  deaths ;  for  there  is  no  independent  record  of  the  net  emigration  froa 
England  and  Wales.  The  following  figures  show  the  gross  emigratian  {OOOi 
omitted)  from  the  United  Kingdom  in  the  decades  ending  with  the  beginmng  ol 
the  years  named 


decade 

emigration 

decade 

emigrati 

ending 

ending 

1881 

247. 

1861 

2.287 

41 

708. 

1871 

1.967 

61 

1,685. 

1881 

2.228 

The  net  emigration  from  the  United  Kingdom  during  the  last  of  these  decato 
was  1,480,000. 

1  Bee  Dr  Parr's  17th  Annual  Report  for  1854  as  Begistrar-General  or  ii» 
abstract  of  it  in  Vital  Statistics  (pp.  72--5). 

s  For  instance,  representing  the  price  of  wheat  in  shillings  and  the  nmnbtf  d 
marriages  in  England  and  Wales  in  thousands,  we  have  for  1801  wheat  at  119  to^ 
marriages  at  67.  for  1803  wheat  at  59  and  marriages  at  94;  for  1805  the  nomboi 
are  90  and  80.  for  1807  they  are  76  and  84.  for  1812  they  are  126  and  88.  for  UU 
they  are  66  and  100.  for  1817  they  are  97  and  88.  for  1822  they  are  45  and  99. 
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commercial  prosperity  have  got  to  exercise  a  preponderating  book  iv. 
influence  on  the  marriage  rate\  ch^. 

Since  1873  though  the  average  real  income  of  the 
population  of  England  has  indeed  been  increasing,  its  rate 
of  increase  has  been  less  than  in  the  preceding  years,  and 
meanwhile  there  has  been  a  continuous  fall  of  prices,  and 
consequently  a  continuous  fall  in  the  money-incomes  of 
many  classes  of  society.  Now  people  are  governed  in  their 
calculations  as  to  whether  they  can  afford  to  marry  or  not, 
more  by  the  money  income  which  they  expect  to  be  able 
to  get,  than  by  elaborate  calculations  of  changes  in  its  pur- 
chasing power.  And  therefore  the  standard  of  living  among 
the  working  classes  has  been  rising  rapidly,  perhaps  more 
rapidly  than  at  any  other  time  in  English  history:  their 
household  expenditure  measured  in  money  has  remained 
about  stationary,  and  measured  in  goods  has  increased  very 
fest.  The  English  marriage-rate  fell  from  8*8  per  1000  in 
1873,  to  71  in  1886 ;  the  lowest  rate  that  has  occurred  since 
dvil  registration  began.     It  has  since  risen  to  7*35  in  1889. 

Meanwhile  the  price  of  wheat  has  also  fallen  very  much,  The  price 
and  a  marked  fall  in  the  marriage-rate  for  the  whole  country  and  the 
has  often  accompanied  a  marked  fall  in  the  price  of  wheat  ^JJ^'^ 
The  statistics  even  seem  to  suggest  that  this  is  not  a  merely  J^jj*^®" 
casual  coincidence ;  but  that  the  price  of  bread  is  now  so  ther. 
low  that  a  further  fell  in  its  price  does  not  perceptibly  and 
at  (Mice  affect  the  marriage-rate  among  the  population  at 
^ge;  and  that  its  more  rapid  influence  in  checking  marriages 
among  the  agricultural  population  and  those  directly  de- 
pendent on  them  is  suflBcient  to  lower  the  average  marriage- 
rate  for  the  kingdom.     Again,  it  must  be  remembered  that 
those  alternate  inflations  and  contractions  of  credit  which 

^  SiDee  isao  the  average  price  of  wheat  has  seldom  exceeded  60«.  and  never 
'5«. :  and  the  socoessiye  inflations  of  commerce  which  onLaciinated  and  broke  in  1826, 
1^8^-9,  1848,  1856,  1866  and  1878  exercised  an  infhience  on  the  marriage-rate 
•kwt  equal  with  changes  in  the  price  of  com.  When  the  two  causes  act  together 
tbe  effects  are  very  striking :  thus  between  1829  and  1834,  there  was  a  recovery  of 
pro^erity  accompanied  by  a  steady  f  aU  in  the  price  of  wheat  and  marriages  rose 
from  a  hundred  and  fonr  to  a  hundred  and  twenty-one  thousand.  The  marriage- 
nte  rose  again  rapidly  between  1842  and  1845  when  the  price  of  wheat  was  a 
IHtle  kfwer  than  in  the  preceding  years,  and  the  business  of  the  country  was 
rrnring;  and  again  under  "^^^it^y  circumstances  between  1847  and  1858  and 
between  1862  and  1865. 
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BOOK  IV.  more  chiefly  govern  the  fluctuations  in  the  employment,  and 
CH^.  therefore  in  the  marriage-rate  of  the  people  tend  to  raise 
and  lower  respectively  general  prices,  and  the  price  of  wheat 
among  others,  though  less  than  most  others. 

Scotland.  There  is  much  to  be  learnt  from  the  history  of  population 

in  Scotland  and  in  Ireland.  In  the  lowlands  of  Scotland 
a  high  standard  of  education,  the  development  of  mineral 
resources,  and  close  contact  with  their  richer  English  neigh- 
bours have  combined  to  afford  a  great  increase  of  average 
income  to  a  rapidly  increasing  population.     On  the  other 

Ireland,  hand,  the  inordinate  growth  of  population  in  Ireland  before 
the  potato-famine  in  1847,  and  its  steady  diminution  smce 
that  time,  will  remain  for  ever  landmarks  in  economic  histoiy\ 


NoTB  ON  International  Statistics  repbesentikg  ths 
Growth  of  Numbers. 

Int^a-  We  may  close  this  part  of  our  inquiry  with  a  rapid  glance  at  other 

tional  sta-  countries  of  the  civilized  world.  Comparing  the  habits  of  differeot 
nations  with  the  aid  of  the  adjoining  tables,  we  find  that  in  the  Teutonic 
countries  of  Central  and  Northern  Europe,  the  age  of  marriage  is  kept 
late,  partly  in  consequence  of  the  early  years  of  manhood  being  spent 
in  the  army  ;  but  that  it  has  been  very  early  in  Russia,  where,  at  all 
events  under  the  old  r^me,  the  family  group  insisted  on  the  son's 
bringing  a  wife  to  help  in  the  work  of  the  household  as  early  as  posaiUe, 
even  if  he  had  to  leave  her  for  a  time  and  go  to  earn  his  living  elsewhere. 
In  the  United  Kingdom  and  America  there  is  no  compulsory  service, 
and  men  marry  early.  In  France,  contrary  to  general  opinion,  early 
marriages  on  the  part  of  men  are  not  rare ;  while  on  the  part  of  womo 
they  are  more  common  than  in  any  country  for  which  we  have  statistics, 
except  the  Sclavonic  countries  (among  which  we  may  reckon  Hungaiy) 
where  they  are  much  the  highest. 

1  Statistics  of  exports  are  among  the  best  indications  of  commercial  pittspttitj: 
and  in  the  article  ahready  quoted,  Dr  Ogle  has  shown  a  dose  ocNrespoiideDce 
between  the  marriage-rate  and  the  exports  per  head,  hj  means  of  an  artifiee 
which  is  both  ingenioos  and  instmctive  though  perhaps  not  entirely  free  from 
objection.  A  comparison  of  the  mazriage-rate  with  the  harvests  in  Sweden  for 
the  years  1749  to  1888  is  given  by  Sir  Rawson  Rawson  in  the  Statistieal  Jtmntd 
for  December  1885.  The  harvest  does  not  declare  itself  till  part  of  the  year's  tak 
of  marriages  is  made  np ;  and  farther  the  inequalities  of  harvests  are  to  sane 
extent  compensated  for  by  the  storage  of  grain;  and  therefore  the  iDdrndnal 
harrest  flgores  do  not  correspond  closely  with  the  marriage-rate.  Bui  who 
several  good  or  bad  harvests  come  together,  the  effect  in  increasing  or  dimimsb- 
ing  the  marriage  rate  is  very  clearly  marked. 
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The  marriage-rate  is  generally  highest  where  the  number  of  early  book  iv. 
marriages  is  the  greatest ;  and  so  also  is  the  fecimdity  of  marriages.  °°'  ^' 
But  there  are  some  striking  exceptions.  Thus  the  number  of  children 
to  a  marriage  is  exceptionally  low  in  France,  and  even  lower  in  Massa- 
chusetts, though  the  age  of  marriage  is  not  particularly  high  in  either 
of  tiiese  countries ;  and  it  is  not  very  low  in  Sweden,  where  very  few 
women  marry  under  twenty. 

The  general  mortality  is  high  where  the  birth-rate  is  high.  For 
iuataDce,  both  are  high  in  Russia  and  Hungary ;  both  are  low  in  Sweden, 
France  and  Massachusetts. 

In  France  and  in  Massachusetts  the  "natural"  increase  is  very 
small ;  but  there  is  an  excess  of  immigration  over  emigration,  which 
laiaes  the  actual  rate  of  increase.  In  all  other  countries  of  Europe 
except  France,  Saxony  and  Austria  proper,  emigration  exceeds  immigra- 
tion :  the  natural  rate  of  increase  is  greater  than  the  actual 

India  differs  from  Russia  in  the  same  way  that  Russia  does  from  the 
nst  of  Europe  in  having  earlier  marriages,  a  higher  birth-rate  and  a 
higher  death-rate.  But  the  death-rate  is  more  nearly  equal  to  the 
birth-rate  in  India  than  in  Russia. 

It  is  a  remarkable  fact  that  the  marriage-rate,  the  birth-rate,  and 
the  death-rate  are  diminishing  ifi  nearly  every  country  of  Eturope.  But 
the  birth-rate  in  the  large  population  of  Russia  is  increcusing  rather 
bet,  with  the  result  that  the  average  birth-rate  for  the  whole 
d  Europe  is  scarcely  diminishing  at  all,  though  the  average  mar- 
nage-rate  and  death-rate  for  all  Eturope  are  diminishing  rather  fast. 
The  "natural "  rate  of  increase  is  on  the  average  slightly  increasing  in 
Soj^and  and  Scotland  (but  not  in  Ireland)  and  in  most  other  parts  of 
Eorope,  and  especially  in  those  inhabited  by  Slavonic  peoples.  (The 
"natural"  annual  increase  for  Europe  for  the  years  1865 — 70  was  at 
the  rate  of  -9  per  cent.,  and  for  the  years  1878—83  at  the  rate  of  M5 
P»oent.) 

The  "actual"  annual  increase  diuing  the  present  generation  has 
been  greater  than  in  the  two  preceding  generations  for  most  countries 
<^  Europe,  but  not  for  Great  Britain,  nor  for  France  and  Spain  :  and 
not  for  the  United  States.  (See  coliunns  12  and  13  of  the  preceding 
Table.) 
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bxcbptionb). 

1 

2 

3 

4 

6 

6 

7 

Conntriea. 

Popala. 
bionatlaat 
Cenaoa, 
00,000's 
omitted. 

Marriages 
per  100 
living. 

Marriages 
males,  per- 
centage of, 

nnder 
25  years. 

Marriages 
females, 

percentage 
of,  under 
20  years. 

Births 
per  100 
living. 

Births       ^ 

nomher    loat&f 

^<^       ceoUfl 
marriage.      if^ 

Europe 

319,6 

•83- 

39-3 

24-0 

3-87- 

47 

64 

England  &  Wales.. 

26,0 

•81- 

613 

144 

3-61- 

43 

5^ 

Scotland 

3,7 

6,2 
4,6 
4,0 
6.6 

•72- 
•48- 
•65  + 
•80- 
•72- 

42-3 
32-6 
233 
26-6 
22^6 

13-4 

13-5 

6^6 

6^4 

347- 
2-64- 
3^02- 
3-69- 
3^16- 

4-8 
5*5 
4^6 
45 
4'4 

9i 

Ireland 

2-6 

Sweden 

lOi 

Holland 

3-4 

Belgium  .............. 

71 

France 

37,4 

•78- 

27-0 

21^2 

2-64- 

33 

7-4 

Prussia 

27,3 

•86- 

103 

3^88- 

45 

7-5 

Saxony  , 

3,0 

6,3 

2,8 

22,1 

•92- 

34^7 

10^7 

4^24 - 

4^6 

13-2 

Bavaria 

•85- 

•74- 
•84- 

18^9 
26-5 

6-4 

8-8 

181 

3^96  + 
3^02- 
3^84+ 

4-7 
41 
45 

15-2 

Switzerland 

4-6 

Austria  Proper 

13-4 

Hunfirarv  

13,7 
16,6 

1-03- 

31-7 

36*0 

4^30+ 

4*2 

7-5 

Spain 

•73 

38^4 

3-39- 

4-6 

5-6 

Italy 

28,6 

•77  + 

26-0 

16-9 

3^68 - 

4-8 

6*8 

Russia,  (European) 

82,9 

•94- 

68-6 

68-0 

4-94  + 

53 

2-9 

United  States 

50,2 

— 

— 

— 

— 

— 

— 

Massachusetts 

1,8 

•94- 

40-0 

18-9 

2-57- 

2-7 

1-4 

The  signs  +  and  -  in  colmnn  2,  indicate  that  the  corresponding  fignres  for  the  last  Ave  ft 
of  the  p^od  were  respectively  greater  or  less  than  those  for  the  &8t  five  years  of  the  per 
1865 — 1883;  that  is,  that  the  marriage-rate  was  tending  to  increase  or  to  diminish;  and  mmik 
for  oolmnns  6  and  8.  Of  course  there  are  occasional  irregnlarities.  Thus  in  Hnngaiy  the  dei 
rate  was  excessivelv  high  in  the  middle  of  the  period;  ai^  we  cannot  therefore  ai^  ezaetlj  wi 
is  the  significance  m  the  fact  that  the  death-rate  was  a  little  higher  at  the  beginning  than  at  tkt  ( 
of  the  period.  The  figures  for  Europe  do  not  include  those  for  Turkey ;  but  they  do  iBctode  lb 
for  Finland  and  Poland,  though  the  figures  for  these  countries  are  kept  separate  from  thoae 
Bussia.  The  figures  for  Ireland  must  be  received  with  caution:  the  number  of  mamages 
certainly  understated.  In  column  6  the  births  are  compared  with  the  marriages  in  the  same  ya 
but  as  Farr  has  argued.  Vital  StntigHest  p.  98,  they  should  properly  be  compared  with  the  mazrui 
six  years  earlier.  Also  in  order  properly  to  measure  the  fecundity  of  marriages  the  iDe^gftiB] 
births  (column  7)  should  be  deducted  from  the  total  number  before  dividing  out.  The  Apnea 
column  5  e''<*^'^«  "^*"bom  children,  except  for  the  United  iTingiimn, 


AVERAGES  FOR  THE  YEARS  1865  TO  1883  (with  a  few  exceptions). 


Countries. 


Europe 

England  &  Wales. 

Scotland 

Iieland , 

Sweden , 

Holland  

Belgium 

France  

Pmssia 

Saxony 

Bavaria 

Switzerland 

Austria  Proper 

Hungary  

Spain 

Italy 

Russia,  (European) 
United  States  ... 
Massachusetts . . . 


8 


Deaths 
per  100 
liTing. 


2-81- 
214- 
214- 
1-78+ 
1-89- 
2-46- 
2-24- 
2-38- 
2-66- 
2-90- 
3-06+ 
2-31- 
3-10- 
3-82  + 
2-91- 
2-91- 
3-67- 

1-92  + 


9 

Deaths 
percentage 
imderone 

year  of 
age. 


21-1 
14-9 
12-2 
9-6 
13*2 
19-3 
14-8 
16-9 
21-3 
28-2 
30-8 
18-3 
25-6 


21-0 
26-7 

16-3 


10 

Deaths 
percentage 
under  five 

years  of 
age. 


32-3 
24*9 
231 
16-6 
22*2 

25-3 
25-8 
32-4 

39-3 
24*9 
39-0 


37-8 
42-3 

27-9 


11 

ixcessof 
births  over 

deaths, 
percentage 

to  whole 
population. 


1-06 
1-37 
1-33 
0-86 
113 
113 
0*91 
016 
1-23 
1-34 
0-89 
0-71 
0-74 
0-48 
0-48 
0-77 
1-37 

0-65 


12 

Annnul 

actoal 
increase 
percent, 
in  recent 

years. 


1-32 

1-02 

-•69» 

•77 

1-02 
•84 
•25 
•94 

1-49 
•71 
•62 
•77 
•48 
•33 
•68 

129 

2-36 

1^87 


13 

Anniiftl 

actoal  in< 

crease  pel 

cent  in 

earlier 

years 

of  this 

century. 


1-37 

1-08 

•18 

•83 

•71 

•77 

•49 

113 

1-39 

•55 

•59 

•64 

•03 

•66 

•61 

•84 

3^01 

180 


*  Decrease. 

Column  11  gives  the  natural  rate  of  increase;  it  is  obtained  by  deducting  column  8 
from  cohmm  5.  The  Statistics  for  France,  except  in  the  last  column,  are  for  the 
yean  1870—1882:  those  for  Russia  1867—1878,  and  for  Switzerland  1870—1888.  In 
an  o4ber  cases  the  limits  are  yeiy  nearly  1865  and  1888  for  all  columns  except  the  last 
two.  The  excess  or  defect  of  its  flffures  over  those  in  column  12  shew  the  annual 
percentage  of  the  excess  or  defect  of  the  emigration  compared  with  the  immigration ; 
except  in  the  cases  of  France  and  the  Unit^  States,  for  which  the  populations  are 
taken  for  different  areas  at  the  beginning  and  end  of  the  period.  For  all  other  countries 
tfaej  are  f!akn1at4Hl  throughout  columns  12  and  13  for  the  areas  which  the  countries 
UMpwtiiely  had  in  1888.  Column  12  is  based  generally  on  twenty  Tears'  figures,  begin- 
'  If  about  1860,  and  column  18  on  the  preceding  60  years.  The  chief  exception  is  Russia, 
'  which  the  periods  are  1867—79,  ana  1861— 67.  The  last  two  columns  are  taken  direct 
m  Signer  Bodio's  Afovimento  del  Stato  CiviU,  Confronti  IntemaxionaUt  1884;  the  rest^ 
are  taken  from  the  tables,  based  on  Signer  Bodio^s  work,  which  were  published  by^ 
ffir  Bawwn  Bawaon  in  the  StatuHeal  Journal  for  1885. 


CHAPTER  V. 

THE  SUPPLY  OF  LABOUR,  CONTINUED. 
STRENGTH. 
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BOOK  IT. 
CH.  V. 
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strength 
are  the 
basis  ot 
prodactiTe 
work. 


Physical 
exertion 


can  be 
measored 
in  foot' 
pounds  of 
work. 


§  1.  We  have  next  to  consider  the  conditions  on  which 
depend  health  and  strength,  physical,  mental  and  moral 
They  are  the  basis  of  industrial  efficiency,  on  which  the 
production  of  material  wealth  depends ;  while  conversely  the 
chief  importance  of  material  wealth  lies  in  the  fiwt  that, 
when  wisely  used,  it  increases  the  health  and  strength, 
physical,  mental  and  moral  of  the  human  race. 

In  ^  many  occupations  industrial  efficiency  requires  little 
else  than  physical  vigour ;  that  is,  muscular  strength,  a  good 
constitution  and  energetic  habits.  In  estimating  muscular, 
or  indeed  any  other  kind  of  strength  for  industrisd  purposes, 
we  must  take  account  of  the  number  of  hours  in  the  day. 
of  the  number  of  days  in  the  year,  and  the  number  of  yews 
in  the  lifetime,  during  which  it  can  be  exerted  But  vrith 
this  precaution  we  can  measure  a  man's  muscular  exertion 
by  the.  number  of  feet  through  which  his  work  would  raise  a 
pound  weight,  if  it  were  applied  directly  to  this  use ;  or  in 
other  words  by  the  number  of  "  foot  pounds "  of  woik  that 
he  does*. 

i,Thi8  measure  can  be  applied  directly  to  most  kinds'^of  nayries*  and  posters' 
work,  and  indirectly  to  many  kinds  of  agricultural  work.  In  a  cdntrafTenr 
that  was  waged  a|ter  the  great  agricultural  lock-out  as  to  the  rdatiTe  efficieDq' 
of  unskilled  labour  in  the  South  and  North  of  England,  the  most  tmstwortiiT 
measure  was  found  in  the  number  of  tons  of  material  that  a  man  would  load  into 
a  cart  in  a  day.  Other  measures  have  been  found  in  the  number  of  acres  reaped 
or  mown,  or  the  number  of  bushels  of  com  reaped  &c.:  but  these  >are  wamti^tK- 
tory,  particularly  for  comparing  different  conditions  of  agriculture:  sinoe  tbe 
impliements  used,  the  nature  of  the  crop  and  the  mode  of  doing  the  work  aD  rurj 
widely.    Thus  nearly  all  comparisons  between  mediAval  and  modem  work  aad 
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In  backward  countries,  particularly  where  there  is  not  book  nr. 
much  use  of  horses  or  other  draught  animals,  a  great  part  of  ^°'^' 
men  8  and  women's  work  may  be  measured  feirly  well  by  the 
muscular  exertion  involved  in  it.  But  in  England  less  than 
one-sixth  of  the  industrial  classes  are  now  engaged  on  work 
of  this  kind ;  while  the  force  exerted  by  steam-engines  alone 
is  more  than  twenty  times  as  much  as  could  be  done  by  the 
muscles  of  all  Englishmen. 

Although  the  power  of  sustaining  great  muscular  exertion  But  it 
seems  to  rest  on  constitutional  strength  and  other  physical  Dervons  as^ 
conditions,  yet  even  it  depends  also  .on  force  of  will,  and  maBcSar 
strength  of  character.     In  the  war  of  1870  the  Berlin  Uni-  ^^^^^«^' 
versity  Corps,  which  seemed  to  be  weaker  than  the  average, 
was  found  to  be  able  to  bear  more  &tigue  than  almost  any 
other- corps.     Energy  of  this  kind,  which  may  perhaps  be 
taken  to   be  the  strength   of   the  man,    as   distinguished 
from  that  of  his  body,  is  moral  rather  than  ph}rsical ;  but  yet 
it  depends  on  the  physical  condition  of  nervous  strengths 
This  strength  of  the  man  himself,  this  resolution,  energy  and 
self-mastery,  or  in  short  this  "vigour"  is  the  source  of  all 
]m)gress :   it  shows  itself  in  great  deeds,  in  great  thoughts 
and  in  the  capacity  for  true  religious  feeling. 

Vigour  works  itself  out  in  so  many  forms,  that  no  simple  General 
measure  of  it  is  possible.     But  we  are  all  of  us  constantly  not  be 

vigM  baaed  on  the  wages  of  reaping,  mowing  &c.  are  yalneleas  nntil  we  have 
foand  means  to  allow  lor  the  effects  of  changes  in  tjne  methods  of  agricnltore.  It 
eo«t8  for  instance  less  labour  than  it  did  to  reap  by  hand  a  crop  that  yields  a 
himired  bocihds  of  com ;  because  the  implements  used  are  better  than  they  were : 
but  it  may  not  cost  less  labonr  to  reap  an  acre  of  com ;  because  the  crops  are 
bearier  than  they  were. 

1  This  must  be  disUngnished  from'nenroiisness,  which,  as  a  rule,  indicates  a 
general  deficiency  of  nerroos  strength ;  though  sometimes  it  .proceeds  from 
nerroos  irritability  or  want  of  balance.  A  man  who.  has  great  nervous  strength 
in  some  directions  may  have  but  little  in  others ;  the  artistic  temperament  in  par- 
ticnlsr  often  derelope  one  set  of  nerves  at  the  expense  of  others :  bat  it  is  the 
weakneib  of  some  of  the  nerves,  not  the  strength  of  the  others,  that  leads  to 
nervooaness.  ^The  most  perfect  artistic  natures  seem  not  to  have  been  nervous : 
linmmr^'*  da  Vinci  and  Shakespeare  for  example.  The  term  "  nervous  strength." 
eonaaponda  in  some  measure  to  Heart  in  Dr  Engel's  great  division  of  the  elements 
of  eflkieticy  into  (a)  Body,  {b)  Reason,  and  (e)  Heart  {Leib,  Ventand  und  Herz), 
and  be  elasaifiea  activities  according  to  the  permutations  a,  ab,  act  abctocb ;  6,  ba, 
be,  bca,  hoc ;  c,  eo,  e6,  cab^  eba :  the  order  in  each  case  being  that  of  relative  im- 
portanoe,  and  an  element  being  omitted  where  it  is  but  little  used. 
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BOOK  IV.  estimating  vigour,  and  thinking  of  one  person  as  having  more 

^•^'     "  backbone,"  more  "  stuff  in  him,"  or  as  being  "  a  strongs 

mMsiired    man  "  than  another.     Business  men  even  in  different  trades, 

but  can  D6  ,  , 

estimated    and  University  men  even  when  engaged  in  different  studies, 
^^  ^      g®*  ^  estimate  one  another's  strength  very  closely.    It  80<mi 
becomes  known  if  less  strength  is  required  to  get  a  '^  first 
class  **  in  one  study  than  another. 
Physical  §  2.     In  discussing  the  growth  of  numbers  a  little  has 

loDgeTity.  been  said  incidentally  of  the  causes  which  determine  length 
of  life :  but  they  are  in  the  main  the  same  as  those  which 
determine  constitutional  strength  and  vigour,  and  they  will 
occupy  our  attention  again  in  the  present  chapter. 
The  infln-  The  first  of  these  causes  is  the  climate.  In  warm  countries 
climate,  we  find  early  marriages  and  high  birth-rates,  and  in  conse- 
quence a  low  respect  for  human  life :  this  has  probably  been 
the  cause  of  a  great  part  of  the  high  mortality  that  is  gener- 
ally attributed  to  the  insalubrity  of  the  climate*. 

A  warm  climate  impairs  vigour.  It  is  not  altogether 
hostile  to  high  intellectual  and  artistic  work :  but  it  prevents 
people  from  being  able  to  endure  very  hard  exertion  of  any 
kind  for  a  long  time.  More  sustained  hard  work  can  be  done 
in  the  cooler  half  of  the  temperate  zone  than  anywhere  else; 
and  most  of  all  in  places  such  as  England  and  her  counter- 
part New  Zealand,  where  sea-breezes  keep  the  temperature 
nearly  uniform.  The  summer  heats  and  winter  colds  of  many 
parts  of  Europe  and  America,  where  the  mean  temperature  is 
moderate,  have  the  effect  of  shortening  the  year  for  working 
purposes  by  about  two  months.  Extreme  and  sustained  cold 
is  found  to  dull  the  energies,  partly  perhaps  it  causes  people 
to  spend  much  of  their  time  in  close  and  confined  quarters: 
inhabitants  of  the  Arctic  regions  are  generally  incapable  of 
long-continued  severe  exertion.     Vigour  depends  partly  on 

1  In  England  popular  opinion  has  insisted  that  a  "  warm  Tnle-tide  mmkm  t 
fat  churchyard ;  *'  bat  statistics  prove  beyond  question  that  it  has  the  apposHt 
effect :  the  average  mortality  is  highest  in  the  coldest  quarter  of  the  year,  tnl 
higher  in  cold  winters  than  in  warm.  Bnt  in  warm  climates  the  mntonui  ii 
generally  the  most  onhealthy  part  of  the  year.  In  India  moisture  is  more  hnrtfri 
to  health  and  strength  than  either  heat  or  cold :  while  the  dry  cold  of  Cofomia* 
Canada  and  the  Alps  is  often  beneficial  to  those  who  are  well  fed,  dotbed  ami 
hoosed. 


Digitized  by  VjOOQ  IC 


FOOD  AND  OTHER  MATERIAL  NECESSARIES.  253 

race  qualities :  but  these,  so  for  as  they  can  be  explained  at  book  it. 
all,  seem  to  be  chiefly  due  to  climate  \  ^'^' 

§  3.     Climate  has  also  a  large  share  in  determining  the  The  neces- 
necessaries  of  life;   the  first  of  which  is  food.    It  mustj^®***' 
supply   the  nitrogenous  and  other  elements  that  are  re-^°^- 
quired  to  build  up  growing  tissues  and  to  repair  the  waste 
of  the  body.    It  must  also  afford  heat,  some  of  which  can 
be  converted  into  muscular  force ;  and  for  this  purpose  car- 
bonaceous food,  when  it  can  be  properly  digested,  is  the 
cheapest*.     Much  also  depends  on  the  proper  preparation 
of  food,  and  a  skilled  housewife  with  ten  shillings  a  week 
to  spend  on  food  will  often  do  more  for  the  health  and 
strength  of  her  family  than  an  unskilled  one  with  twenty. 
The  great  infant  mortality  among  the  poor  is  largely  due 
to  the  want  of  care  and  judgment  in  preparing  their  food ; 
and  those  who  do  not  entirely  succumb  to  this  want  of 
motherly  care  often  grow  up  with  enfeebled  constitutions. 
In  all  ages  of  the  world  except  the  present,  want  of  food  Scarcity 
has  caused  wholesale  destruction  of  the  people.     Even  in       "^' 


London  in  the  seventeenth  and  eighteenth  centuries  the  "^*"^**^^' 
mortality  was  eight  per  cent,  greater  in  years  of  dear  com 
than  in  years  of  cheap  com'.  But  gradually  the  effects  of 
increased  wealth  and  improved  means  of  communication 
are  making  themselves  felt  nearly  all  over  the  world ;  the 
severity  of  &mines  is  mitigated  even  in  such  a  country  as 
India;  and  they  are  unknown  in  Europe  and  in  the  New 
W<M-ld.     In  England  now  want  of  food  is  scarcely  ever  the 

1  Race  history  is  a  fascinating  bat  disappointing  stndy  for  the  economist :  for 
eoiKiiieriDg  races  generally  incorporated  the  women  of  the  conquered ;  they  often 
canied  with  them  many  slaves  of  both  jexes  daring  their  migrations,  and  slaTes 
were  learn  likely  than  freemen  to  be  killed  in  battle  or  to  adopt  a  monastic  life.  In 
eoDseqiieDee  nearly  erery  race  had  mach  serrile,  that  is  mixed  blood  in  it :  and  as 
the  ahare  of  senrile  Uood  was  largest  in  the  indostrial  classes,  a  race  history  of 
indnstrial  habits  seems  impossible. 

>  The  nitrogenoas  elements  are  most  easily  got  from  animal  food.  They  exist 
abo  in  regetahle  foods;  bat  not  in  a  form  that  is  so  easily  digested  and  assimi- 
lated. The  supply  of  it  is  most  abundant  in  beans,  peas,  lentils  Ac.,  and  to  a  less 
€xtaii  in  eereab ;  bat  in  these  it  is  found  chiefly  in  the  outer  parts  of  the  grain, 
which  are  preeerred  in  wholemeal  flour,  bat  are  thrown  away  when  white  flour  is 
made.  Vegetable  food  generally,  but  especially  the  cereals,  and  potatoes  give 
ahnndant  sopplies  of  the  carbonaceous  or  starch  elements. 

t  This  was  proved  by  Farr,  who  eliminated  disturbing  causes  by  an  instructive 
L  device  {Vital  Statistics,  p.  189). 
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BOOK  lY.  direct  cause  of  death :  but  it  is  a  firequent  cause  of  that 
^'  ^'    general  weakening  of  the  system  which  renders  it  unable  to 
resist  disease;    and  it  is  a  chief  cause  of  industrial  in- 
efficiency. 

We  have  already  seen  that  the  necessaries  for  efficiency 
vary  with  the  nature  of  the  work  to  be  done,  but  we  must 
now  examine  this  subject  a  little  more  closely, 
and  As  regards  muscular  work  in  particular  there  is  a  dose 

^atiowers connection  between  the  supply  of  food  that  a  man  has, 
^^^'  and  his  available  strength.  If  the  work  is  intermittent,  as 
that  of  a  dock  labourer,  a  cheap  but  nutritious  grain  diet 
is  sufficient.  But  for  very  heavy  continuous  strain  such 
as  is  involved  in  puddlers'  and  the  hardest  navvies'  work, 
food  is  required  which  can  be  digested  and  assimilated  ev^ 
when  the  body  is  tired.  This  quality  is  still  more  essential 
in  the  food  of  the  higher  grades  of  labour  which  involve 
increased  nervous  strain,  though  the  quantity  required  is 
generally  small. 
Clothing,  After  food,  the  next  necessaries  of  life  and  labour,  are 

Md^ring™  clothing,  house-room  and  firing.  When  they  are  deficient, 
the  mind  becomes  torpid,  and  ultimately  the  physical  con- 
stitution is  undermined.  When  clothing  is  very  scanty,  it  is 
generally  worn  night  and  day ;  and  the  skin  is  allowed  to 
be  enclosed  in  a  crust  of  dirt.  A  deficiency  of  house-room, 
or  of  fuel,  causes  people  to  live  in  a  vitiated  atmosphere 
which  is  injurious  to  health  and  vigour;  and  not  the  least 
of  the  benefits  which  English  people  derive  from  the  cheap- 
ness of  coal,  is  the  habit,  peculiar  to  them,  of  having  well- 
ventilated  rooms  even  in  cold  weather.  Badly-built  houses 
with  imperfect  drainage  cause  diseases  which  even  in  their 
slighter  forms  weaken  vitality  in  a  wonderful  way;  and  over- 
crowding leads  to  moral  evils  which  diminish  the  numbers 
and  lower  the  character  of  the  people. 
Best.  Rest  is  as  essential  for  the  growth  of  a  vigorous  popu- 

lation as  the  more  material  necessaries  of  food,  clothing,  ic 
Overwork  of  every  form  lowers  vitality,  but  anxiety,  wonr, 
and  excessive  mental  strain  have  a  &tal  influence  in  under- 
mining the  constitution,  in  impairing  fecundity  and  diminish- 
ing the  vigour  of  the  race. 
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§  4.    Next  come  three  closely  allied  conditions  of  vigour,   book  iv. 
namely,  hopefulness,  freedom,  and  change.     All  history  is     ^ll* 
full  of  the  record  of  inefficiency  caused  in  varying  degrees  ^^p®^: 
by  slavery,  serfdom,  and  other  forms  of  civil  and  political  dom  and 
oppression  and  repression.     Freedom  and  hope  increase  not  *^^^®' 
only  man's  willingness  but  also  his  power  for  work ;  physi- 
ologists tell  us  that  a  given  exertion  consumes  less  of  the 
store  of  nervous  energy  if  done  under  the  stimulus  of  plea- 
sure than  of  pain :  and  without  hope  there  is  no  enterprise. 
Security  of  person  and  property  are  two  conditions  of  this 
hopefulness  and  freedom;  but  security  always  involves  re- 
straints on  freedom,  and  it  is  one  of  the  most  difficult  prob- 
lems of  civilisation  to  discover  how  to  obtain  the  security 
which  is  a  condition  of  freedom  without  too  great  a  sacrifice 
of  freedom  itsel£    Changes  of  work,  of  scene,  and  of  personal 
associations  bring  new  thoughts,  call  attention  to  the  im- 
perfections of  old  methods,  stimulate  a  "  divine  discontent," 
and  in  every  way  develop  creative  energy. 

In  all  ages  colonies  have  been  apt  to  outstrip  their  Changeand 
mother  countries  in  vigour  and  energy.  This  has  been  due  ch^ 
partly  to  the  abundance-  of  land  and  the  cheapness  of  neces-  Se  pro«. 
earies  at  their  command;  partly  to  that  natural  selection  of  J^^^^ 
the  strongest  characters  for  a  life  of  adventure,  and  partly  to 
lAysiological  causes  connected  with  the  mixture  of  races: 
but  perhaps  the  most  important  cause  of  all  is  to  be  found 
in  the  hope,  the  freedom  and  the  changefulness  of  their  lives. 
By  converse  with  others  who  come  from  different  places,  and 
have  different  customs,  travellers  learn  to  put  on  its  trial 
many  a  habit  of  thought  or  action  which  otherwise  they 
would  have  always  acquiesced  in  as  though  it  were  a  law 
of  nature.  Moreover,  a  shifting  of  places  enables  the  power- 
ful and  original  minds  to  find  full  scope  for  their  energies 
and  to  rise  to  important  positions :  whereas  those  who  stay 
at  home  are  often  over  much  kept  in  their  places.  Few  men 
are  prophets  in  their  own  land ;  neighbours  and  relations  are 
generally  the  last  to  pardon  the  faults  and  to  recognize  the 
merits  of  those  who  are  less  docile  and  more  enterprising 
than  those  around  them.  It  is  doubtless  chiefly  for  this 
reason  that  in  almost  every  part  of  England  a  disproportion- 
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BOOK  IV.  ately  large  share  of  the  best  energy  and  enterprise  is  to  be 

^'  ^'     found  among  those  who  were  bom  elsewhere. 
Bat  change        But  change  may  be  carried  to  excess;  and  when  popala- 
ceBfliye.      tion  shifbs  so  rapidly,  that  a  man  is  always  shaking  himself 
loose  from  his  reputation,  he  loses  some  of  the  best  external 
aids  to  the  formation  of  a  high  moral  character.    The  extreme 
hopefulness  and  restlessness  of  those  who  wander  to  new 
countries  lead  to  much  waste  of  effort  in  half  acquiring  tech- 
nical skill,  and  half  finishing  tasks  which  are  speedily  aban- 
doned in  &vour  of  some  new  occupation. 
The  higher       Freedom  so  &r  has  been  regarded  as    fr'eedom   bom 
mentof      external  bonds.     But  that  higher  freedom,  which  comes  of 
^^Sl^    self-mastery,  is  an  even  more  important  condition  for  the 
^^^f    highest  work.     The  elevation  of  the  ideals  of  life  on  which 
ence  of       this  depends,  is  due  on  the  one  side  to  political  and  economic 
causes,  and  on  the  other  to  personal  and  religious  influences ; 
among  which  the  influence  of  the  mother  in  early  childhood 
is  supreme. 
Theii^u-         §  5.     Bodily  and  mental  health  and  strength  are  much 
occupation,  influenced  by  occupation  \     At  the  beginning  of  this  century 
the  conditions  of  factory  work  were  needlessly  unhealthy  and 
oppressive  for  all,  and  especially  for  young  children.     But 
Factory  and  Education  Acts  have  removed  the  worst  of  these 
evils  from  £su;tories ;  though  many  of  them  still  linger  about 
domestic  industries  and  the  smaller  workshops.     In£a.nt  mor- 
tality also  is  diminishing,  though  there  remains  much  room 
for  improvement  in  this  direction. 

The  higher  wages,  the  greater  intelligence,  and  the  better 
medical  facilities  of  townspeople  should  cause  infiemt  mortality 

1  The  rate  of  mortality  is  low  among  ministers  of  religion  and  sdiioolmasters ; 
among  the  agricnltnral  classes,  and  in  some  other  industries  sach  as  thoas  of 
wheelwrights,  shipwrights  and  coal-miners.  It  is  high  in  lead  and  tin  minmg^  in 
file-making  and  earthenware  manufacture.  But  neither  these  nor  anj  other 
regular  trade  show  as  high  a  rate  of  mortality  as  is  found  among  London  general 
labourers  and  costermongers ;  while  the  highest  of  all  is  that  of  serrants  in  innt. 
Such  occupations  are  not  directly  injurious  to  health,  but  they  attract  those  who 
are  weak  in  physique  and  in  character  and  they  encourage  iiregular  WHty  A 
good  account  of  the  influence  of  occupation  on  death-rates  is  given  in  the  sap- 
plement  to  the  forty-fifth  (18S6)  Annual  Report  of  the  Begistrar-Oenenl,  pp. 
xxy.  to  Ixiii.  See  also  Farr's  Vital  Statistics,  pp.  892 — 411,  Mr  Humphreys'  p«ptf 
on  CUiss  Mortality  Statistics  in  the  Statistical  Journal  for  June,  1887,  and  the 
literature  of  the  Factory  Acts  generally. 
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to  be  much  lower  among  them  than  in  the  country.    But  it  book  it. 
is  generally  higher,  especially  where  there  are  many  mothers     °°'^' 
who  neglect  their  family  duties  in  order  to  earn  money  wages. 

§  6.    In  ahnost  all  countries  there  is  a  constant  migration  The  towns 
towards  the  towns*.     The  large  towns  and  especially  London  uie  ablest 
absorb  the  very  best  blood  from  all  the  rest  of  England ;  the  ^^Tthe 
most  enterprising,  the  most  highly  gifted,  those  with  the  ^J^' 
highest  physique  and  the  strongest  characters  go  there  to  life  de. 
find  scope  for  their  abilitie&     But  by  the  time  their  childi*en  Itr^th. 
and  children's  children  have  grown  up  without  healthy  play, 
and  without  fr-esh  air,  there  is  little  trace  left  of  their  original 
vigour.    This  is  seen  even  in  trades  that  require  but  little 
muscular  strength;  only  a  very  small  proportion  of  those 
artisans  to  whom  London  owes  its  pre-eminence  as  a  centre 
of  highly  skilled  work  come  from  parents  who  were  born 
there ;  and  there  are  scarcely  any  whose  grandparents  were 
bom  there. 

The  death-rate  of  large  towns  gives  no  just  indication  Themor- 
of  their  effect  on  the  health  and  vigour  of  the  people ;  chiefly  us^s  of 

^  Tkoa  at  the  l)egiiimiig  of  this  centory  the  population  of  London  was  just 
v^  a  miUioii,  and  that  of  the  sixteen  next  largest  towns  in  England  and  Wales 
vat  alwat  two-thirds  of  a  million :  hat  in  1881  each  of  these  figures  had  risen  to 
Dttriy  foor  millions.  That  is,  the  population  of  the  very  large  towns  has  increased 
mn  tttan  foiir-f<dd,  while  that  of  the  rural  districts  has  not  nearly  doubled.  A 
tUnI  of  the  population  of  England  now  liTes  in  towns  having  more  than  a  han- 
4nd  Uuxisand  inhabitants,  another  third  in  towns  having  more  than  three  but 
M  DMMre  than  a  hundred  thousand  inhabitants,  and  only  a  third  in  rural  districts. 
Aere  are,  however,  as  Dr  Ogle  has  shown  {StatUtieal  Journal  for  1889),  but  few 
ivtl  districts  in  which  the  population  has  actuaUy  diminished. 

Since  the  beginning  of  this  century,  while  the  population  of  France  has  in- 
ncased  only  by  one-third,  that  o  Paris  has  increased  four-fold  (from  about  six  to 
tnmj-foor  hundred  thousand),  4uid  that  of  the  nine  next  largest  towns  has 
Bcreaied  three-fold  (from  about  six  to  eighteen  hundred  thousand).  In  the 
United  States  of  America  at  the  beginning  of  this  century  only  four  per  cent,  of 
tbe  popolatioii  lived  in  dties  of  eight  thousand  inhabitants  and  upwards;  but 
Bof*  than  twenty-two  per  cent  in  1880.  In  Germany  the  towns  increase  at  the 
expense  of  the  country  by  about  one-half  per  cent,  of  the  population  every  year. 
In  aeh  of  these  countries  the  growth  of  the  town  population  is  in  a  great 
BMtsore  due  to  immigration  from  the  country.  But  eepeoiaUy  is  this  the  case 
in  Ftaoee.  In  the  five  yean  1876—81,  the  excess  of  births  over  deaths  in  Paris 
«u  about  23,000  while  the  total  increase  of  population  was  280,000:  in  the  46 
tovQs  next  in  sise  to  Paris  the  excess  of  births  over  deaths  was  16,000  and  the 
Uital  inereaae  of  population  was  888,000.  In  Lyons  and  Marseilles,  where  there 
are  many  Italians,  though  the  total  population  increased  by  88,000  and  41,000 
respectively,  the  births  actually  fell  short  of  the  deaths  by  8,000  and  2,000  respec 
^^.    On  The  Growth  of  Modem  Cities,  see  Dr  LongstafTs  Studies  in  Statistics. 
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BOOK  IV.  because  many  of  the  town  influences  which  lower  vigour  do 
°°'  ^'     not  appreciably  afiect  mortality.     Other  reasons  are  that  the 
towns  are   immigrants  into  towns  are  generally  picked  lives  and  in  the 
feet  mea-    full  Strength  of  youth ;  and  that  young  people  whose  paiente 
reid  injury  live  in  the  country  generally  go  home  to  die.     The  mortahty 
gj^l^^y   of  females  in  London  between  the  ages  of  fifteen  and  thirty- 
them.        five  is  for  this  reason  abnormally  low*.     If  however  a  town 
has  a  stationary  population  its  vital  statistics  are  more  easilv 
interpreted;  and  selecting  Coventry  as  a  typical  town,  Mr 
Galton  has  calculated   that  the  adult  children  of  artisan 
townsfolk  are  little  more  than  half  as  numerous  as  those  of 
labouring  people  who   live   in    healthy  country  districts'. 
When  a  place  is  decaying,  the  young  and  strong  and  hearty 
drift  away  from  it;  leaving  the  old  and  the  infirm  behind 
them,  and  consequently  the  birth-rate  is  generally  low.    On 
the  other  hand,  a  centre  of  industry  that  is  attracting  popula- 
tion is  likely  to  have  a  very  high  birth-rate,  because  it  has 
more  than  its  share  of  people  in  the  full  vigour  of  life.     Tbis 
is  especially  the  case  in  the  coal  and  iron  towns,  partly  because 
they  do  not  suffer,  as  the  textile  towns  do,  frt)m  a  defidencj 
of  males ;  and  partly  because  miners  as  a  class  marry  eariy. 
In  some  of  them,  though  the  death-rate  is  high,  the  excess 
of  the  birth-rate  over  it  exceeds  20  per  thousand  of  the  popo- 
Ifition".     The  death-rate  is  generally  highest  in  towns  of  the 
second  order,  chiefly  because  their  sanitfuy  arrangements  are 
not  yet  as  good  as  those  of  the  very  largest  towns. 
The  need  There  is  perhaps  no  better  use  of  public  and  private 

^^Janla  money  than  in  providing  public  parks  and  playgrounds  in 
g^J^*  large  cities,  in  contracting  with  railways  to  increase  the 
^"  "»  number  of  the  workmen's  trains  run  by  them,  and  in  helping 
towns.  those  of  the  working  classes  who  are  willing  to  leave  the 
-large  towns  to  do  so,  and  to  take  their  industries  with  th^n; 
while  money  spent  on  reducing  the  cost  of  living  in  lai^ 

1  See  Mr  WelUm  in  the  StatUtieal  Journal,  Jannwy,  1880. 

s  StatitHeal  Journal,  March,  1878.  In  the  United  States  infant  mortahiT, 
measared  by  the  number  out  of  eyeiy  1000  of  male  children  who  die  before  the; 
are  a  year  old  is  109  in  the  cities,  and  only  44  in  the  country.  On  the  Soetii 
Atlantic  coast  it  is  846  in  Charleston,  and  141  in  the  coontiy.  On  the  Pftcifli 
coast  it  is  169  in  San  Francisco  and  Oakland,  bat  only  50  for  the  snrroBiHfiBi 
country.    (See  Tenth  Census,  Vol.  xi.) 

*  Dr  Beddoe  on  the  Progress  o/PMio  Health, 
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towns  by  building  workmen's  houses  at  a  loss  or  in  other  book  it. 
ways,  is  likely  to  do  almost  as  much  harm  as  good,  and  some-  ^°'^' 
times  even  more.  If  the  numbers  of  the  working  classes  in 
the  large  towns  are  reduced  to  those  whose  work  must  be 
carried  on  there,  the  scarcity  of  their  labour  will  enable  them 
to  command  high  wages ;  and  therefore  if  sanitary  laws  and 
rales  against  overcrowding  are  rigidly  enforced,  and  space 
enoagh  is  secured  to  provide  opportunities  of  healthy  play 
for  their  children,  those  who  live  in  large  towns  will  have  a 
better  chance  of  leaving  a  healthy  progeny  behind  them; 
and  meanwhile  some  check  will  be  given  to  the  migration 
from  the  country  to  the  towns*. 

§  7.     In  the  earlier  stages  of  civilization  natural  selection  Nature  left 
and  competition  caused  those  who  were  strongest  and  most  ten^lo 
vigorous  to  leave  the  largest  progeny  behind  them.    It  is  to  J^.^^ 
this  cause,  more  than  any  other,  that  the  progress  of  the  ^^  ™«^ 
human  race,  as  of  all  other  forms  of  life,  is  chiefly  due ;  and  fered. 
though  in  the  later  stages  of  civilization  the  rule  has  been 
for  the  upper  classes  to  marry  late,  and  in  consequence  to 
have  fewer  children  than  the  working  classes,  this  has  been 
eompensated  for  by  the  hct  that  among  the  working  classes 
themselves  the  old  rule  has  held;  and  the  vigour  of  the 
nation  that  is  tending  to  be  damped  out  among  the  upper 
dasKs  is  thus  replenished  by  the  fresh  stream  of  strength 
that  is  constantly  welling  up  from  below.     But  in  France  for 
a  long  time,  recently  in  America,  and  to  a  less  extent  in 
England,  there  has  been  some  tendency  for  the  abler  and 
more  intelligent  part  of  the  working  class  population  to  avoid 
having  large  fisunilies ;  and  this  is  a  source  of  great  danger. 

There  are  increasin&r  reasons  for  fearini?,  that  while  the  Much  well- 

i.  J.     1        .  J  -x   X-  -J*         meant  hu. 

progress  of  medical  science  and  samtation  are  savmg  from  man  action 
death  a  continually  increasing  number  of  the  children  of  e^of 
those  who  are  feeble  physically  and  mentally,  those  who  are  ^f^^ 
strong  are  tendin&r  to  defer  their  marriaiifes  and  in  other  ways  crease  of 

.     ,7®.       ,  ®,  ...,.,1  1^  ,         1  1    ,.''- the  strong. 

Co  limit  the  number  of  children  whom  they  leave  behind  est  and 
them.    The  causes  are  partly  selfish  and  partly  unselfish ;  ^^^. 
ind  the  former  probably  do  less  harm  than  the  latter ;  for  ^^^  ■"' 

^  See  an  aiiiele  on  Where  to  House  the  London  Poor  by  the  present  writer  in 
^  Contemporary  Review,  for  February,  1883. 
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BOOK  IV.  perhaps  it  is  best  for  the  world  that  hard  and  Mvolous  people 
^fll*  should  leave  but  few  descendants  of  their  own  type.  But 
some  people  marry  late,  and  have  but  few  children,  in  con- 
sequence of  a  desire  to  secure  as  good  a  social  position  as 
possible  for  themselves  and  their  children.  This  desire  at- 
tains many  elements  that  fall  short  of  the  highest  ideals  of 
human  aims,  and  in  some  cases,  a  few  that  are  distinctly 
base ;  but  after  all  it  has  been  one  of  the  chief  fiictors  of 
progress,  and  those  who  are  affected  by  it  include  many  of 
the  best  and  strongest  of  the  race.  Such  persons,  having  a 
high  sense  of  duty,  are  specially  likely  to  be  influenced  by 
the  doctrine  that  large  &milies  are  injurious  to  the  worid 
and  that  they  can  do  better  for  a  small  than  for  a  large 
family.  We  must  postpone  to  a  later  stage  the  enquiry  how 
far  the  real  demand  for  labour  is  capable  of  being  increased, 
how  far  the  growth  of  population  involves  an  inoneased 
pressure  on  the  means  of  subsistence.  But  looking  now  only 
at  the  side  of  supply,  and  considering  the  causes  that  deter- 
mine the  supply  of  vigour,  we  must  aflBrm  with  Mr  GSalton 
that  if  the  doctrine  were  to  be  acted  on  generally  by  ^e 
upper  part  of  the  nation,  including  the  great  body  of  the  more 
intelligent  and  capable  artisans,  but  not  the  lowest  classes, 
it  would  go  far  towards  arresting  the  progress  of  the  race*. 

1  It  has  already  been  noticed  that  the  celibacy  of  the  reUgiona  orden  probafafy 
did  not  affect  the  growth  of  numbers  very  much :  it  gave  a  particular  direoti<Bi  to 
the  forces  tending  to  keep  that  growth  in  check,  but  it  probably  did  not  add  mndi 
to  their  effects.  Its  main  influence  was  not  on  the  quantity  but  on  the  qoali^  of 
the  population.  "  Whenever  a  man  or  woman  was  possessed  of  a  gentle  nature 
that  fitted  him  or  her  to  deeds  of  charity,  to  meditation,  to  literature  or  to  art,  the 
social  condition  of  the  time  was  such  that  they  had  no  refuge  elsewhere  than  io 
the  bosom  of  the  Church.  But  the  Church  chose  to  preach  and  enact  celibacy-.. 
She  practised  those  arts  which  breeders  would  use  who  aimed  at  creating  fero- 
cious, churlish,  and  stupid  natures.  No  wonder  that  club  law  preTailed  for 
centuries  in  Europe."  Meanwhile  by  her  persecutions  of  those  who  were  **  the  most 
fearless,  truthseeking,  and  intelligent  in  their  modes  of  thought  and  therafore  the 
most  suitable  parents  of  a  high  civilisation,  she  put  a  strong  check,  if  not  a  direct 
stop,  to  their  progeny."    {Hereditary  Genius,  p.  356.) 

In  modem  times  the  same  evil  on  a  larger  scale  was  seen  in  the  Sosthera 
States  of  America,  where  manual  woric  became  disgraceful  to  the  white  ooah  ;  m 
that  if  unable  to  have  slaves  himself  he  led  a  paltry  degenerate  life,  and  a^doB 
married.  Again,  on  the  Pacific  Slope,  there  were  at  one  time  just  grounds  fo 
fearing  that  all  but  highly  skilled  work  would  be  left  to  the  Chinese ;  and  that  ^ 
white  men  would  live  in  an  artificial  way  in  which  a  family  became  a  groat  ex- 
pense. In  this  case  Chinese  lives  would  have  been  substituted  for  Amerioaa,  and 
the  average  quality  of  the  human  race  would  have  been  lowered. 
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It  must  be  remembered  that  the  members  of  a  large  .hook  iy. 
family  educate  one  another,  they  are  usually  more  genial     ^'^' 
and  bricfht,  often  more  viirorous  in   every  way  than  the  The  state 

®  ^  .     .  gains  much 

members  of  a  small  family.     Partly,  no  doubt,  this  is  because  tram  large 
their  parents  were  of  unusual  vigour ;  and  for  a  like  reason  heaiti^  ^ 
they  in  their  turn  are  likely  to  have  large  and  vigorous  °^^^"^* 
fitmiliea    The  progress  of  the  race  is  due  to  a  much  greater 
extent  than  appears  at  first  sight  to  the  descendants  of  a  few 
exceptionally  large  and  vigorous  feunilies. 

But  on  the  other  hand  there  is  no  doubt  that  the  parents 
can  often  do  better  in  many  ways  for  a  small  family  than  a 
large  one.  Other  things  being  equal,  an  increase  in  the  The  erila 
number  of  children  who  are  bom  causes  an  increase  of  in&n-  mortality, 
tile  mortality ;  and  that  is  an  unmixed  evil.  The  birth  of 
children  who  die  early  from  want  of  care  and  adequate  means 
is  a  useless  strain  to  the  mother  and  an  injury  to  the  rest  of  the 
fiunily*.  And  though  these  evils  may  be  reduced  within  small 
compass  by  those  parents  who  are  exceptionally  good  man- 
agers; yet  example  is  always  more  potent  than  precept,  and 
habits  of  prudence  will  not  spread  among  the  people,  so  long  as 
the  natural  leaders  of  the  people  marry  early  and  have  larger 
fiuniUes  than  they  can  expect  to  bring  up  well  if  they  should 
meet  with  any  considerable  misfortunes  in  their  own  career. 

§  8.  There  are  other  considerations  of  which  account  Pnctioai 
most  be  taken.  But  so  far  as  the  points  discussed  in  this 
chapter  are  concerned,  it  seems  primd  fade  advisable  that 
people  should  not  bring  children  into  the  world  till  they  can 
see  their  way  to  giving  them  at  least  as  good  an. education 
both  physical  and  mental  as  they  themselves  had ;  and  that 
it  is  best  to  marry  moderately  early  provided  there  is  sufficient 
self-control  to  keep  the  family  within  the  requisite  bounds 
without  transgressing  moral  lawa     The  general  adoption  of 

^  The  extent  of  the  infant  mortality  that  arises  from  prerentahle  causes  may 
be  inlerred  from  the  facts  that  while  the  annual  death-rate  of  children  under  five 
5«wi  of  ac;e  is  only  about  two  per  cent,  in  the  families  of  peers  and  is  less  than 
tln«e  per  cent,  for  the  whole  of  the  upper  classes,  it  is  between  six  and  seven  per 
ttoi  for  ihe  whole  of  England.  For  the  upper  classes  the  expectation  of  life  at 
bnlli  is  58  years,  and  at  ten  years  of  age  it  is  52  years :  but  for  the  whole  of  En- 
^ud  the  expectation  of  life  at  birth  is  only  41  years,  while  at  ten  years  of  age, 
hMteid  of  being  lower,  it  rises  to  47  years.  (See  Bir  Humphreys'  paper  in  the 
Statutical  Jowm4d  for  June,  1883.) 
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BOOK  IV.  these  principles  of  action,  combined  with  an  adequate  provi- 
^'^'     sion  of  fresh  air  and  of  healthy  play  for  our  town  populations, 
could  hardly  fail  to  cause  the  strength  and  vigour  of  the  race 
to  improve.    And  we  shall  presently  find  reasons  for  believing 
that  if  the  strength  and  vigour  of  the  race  improves,  the 
increase  of  numbers  will  not  for  a  long  time  to  come  cause  a 
diminution  of  the  average  real  income  of  the  people. 
The  sway-         Thus  then  the  progress  of  knowledge,  and  in  particular 
ftiocrf  tS^  of  medical  science,  the  ever-growing  activity  and  wisdom  of 
'o^**  °d    Government  in  all  matters  relating  to  health,  and  the  increase 
evil.  of  material  wealth,  all  tend  to  lessen  mortality  and  to  increase 

health  and  strength,  and  to  lengthen  life.    On  the  other  hand, 
vitality  is  lowered  and  the  death-rate  raised  by  the  rapid 
increase  of  town  life,  and  by  the  tendency  of  the  higher 
strains  of  the  population  to  marry  later  and  to  have  fewer 
children  than  the  lower.     If  the  former  set  of  causes  were 
alone  in  action,  but  so  regulated  as  to  avoid  the  danger  of 
over-population,  it  is  probable  that  man  would  quickly  rise 
to  a  physical  and  mental  excellence  far  superior  to  any  that 
the  world  has  yet  known ;  while  if  the  latter  set  acted  im- 
checked,  he  would  speedily  degenerate. 
The  former       As  it  is,  the  two  sets  hold  one  another  very  nearly  in 
preponde-   balance,  the  former  slightly  preponderating.    While  the  popu- 
™*®*  lation  of  England  is  growing  nearly  as  fast  as  ever,  those  who 

are  out  of  health  in  body  or  mind  are  certainly  not  an  in- 
creasing part  of  the  whole ;  and  the  rest  are  much  better  fed 
and  clothed,  and  with  a  few  exceptions  are  stronger  than 
they  were.  The  old  English  Life  Table,  based  on  the  figures 
of  the  years  1838 — 54,  shows  one-half  of  the  males  dying 
before  they  are  45,  and  of  the  females  before  they  are  47, 
while  the  New  Table,  based  on  the  figures  of  1871 — 80, 
raises  these  ages  to  47  and  52  respectively.  The  death-rate 
is  much  lower  than  it  was  in  the  earlier  years  of  life,  though 
higher  in  the  later  years :  and  of  the  total  number  of  years 
added  to  life  by  the  greater  longevity,  two-thirds  fell  within 
the  most  important  period  of  25  to  65  years  of  age\ 

1  See  Supplement  to  the  46th  Annual  Report  of  the  Registnur-Oeneral ;  and  Mr 
Humphreys*  paper  in  the  StaH$Hcol  Journal  for  June,  1883.  On  the  oomparmtiTe 
length  of  life  in  different  conntries,  see  Dr  Bodio's  worit  already  referred  to,  and 
Dr  PeroEZo's  8uUa  CUusfficasUme  per  Eta,  &c. 
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CHAPTER  VI. 

THE  SUPPLY  OF  LABOUR,  CONTINUED.      INDUSTRLIL 
TRAINING. 

§  1.    Having  discussed  the  causes  which  determine  the  ^^^  in- 
growth of  a  numerous  and  vigorous  population,  we  have  next      * 

h)  consider  the  training  that  is  required  to  develop  its  indus- 
trial efficiency. 

The  natural  vigour  that  enables  a  man  to  attain  great  The  form 
success  in  any  one  pursuit  would  generally  have  served  him  Jatorai 
in  good  stead  in  almost  any  other.     But  there  are  exceptiona  ^^ 
Some  people,  for  instance,  seem  to  be  fitted  fix)m  birth  for  an  depends 
artistic  career,  and  for  no  other ;  and  occasionally  a  man  of  traLiug. 
great  practical  genius  is  found  to  be  almost  devoid  of  artistic 
sensibility.     But  in  spite  of  these  individual  exceptions,  a 
nee  that  has  great  nervous  strength   seems  able,  under 
&voarable  conditions,  to  develop  in  the  course  of  a  few 
generations  ability  of  almost  any  kind  that  it  may  wish  to 
have.    A  race  that  has  acquired  vigour  in  war  or  in  the  ruder 
forms  of  industry  sometimes  gains  intellectual  and  artistic 
power  of  a  high  order  very  quickly ;  and  nearly  every  literary 
and  artistic  epoch  of  classical  and  mediaeval  times  has  been 
due  to  a  people  of  great  nervous  strength,  who  have  been 
brought  into  contact  with  noble  thoughts  before  they  have 
acquired  much  taste  for  artificial  comforts  and  luxuries. 

The  growth  of  this  taste  in  our  own  age  has  prevented  The  intei- 
08  fix>m  taking  full  advantage  of  the  opportunities  our  Isugely  ^^of 
increased  resources  give  us  of  consecrating  the  greater  part  ^^  ^, 
of  the  highest  abilities  of  the  race  to  the  highest  aims.     But  be  better 
perhaps  the  intellectual  vigour  of  the  age  appears  less  than  perhaps  we 
it  really  is,  in  consequence  of  the  growth  of  scientific  pursuits.  »""»<5^^'*«^ 
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BOOK  IV.  For  in  art  and  literature  success  is  often  achieved  while  genius 
^'^'    still  wears  the  fascinating  aspect  of  youth ;  but  in  modem 
to  under,    science  so  much  knowledge  is  required  for  originality,  that 
before  a  student  can  make  his  mark  in  the  world,  his  mind 
has  often  lost  the  first  bloom  of  its  freshness ;  and  further  the 
real  value  of  his  work  is  not  often  patent  to  the  multitude  as 
that  of  a  picture  or  poem  generally  is^     In  the  same  way 
the  solid  qualities  of  the  modem  machine-tending  artisan 
are  rated  more  cheaply  than  the  lighter  virtues  of  the  medi- 
aeval handicraftsman.     This  is  partly  because  we  are  apt  to 
regard  as  commonplace  those  excellences  which  are  common 
in  our  own  time;  and  to  overlook  the  fact  that  the  term 
"  unskilled  labourer ''  is  constantly  changing  its  meaning. 
Skilled  and       §  2.    Very  backward  races  are  unable  to  keep  on  at  any 
i^ur.       ^uid  of  work  for  a  long  time ;  and  even  the  simplest  forms  of 
what  we  regard  as  unskilled  work  is  skilled  work  relatively 
to  them;  for  they  have  not  the  requisite  assiduity,  and 
they   can   acquire   it   only  by  a  long  course   of  training. 
But  where  education  is  universal,  an  occupation  may  &irly 
be  classed  as  unskilled,  though  it  requires  a  knowledge  of 
SkUi  with   reading  and  writing.     Again,  in  districts  in  which  manufsM^ 
MefanSLr  tures  have  long  been  domiciled,  a  habit  of  responsibility,  of 
do  not^re-    c*^^fiili^688  ^^^  promptitude  in  handling  expensive  machinery 
cof^^ize  as  and  materials  becomes  the  common  property  of  all ;  and  then 
much  of  the  work  of  tending  machinery  is  said  to  be  entirely 
mechanical  and  unskilled,  and  to  call  forth  no  human  faculty 
that  is  worthy  of  esteem.     But  in  fiEu;t  it  is  probable  that  not 
one-tenth  of  the  present  populations  of  the  world  have  the 
mental  and  moral  faculties,  the  intelligence,  and  the  self- 
control  that  are  required  for  it :  perhaps  not  one-half  could 

1  In  this  connection  it  is  worth  while  to  notice  that  the  fall  importance  of  an 
epoch-making  idea  is  often  not  perceived  in  the  generation  in  which  it  is 
made:  it  starts  the  thoughts  of  the  world  on  a  new  track,  hut  the  change  of 
direction  is  not  ohvioos  until  the  tnming  point  has  been  left  some  way  behind. 
In  the  same  way  the  mechanical  inventions  of  every  age  are  apt  to  be  underrated 
relatively  to  those  ol  earlier  times.  For  a  new  discovery  is  seldom  folly  efFective 
for  practical  purposes  till  many  minor  improvements  and  subsidiary  discoveries 
have  gathered  themselves  around  it :  an  invention  that  makes  an  epoch  is  very 
often  a  generation  older  than  the  epoch  which  it  makes.  Thus  it  is  that  each 
generation  seems  to  be  chiefly  occupied  in  working  out  the  thoughts  of  the  pre- 
ceding one ;  while  the  full  importance  of  its  own  thoughts  is  as  yet  not  clearly 


Digitized  by  VjOOQ  iC 


UNSKILLED  LABOUR  A  RELATIVE  TERM.  265 

be  made  to  do  the  work  well  by  steady  training  for  two  book  iv. 
generationa  Even  of  a  manufacturing  population  only  a  small  °°'^' 
part  are  capable  of  doing  many  of  the  tasks  that  appear  at 
fiist  sight  to  be  entirely  monotonous.  Machine- weaving,  for 
instance,  simple  as  it  seems,  is  divided  into  higher  and  lower 
grades ;  and  most  of  those  who  work  in  the  lower  grades  have 
not  "the  stuff  in  them"  that  is  required  for  weaving  with 
several  colour&  And  the  differences  are  even  greater  in 
industries  that  deal  with  hard  materials,  wood,  metals,  or 
ceramics. 

Some  kinds  of  manual    work    require    long-continued  Mere 
practice  in  one  set  of  operations,  but  these  cases  are  not  akm  is 
very  common,  and  they  are  becoming  rarer :  for  machinery  is  ^2^mi- 
constantly  taking  over  work  that  requires  manual  skill  of  this  JS[S^^ 
kind.    It  is  indeed  true  that  a  general  command  over  the  to  general 
use  of  one's  fingers  is  a  very  important  element  of  industrial  gence  and 
efficiency ;  but  this  is  the  result  chiefly  of  nervous  strength,  ^^^. 
and  self-mastery.    It  is  of  course  developed  by  training,  but 
the  greater  part  of  this  may  be  of  a  general  character  and 
not  special  to  the  particular  occupation;  just  as  a  good 
cricketer  soon  learns  to  play  tennis  well,  so  a  skilled  artisan 
can  often  move  into  other  trades  without  any  great  and 
lasting  loss  of  efficiency. 

Manual  skill  that  is  so  specialized  that  it  cannot  be  trans- 
ferred from  one  occupation  to  another  is  becoming  steadily  a 
less  and  less  important  factor  of  industrial  efficiency.  Putting 
aside  for  the  present  the  faculties  of  artistic  perception  and 
artistic  creation,  we  may  say  that  what  makes  one  occupation 
liigfaer  than  another,  what  makes  the  workers  of  one  town  or 
country  more  efficient  than  those  of  another  is  chiefly  a 
superiority  in  general  sagacity  and  energy  which  is  not 
specialized  to  any  one  trade. 

To  be  able  to  bear  in  mind  many  things  at  a  time,  to 
have  everything  ready  when  wanted,  to  act  promptly  and 
show  resource  when  anything  goes  wrong,  to  accommodate 
oneself  quickly  to  changes  in  details  of  the  work  done,  to  be 
steady  and  trustworthy,  to  have  always  a  reserve  of  force 
which  will  come  out  in  emergency,  these  are  the  qualities 
which  make  a  great  industrial  people.     They  are  not  peculiar 
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BOOK  IV.   to  any  occupation,  but  are  wanted  in  all ;  and  if  they  cannot 
^•^'    always  be  easily  transferred  from  one  trade  to  other  kindred 
trades,  the  chief  reason  is  that  they  require  to  be  supple- 
mented by  some  knowledge  of  materials  and  fiuniliarity  widi 
special  processes. 
General  We  may  then  use  the  term  oei^eral  ability  to  denote 

^SpecM-  ^^^^^  fexjulties  and  that  general  knowledge  and  intellig^ce 
ability.       which  are  in  varying  degrees  the  common  property  of  all 
the  higher  grades  of  industry :  while  that  manual  dext^ty 
and  that  acquaintance  with  particular  materials  and  prcn 
cesses  which  are  required  for  the  special  purposes  of  indi- 
vidual trades  may  be  classed  as  specialized  ability. 
The  canses       §  3.     Qeneral  ability  depends  largely  on  the  surroundings 
mine  the     of  childhood  and  youth.     In  this  the  first  and  £bu-  the  most 
genMui^'    powerful  influence  is  that  of  the  mother*.     Next  comes  the 
ability.       influence  of  the  father,  of  other  children,  and  in  some  cases 
The  home,  of  servants*.     As  years  pass  on  the  child  of  the  working  man 
learns  a  great  deal  fix)m  what  he  sees  and  hears  going  cm 
around  him ;  and  when  we  inquire  into  the  advantages  for 
starting  in  life  which  children  of  the  well-to-do  classes  have 
over  those  of  the  artisans,  and  which  these  in  their  ttun 
have  over  the  children  of  unskilled  labourers,  we  shall  hate 
to  consider  these  influences  of  home  more  in  detaiL     But  at 
present  we  may  pass  to  consider  the  more  general  influences 
of  school  education. 
School  Little  need  be  said  of  general  education;  though  the 

influence  even  of  that  on  industrial  efficiency  is  greater  thao 

1  According  to  Mr  Oalton  the  atatement  that  all  great  men  have  had  gKit 
mothers  goes  too  far :  but  that  shows  only  that  the  mother's  mfl^f>nf*e  does  not 
outweigh  all  others ;  not  that  it  is  not  greater  than  any  one  of  them.  He  says  thai 
the  mother's  influence  is  most  easily  traceable  among  theologians  *»m^  men  of 
science,  because  an  earnest  mother  leads  her  child  to  feel  deeply  about  gnti 
things;  and  a  thonghtfol  mother  does  not  repress,  bat  encourages  that  ohfldid 
cariosity  which  is  the  raw  material  of  scientific  habits  of  thought. 

s  There  are  many  fine  natures  among  domestic  serranta.  Bui  tboae  who  fiw 
in  very  rich  houses  are  apt  to  get  self-indulgent  habits,  to  OTer-eetimate  the  is- 
portance  of  wealth  and  generally  to  put  the  lower  aims  of  life  above  the  higher  k 
a  way  that  is  not  common  with  independent  working  people.  The  oonqiaDy  ia 
which  the  children  of  some  of  our  best  houses  spend  much  of  thdr  time,  is  \tm 
ennobling  than  that  of  the  average  cottage.  Yet  in  these  very  houaes,  do  semst 
who  is  not  specially  qualified  is  allowed  to  take  charge  of  a  young  pointer  or 
a  young  horse. 
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it  appears.  It  is  true  that  the  children  of  the  working  book  iv. 
classes  must  very  often  leave  school,  when  they  have  but  ^'^' 
learnt  the  elements  of  reading,  writing,  arithmetic  and  draw- 
mg ;  and  it  is  sometimes  argued  that  part  of  the  little  time 
spent  on  these  subjects  would  be  better  given  to  practical 
woi4l  But  the  advance  made  during  school-time  is  im- 
portant not  so  much  on  its  own  account,  as  for  the  power 
of  fdtore  advance  which  a  school  education  gives.  Reading 
and  writing  afford  the  means  of  that  wider  intercourse 
▼hich  leads  to  breadth  and  elasticity  of  mind,  and  which  is 
enabling  the  working  man  of  to-day  to  be  as  capable  a 
citizen  as  was  the  country  gentleman  of  last  century  \ 

The  absence  of  a  careful  general  education  for  the  The  fane- 
children  of  the  working  classes,  has  been  hardly  less  detri-  liberal 
mental  to  industrial  progress  than  the  narrow  range  of®^'*^*^®"^ 
the  old  grammar-school  education  of  the  middle  classes. 
Till  recently  indeed  it  was  the  only  one  by  which  the 
a?enige  schoolmaster  could  induce  his  pupils  to  use  their 
minds  in  anything  higher  than  the  absorption  of  knowledge. 
It  was  therefore  rightly  called  liberal,  because  it  was  the 
best  that  was  to  be  had.  But  it  failed  in  its  aim  of 
faniliarizing  the  citizen  with  the  great  thoughts  of  antiquity; 
it  was  generally  forgotten  as  soon  as  school-time  was  over; 
ud  it  raised  an  injurious  antagonism  between  business  and 
coltore.  Now  however  the  advance  of  knowledge  is  enabling 
08  to  use  science  and  art  to  supplement  the  curriculum  of 
the  grammar-school,  and  to  give  to  those  who  can  afford 
it  an  education  that  develops  their  best  faculties,  and  starts 
them  on  the  track  of  thoughts  which  will  most  stimulate  the 
higher  activities  of  their  minds  in  after-life. 

But  while  a  truly  liberal  general  education  adapts  the 
mind  to  use  its  best  £Eu^ulties  in  business  and  to  use  business 
itself  as  a  means  of  increasing  culture,  it  does  not  concern 
itself  with  the  details  of  particular  trades.  That  task  is  left 
for  technical  education. 

^  It  is  tme  UiAt  limrning  to  speU  does  not  edaoate  the  faculties  to  any  consider- 
lUe  extent,  and  that  the  time  spent  on  it  is  nearly  wasted.  If  spelling  and  pro- 
nunciation oonld  be  hrooght  into  harmony  in  the  English  language,  as  they  are  in 
most  other  langaages,  children  would,  it  has  heeen  estimated,  be  able  to  read 
fiacnlly  a  year  aartier  than  tb^  are  now. 

Digitized  by  VjOOQ  iC 


268 


BOOK  IT. 
OH.  VI. 

Technical 
education. 


The 

strength 
and  the 
weakness 
of  con- 
tinental 


THE  SUPPLY  OF  LABOUR.      INDUSTRLU-  TRAININa 

§  4.  Technical  education  has  in  like  manner  raised  its  ain^ 
in  recent  years.  It  used  to  mean  little  more  than  imparting 
that  manual  dexterity  and  that  elementary  knowledge  of 
machinery  and  processes  which  an  intelligent  lad  quickly 
picks  up  for  himself  when  his  work  has  begun ;  though  if  he 
has  learnt  it  beforehand,  he  can  perhaps  earn  a  few  shillings 
more  at  starting  than  if  he  had  been  quite  ignorant  But 
such  so-called  education  does  not  develop  faculties;  it 
rather  hinders  them  from  being  developed.  A  lad  who  has 
picked  up  the  knowledge  for  himself  has  educated  himself  by 
so  doing,  and  is  likely  to  make  better  progress  in  the  future 
than  one  who  has  been  taught  in  a  school  of  this  old- 
feahioned  kind.  Technical  education  is  however  outgrowing 
its  mistakes;  and  is  aiming,  firstly,  at  giving  a  general 
command  over  the  use  of  eyes  and  fingers*  (though  there 
are  signs  that  this  work  is  being  taken  over  by  general 
education,  to  which  it  properly  belongs);  and  secondly  at 
imparting  artistic  skill  and  knowledge,  and  methods  of  in* 
vestigation,  which  are  useful  in  particular  occupations,  but 
are  seldom  properly  acquired  in  the  course  of  practical  wturk 

Continental  systems  of  technical  education  give  habits  of 
order,  assiduity  and  docility,  they  store  the  mind  with  useful 
information ;  and  the  German  system,  in  particular,  has  pro- 
duced a  race  of  men  who  are  better  fitted  in  some  respecU 
to  do  the  work  required  of  the  middle  ranks  of  industry  than 
any  that  the  world  has  ever  seen.  Aided  by  their  know- 
ledge of  modem  languages  German  clerks,  commercial  agents 
and  scientific  advisers  are  gaining  ground  in  many  countries, 
partly  no  doubt  because  they  have  more  energy  than  most  of 
their  countrymen  who  have  stayed  at  home.  They  ^so  make 
excellent  administrators  under  Government,  and  that  is  a 
chief  reason  why  business  under  the  control  of  Government 
compares  so  much  more  favourably  with  that  under  private 
management  in  Germany  than  in  England.  But  the  balance 
of  evidence  seems  to  show  that  the  German  system,  excellent 

1  As  Mr  Numyth  sajs,  if  a  lad  haying  dropped  two  peas  at  random  cm  a  table, 
can  readily  put  a  third  pea  midway  in  a  line  between  them,  he  is  on  the  way  to 
become  a  good  mechanic.  Command  over  eye  and  hand  is  trained  in  the  ardiotiT 
Bnglioh  games,  no  less  than  in  the  playfnl  work  of  the  Kinder  Qarten.  Drawisc 
has  always  been  on  the  border  line  between  woric  and  play. 
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as  it  is  in  many  ways,  is  not  in  all  respects  well  suited  for  book  iv. 
developing  that  daring  energy  and  restless  enterprise  which     ^'^' 
go  to  the  root  of  the  hardest  difficultiea     For  this  purpose 
the  existing  English  system  is  already  superior  in  some 
respects ;  and  its  deficiencies,  though  still  great,  are  rapidly 
being  filled  up^ 

According  to  the  best  English  opinions,  technical  educa-  The  aims 
tion  for  the  higher  ranks  of  industry  should  keep  the  aim  of  edacation 
developing  the  faculties  almost  as  constantly  before  it  as     ^"™* 
general  education  does.     It  should  rest  on  the  same  basis 
as  a  thorough  general  education,  but  should  go  on  to  work 
out  in  detail  special  branches  of  knowledge  for  the  benefit  of 
particular  trades'.     Our  aim  should  be  to  add  the  scientific 
training  in  which  the  countries  of  Western  Europe  are  ahead 
of  us  to  that  daring  and  restless  energy  and  those  practical 
instincts,  which  seldom  flourish  unless  the  best  years  of 
youth  are  spent  in  the  workshop ;  recollecting  always  that 
whatever  a  youth  learns  for  himself  by  direct  experience  in 
well-conducted  works,  teaches  him  more  and  stimulates  his 
mental  activity  more  than  if  it  were  taught  him  by  a  master 
in  a  technical  school  with  model  instruments'. 

1  On  Uie  whole  we  may  say  that  at  present  England  is  yery  much  behindhand 
as  rogaids  the  proyiMon  for  the  commercial  as  well  as  the  technical  education 
d  the  proprietors  and  principal  managers  of  industrial  works ;  bat  that,  chiefly 
throogh  the  infloence  of  the  Science  and  Art  Department  of  South  Kensington, 
efaoMntaiy  (or  lower  secondary)  scientific  and  tedinical  education  covers  a  wider 
ana  in  this  than  in  any  other  country.  Unfortunately,  howeyer,  these  advantages 
>K  preTented  from  being  turned  to  the  best  account  by  the  stiU  backward  condi- 
tkm  at  our  elementary  schools.  Compare  Sir  Bemhard  Samnelson's  Preface  to 
Hr  MoDtagne's  excdlent  summary  of  the  Beport  of  the  Commission  on  Technical 
tocalion. 

*  See  the  Beport  1884  of  the  Commissioners  on  Technical  Instruction,  Vol.  i. 
pp.  506,  514,  also  the  opinions  of  Sir  Lowthian  Bell,  Prof.  Huxley,  Dr  Siemens 
and  others  in  VoL  m.  of  the  Beport,  also  Scott  Bussell's  Technical  Education, 
Sec  also  the  yarious  publications  of  the  NaUonal  Association  for  the  Promotion  of 
VBcfanical  Education.  One  of  the  weakest  points  of  technical  education  is  that  it 
4oH  not  educate  the  sense  of  proportion  and  the  desire  for  simplicity  of  detail. 
The  En^iah,  and  to  an  even  greater  extent,  the  Americans,  have  acquired  in 
ietoal  business  the  faculty  of  rejecting  intricacies  in  machinery  and  processes, 
vhich  are  not  worth  what  they  cost,  and  practical  instinct  of  this  kind  often 
enables  them  to  succeed  in  competition  with  Continental  rivals  who  are  much 
betta  educated. 

^  A  good  plan  is  that  of  spending  the  six  winter  months  of  several  years  after 
luring  school  in  learning  science  in  College,  and  the  six  summer  mouths  as 
utided  pupils  in  large  workshops.  The  present  writer  introduced  this  plan  several 
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BOOK  IV.         The  old  apprenticeship  system  is  not  exactly  suited  to 

°°'^'    modem  conditions  and  it  has  feJlen  into  disuse  ;  but  a  sub- 

Appren-      stitute  for  it  is  wanted.     Within  the  last  few  years  many  of 

their  past,  the  ablest  manufacturers  have  begun  to  set  the  fashion  of 

making  their  sons  work  through  every  stage  in  successioD  of 

the  business  they  will  ultimately  have  to  control ;  but  this 

splendid  education  can  be  had  only  by  a  few.     So  many  and 

various  are  the  branches  of  any  great  modem  industry  that 

it  would  be  impossible  for  the  employers  to  undertake,  as 

they  used  to  do,  that  every  youth  committed  to  their  care 

should  learn  all ;  and  indeed  a  lad  of  ordinary  ability  would 

and  Uieir    fee  bewildered  by  the  attempt.  But  it  does  not  seem  impracti- 

poasible  ,        •'  ,  .  ,  * 

future.  cable  to  revive  the  apprenticeship  system  in  a  modified  form, 
with  the  understanding  that  the  employer  binds  himself  to 
see  that  the  apprentice  is  thoroughly  taught  in  the  workshop 
all  the  subdivisions  of  one  great  division  of  his  trade,  instead 
of  letting  him  learn  only  one  of  these  subdivisions,  as  too 
often  happens  now.  The  apprentice's  training  would  then 
often  be  as  broad  as  if  he  had  been  taught  the  whole  of  the 
trade  as  it  existed  a  few  generations  ago ;  and  it  might  be 
supplemented  by  a  theoretical  knowledge  of  all  branches  o( 
the  trade,  acquired  in  a  technical  school*. 

years  ago  at  Uniyersity  College,  Bristol,  and  it  has  also  been  adopted  in  Japan. 
(See  the  Report  above  quoted,  Vol.  lu.  p.  140.)  Bnt  it  has  practical  difficohitf 
which  can  be  oTercome  only  by  the  cordial  and  generous  co-operation  of  tb« 
heads  of  large  firms  with  the  CoUege  authorities.  Another  excellent  plan  is  titat 
adopted  in  the  school  attached  to  the  works  of  Messrs  Mather  and  Piatt  tt 
Manchester.  **  The  drawings  made  in  the  school  are  of  work  actually  in  pgogiw 
in  the  shops.  One  day  the  teacher  gives  the  necessary  explanations  and  caksb- 
tions,  and  the  next  day  the  scholars  see,  as  it  were  on  the  anvil,  the  veiy  ynsg 
which  has  been  the  subject  of  his  lecture." 

1  Something  resembling  the  old  apprenticeship  system  has  recently  come  into 
vogue  for  young  Englishmen  who  desire  to  learn  the  business  of  farming  ondci 
the  peculiar  conditions  of  a  new  country  r  and  there  are  some  signs  that  the  phn 
may  be  extended  to  the  business  of  farming  in  this  country,  for  which  it  is  in 
many  respects  admirably  adapted.  But  there  remains  a  great  deal  ol  ediicatkB 
suitable  to  the  farmer  and  to  the  farm-labourer  which  can  best  be  given  in  agrinl- 
tural  colleges  and  daiiy  schools. 

MeanwhUe  many  great  agencies  for  the  technical  education  of  adults  are  beisc 
rapidly  developed,  such  as  public  exhibitions,  trade  associations  and  coagnmm. 
and  trade  journals.  Each  of  them  has  its  own  work  to  do ;  in  agriculture  and 
some  other  trades  the  greatest  aid  to  progress  is  perhaps  found  in  public  shows ; 
but  those  industries  which  are  more  advanced  and  in  the  hands  of  persons  of 
studious  habits  owe  more  to  the  diffusion  of  practical  and  sdentiflc  knowledge  by 
trade  journals,  which,  aided  by  changes  in  the  methods  of  indnstiy  and  also  in  itt 
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The  great  epoch-making  inventions  in  industry  came  book  iy. 
till  recently  almost  exclusively  from  England.     But  now     ^°'  ^'' 
other  nations  are  joining  in  the  race.      The  excellence  of  inventions 

,  in  EnfflAncl 

the  common  schools  of  the  Americans,  the  variety  oftndo^er 
their  lives,  the  interchange  of  ideas  between  diflFerent  races  ^^  ^' 
among  them,  and  the  peculiar  conditions  of  their  agri- 
culture have  developed  a  restless  spirit  of  inquiry;  while 
technical  education  is  now  being  pushed  on  with  great 
vigour*.  On  the  other  hand,  the  diffusion  of  scientific  know- 
ledge among  the  middle  and  even  the  working  classes  of 
Germany,  combined  with  their  familiarity  with  modem 
languages  and  their  habits  of  travelling  in  pursuit  of  instruc- 
tion, has  enabled  them  to  keep  up  with  English  and 
American  mechanics  and  to  take  the  lead  in  many  of  the 
applications  of  chemistry  to  business*. 

§  5.     It   is  true  that  there  are  many  kinds   of  work  So  far  as 
which  can    be  done    as  efficiently  by  an   uneducated  as^^^^ 
by  an  educated  workman :  and   that  the  higher  branches  ^'^f 
of  education  are  of  little  direct  use  except  to  employers  ^^^  ^® 
and  foremen  and  a  comparatively  small  number  of  artisan&  benefits  of 
But  a  good  education  confers  great  indirect  benefits  even  e£caUon 
on  the  ordinary  workman.     It  stimulates  his  mental  activity;  ^^ 
it  fosters  in  him  a  habit  of  wise  inquisitiveness ;  it  makes 
him  more  intelligent,  more  ready,  more  trustworthy  in  his 
wdinary  work ;  it  raises  the  tone  of  his  life  in  working  hours 
and  out  of  working  hours;  it  is  thus  an  important  means 
towards  the  production  of  material  wealth ;  at  the  same  time 
that,  regarded  as  an  end  in  itself,  it  is  inferior  to  none  of 
those  which  the  production  of  material  wealth  can  be  made 
to  subserve. 

We  must  however  look  in  another  direction  for  a  part,  But  milees 

■odal  ooDditioiis,  are  breaking  up  trade  secrets  and  helping  men  of  smaU  means 
in  oompetition  with  their  richer  riyals. 

^  The  qplendid  Massachosetts  Institute  of  Technologj  is  under  the  direction  of 
tbe  ewmomiit,  Oeneral  WaOier. 

*  The  heads  of  ahnoet  erery  progressiTe  firm  on  the  Continent  have  carefoUy 
•tedied  processes  and  machinery  in  foreign  hmds.  The  English  are  great 
trsTdkrs ;  bat  partly  perhaps  on  account  of  their  ignorance  of  other  languages 
they  seem  hardly  to  set  enough  store  on  the  technical  education  that  can  be 
SBined  by  the  wise  use  of  traveL    Bee  the  Beport  quoted  above,  Yoi  i.  p.  281  and 
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BOOK  IV.  perhaps  the  greater  part,  of  the  immediate  economic  gain 

^•^'    which   the  nation  may  derive    from   an    improvement  in 

good  edu-    the   fireneral   and  technical  education  of  the  mass  of  the 

caaon  is  " 

brought      people.     We  must  look  not  so  much   at  those  who  stay 
"^^^ch  of     in  the  rank  and   file  of  the  working  classes,  as  at  those 
^®^^' who  rise   from  a  humble  birth  to  join   the  higher  ranks  i 
grades  of    of  skilled    artisans,  to  become   foremen  or  employers,  to 

indiistnr  ,  ,  .1 

wiu  suffer,  advance  the  boundaries  of  science,  or  possibly  to  add  to 

the  national  wealth  in  art  and  literature. 
For  a  large        The   laws  which  govern    the    birth   of   genius  are  in- 
the  best      scrutable.     It  is  probable  that  the  percentage  of  chUdreo 
iba%hi    ^f   the   working    classes   who   are   endowed   with  natural 
the  nation  abilities  of  the  highest  order  is  not  so  great  as  that  of  the 

18  bom  m  o  •     o  . 

the  lower  children  of  people  who  have  attained  or  have  inherited 
atpr^t  a  higher  position  in  society.  But  since  the  manual  labour 
^^^^  classes  are  four  or  five  times  as  numerous  as  all  other 
aiiow^  to  .classes  put  together,  it  is  not  unlikely  that  more  than  half 
waste.  the  best  natural  genius  that  is  bom  into  the  country  belongs 
to  them ;  and  of  this  a  great  part  is  fruitless  for  want  of 
opportunity.  There  is  no  extravagance  more  prejudicial 
to  the  growth  of  national  wealth  than  that  wasteful  n^li- 
gence  which  allows  genius  that  happens  to  be  bom  of 
lowly  parentage  to  expend  itself  in  lowly  work.  No  chaog^ 
would  conduce  so  much  to  a  rapid  increase  of  material 
wealth  as  an  improvement  in  our  schools,  and  especially  those 
of  the  middle  grades,  combined  with  an  extensive  system 
of  scholarships,  which  should  enable  the  clever  son  of  a 
working  man  to  rise  gradually  from  school  to  school  fill  be 
had  the  best  theoretical  and  prsu;tical  education  which  the 
age  can  give. 
Lessons  of  To  the  abilities  of  children  of  the  working  classes  may 
be  ascribed  the  greater  part  of  the  success  of  the  free 
towns  in  the  Middle  Ages  and  of  Scotland  in  recent  times. 
Even  within  England  itself  there  is  a  lesson  of  the  same 
kind  to  be  learnt :  progress  is  most  rapid  in  those  parts  of 
the  country  in  which  the  greatest  proportion  of  the  leaders 
of  industry  are  the  sons  of  working  men.  For  instance,  the 
beginning  of  the  manufacturing  era  found  social  distinctions 
more  closely  marked  and  more  firmly  established  in  the  South 
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than  in  the  North  of  England.  In  the  South  something  of  a  book  iy. 
spirit  of  caste  has  held  back  the  working  men  and  the  sons  ^•^' 
of  working  men  fix>m  rising  to  posts  of  command ;  and  the 
old  established  fisimilies  have  been  wanting  in  that  elasticity 
and  freshness  of  mind  which  no  social  advantages  can  supply, 
and  which  comes  only  fix)m  natural  gifts.  This  spirit  of 
caste,  and  this  deficiency  of  new  blood  among  the  leaders  of 
indnstiy,  have  mutually  sustained  one  another;  and  there 
are  not  a  few  towns  in  the  South  of  England  whose  decadence 
within  living  memory  can  be  traced  in  a  great  measure  to 
thiscaose. 

§6.  Education  in  art  stands  on  a  somewhat  different  Ecincatioii 
footmg  from  education  in  hard  thinking  :  for  while  the  latter 
nearly  always  strengthens  the  character,  the  former  not 
onfrequently  fisdls  to  do  this.  Nevertheless  the  development 
of  the  artistic  feusulties  of  the  people  is  in  itself  an  aim 
of  the  very  highest  importance,  and  is  becoming  a  chief 
ftctor  of  industrial  efficiency. 

We  are  here  concerned  almost  exclusively  with  those 
bnmches  of  art  which  appeal  to  the  eye.  For  though 
bteiature  and  music  contribute  as  much  and  more  to  the 
fiiiness  of  life,  yet  their  development  does  not  directly  affect, 
uid  does  not  depend  upon,  the  methods  of  business,  the 
processes  of  manu&cture  and  the  skill  of  artisans. 

The  artisan  of  Europe  in  the  Middle  Ages,  and  of  eastern  Tradition 
Mnntries  ^ow,  has  perhaps  obtained  credit  for  more  origin-  matnrad 
%  than  he   has.  really  possessed.     Eastern  carpets,  for  ^^STS^r 
utttance,  are  full  of  grand  conceptions :  but  ^  we  examine  *^  J^ 
*  great   many  examples  of   the  art  of   any  one    place,  who  do  not 
idected  perhaps  from  the  work  of  several  centuries,  we  qnidOy 
rflen  find   very  little  variety  in  their  fundamental  ideaa  S^^'^^**® 
b  bet  every  designer  in  a  primitive  age    is    governed 
»7  precedent:    only  very  daring  people  depart  from  it; 
-▼en   they    do    not    depart    tax,    and    their    innovations 
Je  sabjected   to  the  test    of   experience,   which,  in    the 
ong  run,  is  infallible.      For  though  the  crudest  and  most 
idicoWs  fiaishions  in  art  and  in  literature  will  be  accepted 
y  the  people   for  a  time  at   the  bidding  of  their  social 
apmars,  nothing  but  true  artistic  excellence  has  enabled 
H.  18 
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BOOK  lY.  a  ballad  or  a  melody,  a  style  of  dress  or  a  pattern  of  furniture 
^•^*  to  retain  its  popularity  among  a  whole  nation  for  many 
generations  together.  Those  innovations,  then,  which  were 
inconsistent  with  the  true  spirit  of  art  were  suppressed, 
and  those  that  were  on  the  right  track  were  retained,  aod 
became  the  starting-point  for  further  progress;  and  thus 
traditional  instincts  played  a  great  part  in  preserving  the 
purity  of  the  industrial  arts  in  Oriental  countries,  and  to  & 
less  extent  in  mediaeval  Europe.  But  in  the  modem  era  of 
rapid  changes — some  caused  by  fashion  and  some  by  the 
beneficial  movements  of  industrial  and  social  progress— 
everyone  feels  free  to  make  a  new  departure,  eveiyone 
has  to  rely  in  the  main  on  his  own  resources:  there  is 
no  slowly  matured  public  criticism  to  guide  him. 
And  any  But  this  is  not   the  only,  perhaps  not  the  chief  di&- 

gemiuborn  advantage  under  which  artistic  design  labours  in  our  own 
themfs  ^^'  There  is  no  good  reason  for  believing  that  the  childroi 
d^^ted  t^  of  ordinary  workmen  in  the  Middle  Ages  had  more  power  rf 
art.  artistic  origination  than  those  of  ordinary  village  carpenten 

or  blacksmiths  of  to-day;  but  if  one  among  ten  thousand 
happened  to  have  genius,  it  found  vent  in  his  wo^  and 
was  stimulated  by  the  competition  of  the  gilds  and  in 
other  ways.  But  the  modem  artisan  is  apt  to  be  occupied 
in  the  management  of  machinery ;  and  though  the  fiEuruIties 
which  he  develops  may  be  more  solid  and  may  help  more 
in  the  long  run  towards  the  highest  progress  of  the  human 
race,  than  did  the  taste  and  fiemcy  of  his  medieval  pre- 
decessor, yet  they  do  not  contribute  directly  towards  the 
progress  of  art.  And  if  he  should  find  in  himself  a  higheri 
order  of  ability  than  among  his  fellows,  he  will  probaUj 
endeavour  to  take  a  leading  part  in  the  management  of  > 
trades-union  or  some  other  society,  or  to  collect  together  i 
little  store  of  capital  and  to  rise  out  of  that  trade  in  whici 
he  was  educated.  These  are  not  ignoble  aims ;  but  tii 
ambition  would  perhaps  have  been  nobler  and  more  fruitftf 
of  good  to  the  world,  if  he  had  stayed  in  his  old  trade  an<i 
striven  to  create  works  of  beauty  which  should  live  after  1m 
had  gone. 

It  must  however  be  admitted  that  he  would  have  greaj 
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difficulties  in  doing  this.     The  shortness  of  the  time  which   book  iv. 
we  allow  ourselves  for  changes  in  the  arts  of  decoration,  is    ^*^' 
scarcely  a  greater  evil  than  the  width  of  the  area  of  the  world  But  in 
over  which  they  are  spread ;  for  that  causes  a  further  distrac-  times 
tion  of  the  hasty  and  hurried  efforts  of  the  designer,  by  com-  a^St" 
pelling  him  to  be  always  watching  the  world  movements  of  Jj^jJ^^ 
the  supply  of  and  demand  for  art  products.    This  is  a  task  profession; 
for  which  the    artisan,   who   works   with   his   own  hands, 
is  not  well   fitted;    and   in  consequence  now-a-days   the 
wKnaiy  artisan  finds  it  best   to  follow  and  not  to  lead. 
Even  the  supreme  skill  of  the  Lyons  weaver  shows  itself 
now  almost  exclusively  in  an  inherited  power  of  delicate 
Qnanipulation,  and   fine  perception   of  colour,  that   enable 
hiin  to  carry  out  perfectly  the  ideas  of  professional  designers. 

Increasing  wealth  is  enabling  people  to  buy  things  of  all  and  that 
lands  to  suit  the  fency,  with,  but  a  secondary  regard  to  their  5^1S*  ^° 
powers  of  wearing ;  so  that  in  all  kinds  of  clothing  and  fumi-  ^^^^^ 
tare  it  is  every  day  more  true  that  it  is  the  pattern  which  *<> 'ashion, 

esneoiallT 

»ll8  the  thinga  And,  so  great  is  the  hold  which  French  as  regards 
taste  has  on  the  average  consumer,  that  many  English  manu-  materials, 
icturers  who  hold  their  own  against  the  world  would,  it  is 
aid,  be  driven  out  of  the  market  if  they  had  to  depend  on 
English  patterns.  This  is  however  partly  due  to  the  fact  that 
P^  having  got  the  lead  in  fashions,  a  Parisian  design  is 
likely  to  be  in  harmony  with  the  coming  fashions  and  to  sell 
better  than  a  design  of  equal  intrinsic  worth  from  elsewhere*. 
It  is  probably  true,  though   opinion  is  still  somewhat 

^  French  designers  find  it  best  to  live  in  Paris :  if  they  stay  for  long  oat  of 
Mitaet  with  the  central  movements  of  fiishion  they  seem  to  fall  behindhand. 
io*t  ai  them  have  been  edncated  as  artists,  but  have  failed  of  their  highest 
"Won.  It  is  only  in  exceptional  cases,  as  for  instance  for  the  Sevres  China, 
^  those  who  have  succeeded  as  artists  find  it  worth  their  while  to  design, 
tagtirfniien  can,  however,  hold  their  own  in  designing  for  Oriental  markets,  and 
here  it  evidence  that  the  English  are  at  least  eqoal  to  the  French  in  originality, 
toQ^  they  are  inferior  in  quickness  in  seeing  how  to  groap  forms  and  colours  so 
I  to  obtain  an  effective  resnlt.  (See  the  Report  on  Technical  EducaHon^  Vol.  i. 
f.  256, 261,  824,  S36  and  Vol  m.  pp.  151, 152, 202,  208,  211  and  pamm.)  It  is 
robsUe  that  the  profession  of  the  modem  designer  has  not  yet  risen  to  the  best 
oaitioD  which  it  is  capable  of  holding.  For  it  has  been  to  a  disproportionate 
ttent  tmder  the  inflnenoe  of  one  nation ;  and  that  nation  is  one  whose  works  in 
tt  hi^beet  branches  of  art  have  seldom  borne  to  be  transplanted.  They  have 
•deed  often  been  applauded  and  imitated  at  the  time  by  other  nations,  but 
K7  have  as  yet  seldom  stmck  a  key-note  for  the  best  work  of  later  generations. 

18-2 
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BOOK  IV.  divided  on  the  subject,  that  schools  of  artistic  design  are  not 
°°'^''    so  urgently  needed  in  England,  as  a  more  eflScient  and  cheaper 
system  of  popular  education  in  art  proper.     For  in  this  re- 
spect, perhaps  more  than  any  other,  the  child  of  the  EngEA 
.  workman  has  less  opportunities  than  his  continental  riyak, 
and  especially  those  of  France.     If  we  could  secure  that  all 
who  have  a  natural  turn  for  it  should  receive  a  fairly  good 
education  in  art  proper,  the  applications  of  art  to  design  and 
decoration  might  perhaps  be  left  pretty  much  to  take  care  d 
themselves^ 
It  is  Technical  education  then,  though  it  cannot  add  much 

to^to^  directly  to  the  supply  of  genius  in  art,  any  more  than  it  can 
mw  to"aiiy  ^  science  or  in  business,  can  yet  save  much  natural  artistic 
OTiu*^that  ?®^^^®  fr^™  running  to  waste ;  and  it  is  called  on  to  do  this 
b  bom  in  all  the  more  because  the  training  that  was  given  by  the  older 
ranks.  foims  of  handicraft  can  never  be  revived  on  a  large  scale. 
Theim-  We  may  then  conclude  that  the  wisdom  of  expending 

ofeS^tT*  public  and  private  funds  on  education  is  not  to  be  measured 
tionisa     ^y  i^g  direct  fruits  alone.     It  will  be  profitable  as  a  mere 

good  na-         "^  ^ 

Uonai  in.  investment,  to  give  the  masses  of  the  people  much  greater 
^  *  opportunities  than  they  can  generally  avail  themsehes  o£ 
For  by  this  means  many,  who  would  have  died  unknown, 
are  enabled  to  get  the  start  needed  for  bringing  out  their 
latent  abilities.  And  the  economic  value  of  one  great  in- 
dustrial genius  is  suflScient  to  cover  the  expenses  of  the 
education  of  a  whole  town ;  for  one  new  idea,  such  as 
Bessemer's  chief  invention,  adds  as  much  to  England's  po- 
ductive  power  as  the  labour  of  a  hundred  thousand  men. 
Less  direct,  but  not  less  in  importance,  is  the  aid  given  to 
production  by  medical  discoveries  such  as  those  of  Jenna 

1  The  highest  branches  of  art  escape  indeed  many  of  the  diaadTantaget  lo^ 
which  artistic  design  labonrs  in  our  modem  age.  For  he  who  designs  a  pictv 
executes  it  with  his  own  hands;  there  is  not  in  painting  nor  eren  in  mst^ftni 
that  divorce  between  design  and  technical  familiarity  with  the  material  vhkh  i 
so  great  an  obstacle  to  the  progress  of  onr  metal  and  wood  work. 

Bat  the  painters  themselves  have  pnt  on  record  in  the  portrait-^iallaiei  tk 
fact  that  in  mediieval  times,  and  even  later,  their  art  attracted  a  larger  Aut  4 
the  best  intellect  than  it  does  now ;  when  the  ambition  of  yonth  is  tenqtted  hj  tk 
excitement  of  modem  business,  when  its  zeal  for  imperishable  aehievemntt  ta^ 
a  noble  field  in  the  romantic  discoveries  of  modem  science,  and,  lastly,  vixs  < 
great  deal  of  excellent  talent  is  insensibly  diverted  from  high  aims  by  the  ns^ 
pay  to  be  got  by  hastily  writing  half -thoughts  for  periodical  literature. 
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or  Pasteur,  which  increase  our  health  and  working  power ;  book  iv. 
and  again  hy  scientific  work  such  as  that  of  mathematics  or  ^°'  ^ 
biology,  even  though  many  generations  may  pass  away  before 
it  bears  visible  firuit  in  greater  material  well-being.  All  that 
is  spent  during  many  years  in  opening  the  means  of  higher 
education  to  the  masses  would  be  well  paid  for  if  it  called 
out  one  more  Newton  or  Darwin,  Shakespeare  or  Beethoven. 

There  are  few  practical  problems  in  which  the  economist 
has  a  more  direct  interest  than  those  relating  to  the  princi- 
ples on  which  the  expense  of  the  education  of  children  should 
be  divided  between  the  State  and  the  parenta  But  we 
must  now  consider  the  con4itions  that  determine  the  power 
and  the  will  of  the  parents  to  bear  their  share  of  the 
expense,  whatever  it  may  be. 

§  7.    Most  parents  are  willing  enough  to  do  for  their  The  sacn- 
children  what  their  own  parents  did  for  them ;  and  perhaps  p^^ 
even  to  go  a  little  beyond  it  if  they  should  find  themselves  ^^^^ 
among  neighbours  who  happen  to  have  a  rather  higher  stand-  ^^^^ 
ard.    But  to  do  more  than  this  requires,  in  addition  to  the  dren. 
iDoral  qualities  of  unselfishness  and  a  warmth  of  affection  that 
are  perhaps  not  rare,  a  certain  habit  of  mind  which  is  as  yet 
Qot  very  common.    It  requires  the  habit  of  distinctly  rea- 
lixing  the  future,  of  regarding  a  distant  event  as  of  nearly 
the  same  importance  as  if  it  were  close  at  hand,  or  to  use  an 
expressive  phrase  that  is  something  more  than  an  analogy, 
of  discounting  the  future  at  a  low  rate  of  interest ;  this  habit 
is  at  once  a  chief  product  and  a  chief  cause  of  civilization, 
uid  is  seldom  fully  developed  except  among  the  middle  and 
upper  classes  of  the  more  cultivated  nations. 

Mill  was  so  much  impressed  by  the  difficulties  that  beset  ma 
i parent  in  the  attempt  to  bring  up  his  son  to  an  occupation  th^tuie 
widely  different  in  character  from  his  own,  that  he  said*: — ^|^|^ 
'So  complete,  indeed,  has  hitherto  been  the  separation,  so  weredivi- 
^ngly  marked  the  line  of  demarcation,  between  the  differ-  four  weU- 
nit  grades  of  labourers,  as  to  be  almost  equivalent  to  an  ^J^ 
hereditary    distinction  of  caste;    each   employment  being 
-hiefly  recruited  from  the  children  of  those  already  employed 
n  it,  or  in  employments  of  the  same  rank  with  it  in  social 

1  Book  n.  ch.  ziv.  {  2. 
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BOOK  lY.  estimation,  or  firom  the  children  of  persons  who,  if  originallv 
^"'^*  of  a  lower  rank,  have  succeeded  in  raising  themselves  hy  their 
exertiona  The  liberal  professions  are  mostly  suppUed  by  the 
sons  of  either  the  professional  or  the  idle  classes:  the  mc»^ 
highly  skilled  manual  employments  are  filled  up  firom  the 
sons  of  skilled  artisans  or  the  class  of  tradesmen  who  rank 
with  them :  the  lower  classes  of  skilled  employments  are  in  & 
similar  case ;  and  unskilled  labourers,  with  occasional  excep- 
tions, remain  from  father  to  son  in  their  pristine  condition. 
Consequently  the  wages  of  each  class  have  hitherto  been 
regulated  by  the  increase  of  its  own  population,  ratha- 
than  that  of  the  general  population  of  the  country."  But  he 
goes  on,  "  The  changes,  however,  now  so  rapidly  taking  place 
in  usages  and  ideas  are  undermining  all  these  distinctions." 

BntaU  His  prescience  has  been  vindicated  by  the  procfress  o( 

Bach  Biuurp  ,  ^  .^  r^     o 

lines  of      change  since  he  wrote.     The  broad  lines  of  division  which  he 

between     pointed  out  have  been  almost  obliterated  by  the  rapid  action 

^^[3^^^  of  those  causes  which,  as  we  saw  earlier  in  the  chapter,  are 

tending  to  reducing  the  amount  of  skill  and  ability  required  in  some 

occupations  and  mcreasmg  it  m  others.     We  cannot  anj 

longer  regard   different  occupations  as  distributed  among 

four  great  planes;  but  we  may  perhaps  think  of  them  as 

resembling  a  long  flight  of  steps  of  unequal  breadth,  some 

of  them  being  so  broad  as  to  act  as  landing  stage8\    Or  even 

better  still  we  might  picture  to  ourselves  two  flights  of  stairs, 

one  representing  the  "  hard-handed  industries  "  and  the  otheJ 

"  the  sofb-handed  industries ; "  because  the  vertical  division 

between  these  two  is  in  fact  as  broad  and  as  clearly  maike<i 

as  the  horizontal  division  between  any  two  grades. 

Proviaional        But  though  parents  generally  bring  up  their  children  to 

'  occupations  in  their  own  grade,  and  therefore  the  total  suppl; 

1  Thus  Mill's  cUssification  had  lost  a  great  part  of  its  valne  when  CairMi 
adopted  it  (Leading  PrincipfeSt  p.  72).  A  classification  more  suited  to  oar  exil- 
ing conditions  is  offered  by  Mr  Giddings  {Politieal  Science  Quarteri^y  ToL  n.  ff. 
69 — 71).  It  is  open  to  the  objection  that  it  draws  broad  lines  of  diTiaon  when 
Nature  has  made  no  broad  lines ;  bat  it  is  perhaps  as  good  as  any  diTiaioo  of  iBJ 
dnstry  into  four  grades  can  be.  His  divisions  are  (i)  auUmuUic  mamua!  lok^l 
indnding  common  labourers  and  machine  tenders ;  (ii)  retpondbU  nummtiUtom\ 
including  those  who  can  be  entmsted  with  some  responsibility  and  labovr  ol  nUi 
direction;  (iii)  automatic  brain  workers,  snch  as  bookkeepers,  and  (It)  rtfpmmtij 
brain  workers,  inclading  the  superintendents  and  directors. 


Digitized  by  VjOOQ  iC 


MOBILITY  BETWEEN  GRADES  AND  WITHIN  GRADES.  279 

of  labour  in  any  grade  in  one  generation  is  in  a  great  measure  book  it. 
determined  by  the  numbers  in  that  grade  in  the  preceding  °°'^' 
generation,  yet  within  the  grade  itself  there  is  greater  mobi- 
lity. If  the  advantages  of  any  one  occupation  in  it  rise  above 
the  average,  there  is  a  quick  influx  of  youth  from  other  occu- 
pations into  the  grade.  The  vertical  movement  from  one 
grade  to  another  is  seldom  very  rapid  or  on  a  very  large 
scale ;  but,  when  the  advantages  of  a  grade  have  risen  rela- 
tively to  the  difficulty  of  the  work  required  of  it,  many  small 
streams  of  labour,  both  youthful  and  adult,  will  begin  to  flow 
towards  it ;  and  though  none  of  them  may  be  very  large,  they 
will  together  have  a  sufficient  volume  to  satisfy  before  long 
the  increased  demand  for  labour  in  that  grade. 

We  must  defer  to  a  later  stage  a  fuller  discussion  of  the 
obstacles  which  the  conditions  of  any  place  and  time  oppose 
to  the  free  mobility  of  labour,  and  also  of  the  inducements 
which  they  oflFer  to  anyone  to  change  his  occupation  or  to 
bring  up  his  son  to  an  occupation  different  from  his  own. 
But  we  have  seen  enough  to  conclude  that,  other  things  being 
equal,  an  increase  in  the  earnings  that  are  to  be  got  by  labour 
increases  its  rate  of  growth;  or,  in  other  words,  a  rise  in  its 
demand  price  increases  the  supply  of  it.  If  the  state  of 
knowledge,  and  of  social  and  domestic  habits  be  given,  then 
the  numbers  and  vigour  of  the  people  as  a  whole,  and  the 
numbers  of  any  trade  in  particular,  may  be  said  to  have  a 
supply  price  in  this  sense,  that  there  is  a  certain  level  of  the 
demand  price  which  will  keep  them  stationary ;  that  a  higher 
price  would  cause  them  to  increase,  and  that  a  lower  price 
would  cause  them  to  decrease. 
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THE  GROWTH  OF  WEALTH. 


BOOK  IV. 
CH.  VU. 

Forms  of 

wealth 

among 

barbaxons 

peoples. 


Forms  of 
wealth  in 
early 
stages  of 
oiTuiza* 
tion. 


§  1.  The  earliest  forms  of  wealth  were  probably  imple- 
ments for  hunting  and  fishing,  and  personal  ornaments ;  and, 
in  cold  countries,  clothing  and  huts\  During  this  stage  the 
domestication  of  animals  began;  but  at  first  they  were  pro- 
bably cared  for  chiefly  for  their  own  sake,  because  they  were 
beautiful,  and  it  was  pleasant  to  have  them ;  they  were,  like 
articles  of  personal  ornament,  desired  because  of  the  immedi- 
ate gratification  to  be  derived  firom  their  possession  rather 
than  as  a  provision  against  future  needs'.  Gradually  the 
herds  of  domesticated  animals  increased ;  and  diuing  die 
pastoral  stage  they  were  at  once  the  pleasure  and  the  pnde 
of  their  possessors,  the  outward  emblems  of  social  rank,  and 
by  fiEtr  the  most  important  store  of  wealth  accumulated  as  a 
provision  against  future  needs. 

As  numbers  thickened  and  the  people  settled  down  to 
agriculture,  cultivated  land  took  the  first  place  in  the  inv^- 
tory  of  wealth ;  and  that  part  of  the  value  of  the  land  which 
was  due  to  improvements  (among  which  wells  held  a  con- 
spicuous place)  became  the  chief  element  of  capital^  in  the 


1  A  short  bat  suggestive  stndy  of  the  growth  of  wealth  in  its  eailj  f onns,  is' 
of  the  artaof  life,  is  given  in  Tyler's  Anthropology, 

>  Bagehot  {Economic  StudieSf  pp.  168—6)  after  qaoting  the  evidence  wfakh 
ICr  Gtelton  has  collected  on  the  keeping  of  pet  animals  l^  savage  tribea,  paioli 
ont  that  we  find  here  a  good  iUnstration  of  the  fkct  that  however  carekas  a  mnff 
race  maybe  for  the  fntnre,  it  cannot  avoid  making  some  provision  for  it  A  bov,  i 
fishing-net,  which  wUl  do  its  work  well  in  getting  food  for  to-day,  must  b»  d 
service  for  many  days  to  come :  a  horse  or  a  canoe  that  wOl  cany  one  weD  fa^> 
most  be  a  stored-ap  sonrce  of  many  future  enji^yments.  The  least  ptovidcnt  ^ 
barbaric  despots  may  raise  a  massive  pile  of  buildings,  beoanae  it  is  the  sort 
palpable  proof  of  his  present  wealth  and  power. 
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narrower  sense  of  the  term.     Next  in  importance  came  houses,  book  iy. 
domesticated  animals,  and  in  some  places  boats  and  ships ;    ^'^^ 
but  the  implements  of  production  whether  for  use  in  agri- 
culture or  in  domestic  manufactures  remained  for  a  long 
tdme  of  little  value.    In  some  places,  however,  precious  stones 
and  the  precious  metals  in  various  forms  became  early  a 
leading  object  of  desire  and  a  recognized  means  of  hoarding 
wealth ;  while,  to  say  nothing  of  the  palaces  of  monarchs,  a 
large  part  of  social  wealth  in  many  comparatively  rude  civili- 
zations took  the  form  of  edifices  for  public  purposes,  chiefly 
religious,  and  of  roads  and  bridges,  of  canals  and  irrigation 
wOTka.     For  many  thousands  of  years  these  remained  the  Unta 
chief  forms  of  accumulated  wealth.    In  towns  indeed  houses  ^^^ 
and  household  furniture  took  the  first  place,  and  stocks  of  ^^^. 
the  more  expensive  of  raw  materials  counted  for  a  good  deal ;  "j^®  %i2JL 
but  though  the  inhabitants  of  the  towns  had  often  more  capital, 
wealth  per  head  than  those  of  the  country,  their  total  numbers 
were  small ;  and  their  aggregate  wealth  was  very  much  less 
than  that  of  the  country.    During  all  this  time  the^nly  trade 
that  used  very  expensive  implements  was  the  trade  of  carry- 
ing goods  by  water :  the  weavers'  looms,  the  husbandman's 
{doughs  and  the  blacksmith's  anvils  were  of  simple  construc- 
tion and  were  of  little  account  beside  the  merchant's  ships. 
But  in  the  eighteenth  century  England  inaugurated  the  area 
of  expensive  implements. 

The  implements  of  the  English  farmer  had  been  rising  But  in 
sbwly  in  value  for  a  long  time ;  but  the  progress  was  quick-  Tears  they 
ened  in  the  eighteenth  century.     After  a  while  the  use  first  cr«wed 
of  water  power  and  then  of  steam  power  caused  the  rapid  ^®^  ''•*• 
substitution  of  expensive  machinery  for  inexpensive  hand 
tools  in  one  department  of  production  after  another.    As  in 
earlier  times  the  most  expensive  implements  were  ships  and 
in  some  cases  canals  for  navigation  and  irrigation,  so  now 
they  are  the  means  of  locomotion  in  general ; — railwajrs  and 
tramways,  canals,  docks  and  ships,  telegraph  and  telephone 
systems  and  water- works :  even  gas-works  might  almost  come 
under  this  head,  on  the  ground  that  a  great  part  of  their 
plant  is  dented  to  distributing  the  gas.     After  these  come 
mines  and  iron  and  chemical  works,  ship-building  yards, 
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BOOK  XT.  printing-presses,  and  other  large  factories  fall  of  expensive 

^•^''    machinery. 

On  whichever  side  we  look  we  find  that  the  progress  and 
difiusion  of  knowledge  are  constantly  leading  to  the  adoption 
of  new  processes  and  new  machinery  which  economize  human 
effort  on  condition  that  some  of  the  effort  is  spent  a  good 
while  before  the  attainment  of  the  ultimate  ends  to  which  it 
is  directed.  It  is  not  easy  to  measure  this  progress  exactly, 
because  many  modern  industries  had  no  counterpart  in  ancient 
time&  But  let  us  compare  the  past  and  present  conditions 
of  the  four  great  industries  the  products  of  which  have  not 
changed  their  general  character :  viz.  agriculture,  the  build- 
ing, the  cloth-making,  and  the  canying  tradea  In  the  first 
two  of  these  hand  work  still  retains  an  important  place :  but 
even  in  them  there  is  a  great  development  of  expensive 
machinery.  Compare  for  instance  the  rude  implements  of 
an  Indian  Ryot  even  of  to-day  with  the  equipment  of  a  pro- 
gressive Lowland  farmer^;  and  consider  the  brickmaking> 
mortar-making,  sawing,  planing,  moulding  and  slotting  ma- 
chines of  a  modem  builder,  his  steam  cranes  and  his  electric 
light.  And  if  we  turn  to  the  textile  trades,  or  at  least  to 
those  of  them  which  make  the  simpler  products,  we  find  each 
operative  in  early  times  content  with  implements  the  cost  of 
which  was  equivalent  to  but  a  few  months  of  his  labour; 
while  in  modem  times  it  is  estimated  that  for  each  man, 
woman  and  child  employed  there  is  a  capital  in  plant  akme 
of  about  £200,  or  say  the  equivalent  of  five  years*  labour. 

1  The  farm  implements  for  a  first  class  Byot  fiunily,  indiidiiig  six  or  sertt 
adult  males  are  a  few  light  ploughs  and  hoes  chiefly  of  wood,  of  the  total  tbIim  d 
about  18  rupees  (Sir  G.  Phear,  Aryan  Vtllaget  p.  238)  or  the  equivalent  of  tbfir 
work  for  about  a  month;  while  the  value  of  the  machinery  alone  on  a  veil 
equipped  large  modem  arable  farm  amounts  to  £8  an  acre  {Equipmemi  of  i^ 
FarMf  edited  by  J.  C.  Morton)  or  say  a  year's  work  for  each  person  enqilo^ 
They  include  steam-engines,  trench,  subsoU  and  ordinary  ploughs,  some  to  b» 
worked  by  steam  and  some  by  horse  power ;  various  grubbers,  harrows,  rdlkn,  dod- 
crushers,  seed  and  manure  drills,  horse  hoes,  rakes,  hay-maldng,  mowiog  vd 
reaping  machines,  steam  or  horse  threshing,  chaff  cutting,  turnip  cutting,  hsj- 
pressing  machines  and  a  multitude  of  others.  Meanwhile  there  is  an  ittcr«cix>f 
use  of  silos  and  covered  yards,  and  constant  improvements  in  the  fittings  of  tfe 
dairy  and  other  farm  buildings,  all  of  which  give  great  economy  of  eildrt  b  the 
long  run,  but  require  a  larger  share  of  it  to  be  spent  in  preparing  the  way  for  tk 
direct  work  of  the  farmer  in  raising  agricultural  produce. 

( 
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Again  the  cost  of  a  steam-ship  is  perhaps  equivalent  to  the   book  iv. 
labour  for  ten  years  or  more  of  those  who  work  her ;  while  a    °^'  ^"' 
capital  of  about  £900,000,000  invested  in  railways  in  En- 
gland and  Wales  is   equivalent   to   the  work  for  perhaps 
twenty  years  of  the  400,000  people  employed  on  them^ 

§  2.  As  civilization  has  progressed,  man  has  always  been  And  they 
developing  new  wants,  and  new  and  more  expensive  ways  to  continue 
of  gratifying  them.  The  rate  of  progress  has  sometimes  been  **^"^*^''®*^- 
slow,  and  occasionally  there  has  even  been  a  great  retrograde 
movement ;  but  now  we  are  moving  on  at  a  rapid  pace  that 
grows  quicker  every  year ;  and  we  cannot  guess  where  it  will 
stop.  On  every  side  further  openings  are  sure  to  offer  them- 
selves, all  of  which  will  tend  to  change  the  character  of  our 
social  and  industrial  life,  and  to  enable  us  to  turn  to  account 
vast  stores  of  capital  in  providing  new  gratifications  and  new 
ways  of  economizing  effort  by  expending  it  in  anticipation  of 
distant  wants.  There  seems  to  be  no  good  reason  for  be- 
lieving that  we  are  anywhere  near  a  stationary  state  in 
which  there  will  be  no  new  important  wants  to  be  satisfied ; 
ID  which  there  will  be  no  more  room  for  profitably  investing 
present  effort  in  providing  for  the  future,  and  in  which  the 
accumulation  of  wealth  will  cease  to  have  any  reward.  The 
whole  history  of  man  shows  that  his  wants  expand  with  the 
growth  of  his  wealth  and  knowledge*. 

1  The  number  of  i>er8on8  employed  on  the  Railways  of  the  United  Kingdom  in 
16S4  is  shown  by  a  Parliamentary  Betnm  to  be  867,798.  The  nmnbers  giTen  in 
the  Industrial  Censos  of  1881  are  mach  less,  and  indeed  altogether  untrustworthy. 

*  For  instance,  improvements  which  have  recently  been  made  in  some  American 
dties  indicate  that  by  a  sufficient  outlay  of  capital  each  house  could  be  supplied 
vith  what  it  does  require,  and  relieved  of  what  it  does  not,  much  more  effectively 
than  now,  so  as  to  enable  a  large  part  of  the  population  to  live  in  towns  and  yet 
be  free  from  many  of  the  present  evils  of  town  life.  The  first  step  is  to  make 
BDder  all  the  streets  large  tunnels,  in  which  many  pipes  and  wires  can  be  laid 
■ide  by  aide,  and  repaired  when  they  get  out  of  order,  without  any  interruption 
of  the  general  traffic  and  without  great  expense.  Motive  power,  and  possibly 
eveD  heal,  might  tiien  be  generated  at  great  distances  from  the  towns  (in  some 
cases  in  coal-mines),  and  laid  on  wherever  wanted.  Soft  water  and  spring  water, 
sad  periiaps  even  sea  water  and  OEonized  sir,  might  be  laid  on  in  separate  pipes 
to  neaxly  every  house ;  while  steam-pipes  might  be  used  for  giving  warmth  in 
winter,  and  compressed  air  for  lowering  the  heat  of  summer;  or  the  heat  might 
be  sappHed  by  gas  of  great  heating  power  laid  on  in  special  pipes,  while  light 
was  derived  from  gas  specially  suited  for  the  purpose  or  from  electricity ;  and 
every  bouse  might  be  in  electric  communication  with  the  rest  of  the  town.  All 
anwholesoine  vapours,  including  those  given  off  by  any  domestic  fires  which  were 


Digitized  by  VjOOQ  IC 


284  THE  GROWTH  OF  WEALTH. 

BOOK  lY.  And  with  the  growth  of  openings  for  the  investment  of 
^^  ^'  capital  there  is  a  constant  increase  in  that  surplus  of  produc- 
^a"^  tion  over  the  necessaries  of  life,  which  gives  the  power  to  save, 
has  been  When  the  arts  of  production  were  rude,  there  was  very  little 
Wy^be  surplus,  except  where  a  strong  ruling  race  kept  the  subject 
J^^^S^in  i^^^^'-sfi^  ha;rd  at  work  on  the  bare  necessaries  of  life,  and 
the  power  where  the  climate  was  so  mild  that  those  necessaries  were 

to  acciimii- 

ute.  small  and  easily  obtained.     But  every  increase  in  the  aits 

of  production,  and  in  the  capital  accumulated  to  assist  and 
support  labour  in  future  production,  increased  the  surplus 
out  of  which  more  wealth  could  be  accumulated.  After  a 
time  civilization  became  possible  in  temperate  and  even  in 
cold  climates;  the  increase  of  material  wealth  was  possible 
under  conditions  which  did  not  enervate  the  worker,  and  did 
not  therefore  destroy  the  foundations  on  which  it  rested^ 
Thus  firom  step  to  step  wealth  and  knowledge  have  grown, 
and  with  every  step  the  power  of  saving  wealth  and  extend- 
ing knowledge  has  increased. 
The  dow  §  3.     The*  habit  of  distinctly  realizing  the  future  and 

develop,     providfia^  for  it  has  developed  itself  slowly  and  fitfully  in  the 
hJ^^J  of***®  course  of  man's  history.     Travellers  tell  us  of  tribes  who 
?or^^   might  double  their  resources  and  enjoyments  without  in- 
iature.       creasing  their  total  labour,  if  they  woUld  only  apply  a  little 
in  advance  the  means  that  lie  within  their  power  and  their 
Knowledge ;  as,  for  instance,  by  fencing  in  their  little  plots  of 
vegetables  against  the  intrusion  of  wild  animals. 

-  But  even  this  apathy  is  perhaps  less  strange  than  the 
;wastefulness  that  is  found  now  among  some  classes  in  our 
own  country.  Cases  are  not  rare  of  men  who  alternate  be- 
tween earning  two  or  three  pounds  a  week  and  being  reduced 
to  the  verge  of  starvation :  the  utility  of  a  shilling  to  them 
when  they  are  in  employment  is  less  than  that  of  a  penny 

stiU  used,  might  be  carried  away  by  strong  draughts  through  long  conduits,  to  W 
purified  by  passing  through  large  fnmaoes  and  thence  away  throo^  hife 
chimneys  into  the  higher  air.  To  carry  oat  such  a  scheme  in  the  towns  d 
England  would  require  the  outlay  of  a  much  larger  capital  than  has  been  abaoibeJ 
by  our  raUways.  This  conjecture  as  to  the  ultimate  course  of  town  improTcmeat 
may  be  wide  of  the  truth ;  but  it  serves  to  indicate  one  of  vei^  many  ways  is 
which  the  experience  of  the  past  foreshadows  broad  openings  f or 
effort  in  providing  the  means  of  satisfying  our  wants  in  the  future. 
1  Gomp.  Bk.  I.  Oh.  u. 
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when  they  are  out  of  it,  and  yet  they  never  attempt  to  make  book  it. 
provision  for  the  time  of  need\    At  the  opposite  extreme    ^'^' 
there  are  misers,  in  some  of  whom  the  passion  for  saving, 
borders  on  insanity ;  while,  even  among  peasant  proprietors 
and  some  other  classes,  we  meet  not  unfirequently  with  people 
who  carry  thrift  so  far  as  to  stint  themselves  of  necessaries, 
and  to  impair  their  power  of  future  work.     Thus  they  lose 
eveiy  way :  they  never  really  enjoy  life ;  while  the  income 
which  their  stored-up  wealth  brings  them  is  less  than  they 
would  have  gob  from  the  increase  of  their  earning  power,  if 
they  had  invested  in  themselves  the  wealth  that  they  have 
aocamulated  in  a  material  form. 

In  India,  and  to  a  less  extent  in  Ireland,  we  find  people 
who  do  indeed  abstain  frx)m  immediate  enjojmient  and  save 
up  considerable  sums  with  great  self-sacrifice,  but  spend  all 
their  savings  in  lavish  festivities  at  funerals  and  marriages. 
They  make  intermittent  provision  for  the  near  future,  but 
scarcely  any  permanent  provision  for  the  distant  future :  the 
great  engineering  works  by  which  their  productive  resources 
have  been  so  much  increased,  have  been  made  chiefly  with 
the  capital  of  the  much  less  self-denpng  race  of  Englishmen. 

llius  the  causes  which  control  the  accumulation  of  wealth 
differ  widely  in  different  countries  and  different  ages.  They 
are  not  quite  the  same  among  any  two  races,  and  perhaps 
not  even  among  any  two  social  classes  in  the  same  race. 
They  depend  much  on  social  and  religious  sanctions ;  and  it 
is  remarkable  how,  when  the  binding  force  of  custom  has 
been  in  any  degree  loosened,  differences  of  personal  character 
will  cause  neighbours  brought  up  under  like  conditions  to 
differ  fit)m  one  another  more  widely  and  more  frequently  in 
their  habits  of  extravagance  or  thrift  than  in  almost  any 
other  respect. 

§  4.    The  thriftlessness  of  early  times  was  in  a  great  Security  as 
measure  due  to  the  want  of  security  that  those  who  made  of  saving, 
provision  for  the  future  would  enjoy  it :  only  those  who  were 
already  wealthy  were  strong  enough  to  hold  what  they  had 
saved;  the  laborious  and  self-denying  peasant  who  had  heaped 

^  Thej  '*  diflcoimt "  fatnre  pleasures  (comp.  Book  m.  ch.  t.  §  8)  at  the  rate  of 
many  thoaiands  per  cent,  per  annnm. 
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up  a  little  store  of  wealth  only  to  see  it  taken  from  him  by  a 
stronger  hand,  was  a  constant  warning  to  his  neighbours  to 
enjoy  their  pleasure  and  their  rest  when  they  could.  The 
border  country  between  England  and  Scotland  made  little 
progress  so  long  as  it  was  liable  to  incessant  forays ;  there 
was  very  little  saving  by  the  French  peasants  in  the  last 
century  when  they  could  escape  the  plunder  of  the  tax- 
gatherer  only  by  appearing  to  be  poor,  or  by  Irish  cottiers, 
who,  on  many  estates,  even  a  generation  ago,  were  compelled 
to  follow  the  same  course  in  order  to  avoid  the  landlcmls' 
claims  of  exorbitant  rents. 

Insecurity  of  this  kind  has  nearly  passed  away  fit)m  the 
civilized  world.  But  we  are  still  suffering  in  England  from 
the  effects  of  the  Poor-law  which  ruled  at  the  beginning  of 
the  century,  and  which  introduced  a  new  form  of  insecurity 
for  the  working  classes.  For  it  arranged  that  part  of  then- 
wages  should,  in  effect,  be  given  in  the  form  of  poor  relief; 
and  that  this  should  be  distributed  among  them  in  inverse 
proportion  to  their  industry  and  thrift  and  forethought,  so 
that  many  thought  it  foolish  to  make  provision  for  the  future. 
The  traditions  and  instincts  which  were  fostered  by  that  evil 
experience  are  even  now  a  great  hindrance  to  the  progress  of 
the  working  classes ;  and  the  principle  which  nominally  at 
least  underlies  the  present  Poor-law,  that  the  State  should 
take  account  only  of  destitution  and  not  at  all  of  merit,  acts 
in  the  same  direction  though  with  less  force. 

Insecurity  of  this  kind  also  is  being  diminished:  the 
growth  of  enlightened  views  as  to  the  duties  of  the  Stat^ 
and  of  private  persons  towards  the  poor,  is  tending  to  make 
it  every  day  more  true  that  those  who  have  helped  them- 
selves and  endeavoured  to  provide  for  their  own  fiiture  will 
be  cared  for  by  society  better  than  the  idle  and  the  thought- 
less. But  the  progress  in  this  direction  remains  slow,  and 
there  remains  much  to  be  done  yet. 

§  5.  The  growth  of  a  money-economy  and  of  modem 
habits  of  business  does  indeed  hinder  the  accumulation  of 
wealth  by  putting  new  temptations  in  the  way  of  those  who 
are  inclined  to  live  extravagantly.  In  old  times  if  a  man 
wanted  a  good  house  to  live  in  he  must  build  it  himself; 
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now  he  finds  plenty  of  good  houses  to  be  hired  at  a  rent,  book  iv. 
Fonnerly,  if  he  wanted  good  beer  he  must  have  a  good  brew-    ^'  ^"' 
house,  now  he  can  buy  it  more  cheaply  and  better  than  he  extrara- 
could  hrew  it.     Now  he  can  borrow  books  firom  a  library 
instead  of  buying  them ;  and  he  can  even  i^imish  his  house 
before  he  is  ready  to  pay  for  his  furniture.     Thus  in  many 
ways  the  modem  systems  of  buying  and  selling,  and  lending 
and  borrowing,  together  with  the  growth  of  new  wants,  lead 
to  new  extravagances,  and  to  a  subordination  of  the  interests 
of  the  future  to  those  of  the  present. 

But  on  the  other  hand,  a  money-economy  increases  the  bnt  also  a 
variety  of  the  uses  between  which  a  person  can  distribute  SSntj^t 
his  future  expenditure.     A  person  who  in  a  primitive  state  JJjJ^^ 
of  society  stores  up  some  things  against  a  future  need,  may  provide 
find  that  after  all  he  does  not  need  those  things  as  much  wanted  in 
as  others  which  he  has  not  stored  up ;  and  there  are  many    ®     °"* 
future  wants   against   which   it   is  impossible    to    provide 
directly  by  storing  up  goods.     But  he  who  has  stored  up 
capital  from  which  he  derives  a  money  income  can  buy  what 
he  will  to  meet  his  needs  as  they  arisen 

Again,  modem  methods  of  business  have  brought  with  And  it  has 
them  opportunities  for  the  safe  investment  of  capital  in  such  people  who 
wajs  as  to  )rield  a  revenue  to  persons  who  have  no  good  ^^^^fo, 
opportunity  of  engaging  in  any  business, — not  even  in  that  busing  to 
of  agriculture,  where  the  land  will  under  some  conditions  act  fuiffniite 
M  a  trustworthy  savings-bank.     These  new  opportunities*^  saTing. 
have  induced  some  people  who  would  not  otherwise  have 
attempted  it  to  put  by  something  for  their  own  old  age.     And, 
what  has  had  a  fer  greater  effect  on  the  growth  of  wealth, 
it  has  rendered  it  (or  easier  for  a  man  to  provide  a  secure 
income  for  his  wife  and  children  after  his  death :  for,  after 
all,  iamily  affection  is  the  main  motive  of  saving. 

§  6.    There  are  indeed  some  who  find  an  intense  pleasure  A  few 

doodIo 

m  seeing  their  hoards  of  wealth  grow  up  under  their  hands,  save  for 
with  scarcely  any  thought  for  the  happiness  that  may  be  sJ^^T^ 
got  from  its  use  by  themselves  or  by  others.    They  are 
prompted  partly  by  the  instincts  of  the  chase,  by  the  desire 
to  outstrip  their  rivals ;  by  the  ambition  to  have  shown  ability 

1  Gomp.  Book  m.  Ch.  v.  §  2. 
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Boox  IT.  in  getting  the  wealth,  and  to  acquire  power  and  social  position 

OH^.    Yyj  its  possession.    And  sometimes  the  force  of  habit,  started 

when  they  were  really  in  need  of  money,  has  given  them,  by 

a  sort  of  reflex  action,  an  artificial  and  unreasoning  pleasure 

bat  the      in  amassing  wealth  for  its  own  sake.     But  were  it  not  for  the 

motive  of    fi^ailj;.afltection8,  many  who  now  work  hard  and  save  carefuUy, 

JJ^J  ^    would  not  exert  themselves  to  do  more  than  secure  a  comfort- 

aflfection.    able  annuity  for  their  own  lives ;  either  by  purchase  from  an 

insurance  company,  or  by  arranging  to  spend  every  year^  after 

they  had  retired  from  work,  part  of  their  capital  as  well  as 

all  their  income.     In  the  one  case  they  would  leave  nothing 

behind  them :  in  the  other  only  provision  for  that  part  of 

their  hoped-for  old  age,  from  which  they  had  been  cut  oflF  by 

death.    That  men  labour  and  save  chiefly  for  the  sake  of 

their  fSeimilies  and  not  for  themselves,  is  shown  by  the  faict 

that  they  seldom  spend,  after  they  have  retired  from  w€fA, 

more  than  the  income  that  comes  in  from  their  savingEt, 

preferring  to  leave  their  stored-up  wealth  intact  for  their 

femiilies ;  while  in  this  country  alone  twenty  millions  a  year 

are  saved  in  the  form  of  insurance  policies  and  are  available 

only  after  the  death  of  those  who  save  them. 

A  man  can  have  no  stronger  stimulus  to  energy  and 
enterprise  than  the  hope  of  rising  in  life,  and  leaving  hb 
family  to  start  from  a  higher  round  of  the  social  ladder  than 
that  on  which  he  began.  It  may  even  give  him  an  over- 
mastering passion  which  reduces  to  insignificance  the  desire 
for  ease,  and  for  all  ordinary  pleasures,  and  sometimes  even 
destroys  in  him  the  finer  sensibilities  and  nobler  asfnra- 
tions.  But,  as  is  shown  by  the  marvellous  growth  of  weidth 
in  America  during  the  present  generation,  it  makes  him  a 
mighty  producer  and  accumulator  of  riches ;  unless  indeed 
he  is  in  too  great  a  hurry  to  grasp  the  social  position  which 
his  wealth  will  give  him :  for  his  ambition  may  then  lead  him 
into  as  great  extravagance  as  could  have  been  induced  by  an 
improvident  and  self-indulgent  temperament. 

The  greatest  savings  are  made  by  those  who  have  been 
brought  up  on  narrow  means  to  stem  hard  work,  who  have 
retained  their  simple  habits,  in  spite  of  success  in  business,  and 
who  nourish  a  contempt  for  showy  expenditure  and  a  desire 
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to  be  found  at  their  death  richer  than  they  had  been  thought  book  iv. 
to  be.    This  type  of  character  is  frequent  in  the  quieter  parts    °°'^' 
of  old  but  vigorous  countries,  and  it  was  very  common  among 
the  middle  classes  in  the  rural  districts  of  England  for  more 
than  a  generation  after  the  pressure  of  the  great  French  war 
and  the  heavy  taxes  that  lingered  in  its  wake. 

§  7.    Next,  as  to  the  sources  of  accumulation.    The  power  The  eomroe 
to  save  depends  on  an  excess  of  income  over  necessary  expen-  inuS^'** 
diture;  and  this  is  greatest  among  the  wealthy.     In  this^^J^^" 
otwntiy,  most  of  the  larger  incomes,  but  only  a  few  of  the  'Wl* 
onaller,  are  chiefly  derived  from  capital.     And,  early  in  the  is  the 
present  century,  the  commercial  classes  in  England  had  deriyed 
much  more  saving  habits  than  either  the  country  gentlemen  ^™  **P*" 
or  the  working  classea     These  causes  combined  to  make 
En^h  economists  of  the  last  generation  regard  savings  as 
made  almost  exclusively  from  the 'profits  of  capital. 

But  even  in  modem  England  rent  and  the  earnings  of  But  rent 
professional  men  and  hired  workers  are  an  important  source  ^rnings  of 
of  accumulation :  and  they  have  been  the  chief  source  of  it  JJ^^men, 
in  all  the  earlier  stages  of  civilization  \    Moreover,  the  middle  J?d  of 

^^  hiredwork- 

snd  especially  the  professional  classes  have  always  denied  en,  are 
themselves  much  in  order  to  invest  capital  in  the  education  ^^^  at 
rf  their  children ;  while  a  great  part  of  the  wages  of  the  Sf^^JJ^ 
wariring  classes  is  invested  in  the  ph3rsical  health  and  strength  i?^*^  ^ 
of  their  children.    The  older  economists  took  too  little  account  capital 
of  the  ts^t  that  human  faculties  are  as  important  a  means  of 
production  as  any  other  kind  of  capital ;  and  we  may  conclude, 
in  opposition  to  them,  that  any  change  in  the  distribution  of 
wealth  which  gives  more  to  the  wage  receivers  and  less  to 
rhe  capitalists  is  likely,  other  things  being  equal,  to  hasten 
i^  increase  of  material  production,  and  that  it  will  not  per- 
«ptibly  retard  the  storing-up  of  material  wealth.     Of  course 
iher  things  would  not  be  equal  if  the  change  were  brought 
iboQt  by  violent  methods  which  gave  a  shock  to  public 
ecnrity.    But  a  slight  and  temporary  check  to  the  accumu- 
»tion  of  material  wealth  need  not  necessarily  be  an  evil, 
ven  from  a  purely  economic  point  of  view,  if,  being  made 
nietly  and  without  disturbance,  it  provided  better  oppor- 

^  Comp.  Principles  of  Political  Economy  ^  by  Bichard  JoDea. 
M.  19  ^  , 

Digitized  by  VjOOQ  iC 


290  THE  GROWTH  OF  WEALTH. 

BOOK  IT.  tunities  for  the  great  mass  of  the  people,  increased  their 
^'^''    efficiency,  and  developed  in  them  such  habits  of  self-respect 
as  to  result  in  the  growth  of  a  much  more  efficient  race 
of  producers  in  the  next  generation*     For  then  it  might  do 
more  in  the  long-run  to  promote  the  growth  of  even  material 
wealth  than  great  additions  to  our  stock  of  fiEU^toiies  and 
steam-engines. 
Thep^ic        A  people  among  whom  wealth  is  well  distributed,  and 
tionsof      who  have  high  ambitions,  are  likely  to  accumulajbe  a  great 
^OTttocra-    j^  ^£  public  property ;  and  the  savings  made  in  this  form 
alone  by  some  well-to-do  democracies  form  no  inconsideraUe 
part  of  the  best  possessions  which  our  own  age  has  inherited 
Cx>pera-    from  its  predecessors.     The  growth  of  the  co-operative  move- 
ment in  all  its  many  forms,  of  building  societies^  friendly 
societies,  trades  unions,  of  working  men's  savings-banks  &c^ 
shows  that,  even  so  Seir  as  the  immediate  aocumulation  ai 
material  wealth  goes,  the  resources  of  the  country  are  not,  m 
the  older  economists  assumed,  entirely  lost  when  they  are 
spent  in  paying  wages*. 


We  must  §  8.     Having  looked  at  the  development  of  the  methods 

mind  the  of  saving  and  the  accumulation  of  wealth,  we  may  now  reton 
H^^  to  that  analysis  of  the  relations  between  present  and  deferred 
Sh^^mstei-  pleasures,  which  we  began  from  another  point  of  view  in  oni 
bution  of  a  study  of  Demand*. 

oonunodity  _ 

between  We  there  saw  that  anyone  who  has  a  stock  of  a  conh 

Sdde-  modity  which  is  applicable  to  several  uses  will  endeavour  u 
ferrednsee.  distribute  it  between  them  all  in  such  a  way,  that  if  he  haii 
thought  he  could  increase  his  happiness  by  transferring  stmA 
of  it  from  one  use  to  another  he  would  have  done  so ;  and  that 
therefore,  if  he  has  made  his  distribution  rightly,  he  stqppec 
in  applying  it  to  each  several  use  at  such  a  point  that  1m 
got  an  equal  amount  of  good  out  of  his  last,  or  marginal,  appti 

1  It  most  however  be  admitted  that  what  passes  I7  the  name  of  potA 
property  is  often  only  nothing  more  than  private  wealth  borrowed  on  a  mortftf 
of  fntore  public  revenues.  Municipal  gas-works  for  instance  are  not  fOMni^ 
the  results  of  public  accumulations.  They  were  built  with  weaUh  saved  kg 
private  persons,  and  borrowed  on  public  account. 

a  Book  m.  ch.  v. 
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cation— t.e.  on  the  application  that  he  was  only  just  induced  to  book  iv. 
make  of  it — to  each  separate  use :  or  in  other  words,  he  dis-    ^•^°' 
tributes  it  between  the  diflferent  uses  in  such  a  way  that  it 
has  the  same  marginal  utility  in  each. 

We  saw,  further,  that  the  principle  remains  the  same 
whether  all  the  uses  are  present,  or  some  are  present  and 
others  deferred :  but  that  in  this  latter  case  some  new  con- 
sideiations  enter,  of  which  the  chief  are  that  the  deferring  of 
a  pleasure  necessarily  introduces  some  uncertainty  as  to  its 
ever  being  enjoyed ;  and  secondly,  that,  as  human  nature  is 
constituted,  a  present  pleasure  is  generally,  though  not  always, 
preferred  to  a  pleasure  that  is  expected  to  be  equal  to  it,  and 
is  as  certain  as  anything  can  be  in  human  life. 

A  prudent  person  who  thought  that  he  would  derive  A  person 
equal  pleasures  from  equal  means  at  all  stages  of  his  life,  SS"^* 
would  perhaps  endeavour  to  distribute  his  means  equally  over  ^^^  ^ 
his  whole  life :  and  if  he  thouirht  that  there  was  a  dancfer  Pjesent 

■       o  o      pleasures 

that  his  power  of  earning  income  at  a  future  date  would  to  future, 
run  short,  he  would  certainly  save  some  of  his  means  for  reaps  no 
a  future  date.    He  would  do  this  not  only  if  he  thought  S^mT*"* 
that  his  savings  would  increase  in  his  hands,  but  even  ™2P*  ^ 
if  he  thought  they  would  diminish.     He  would    put  by 
a  few  fruit  and  eggs  for  the  winter,  because  they  would 
then  be  scarce,  though  they  would  not  improve  by  keeping. 
If  he  did  not  see  his  way  to  investing  his  earnings  in  trade 
<»■  on  loan,  so  as  to  derive  interest  or  profits  from  them,  he 
would  follow  the  example  of  some  of  our  own  forefathers 
who  accumulated  small  stores  of  guineas  which  they  carried 
into  the  country,  when  they  retired  from  active  Ufa    They 
reckoned  that  the  extra  gratification  which  they  could  get 
by  spending  a  few  more  guineas  while  money  was  coming 
in  &8t,  would  be  of  less  service  to  them  than  the  comfort 
vhich  those  guineas  would  buy  for  them  in  their  old  age. 
Fhe  care  of  the  guineas  cost  them  a  great  deal  of  trouble ; 
uul  no  doubt  they  would  have  been  willing  to  pay  some 
small  charge  to  anyone  who  would  have  relieved  them  from 
fhe  trouble  without  occasioning  them  any  sort  of  risk. 

We  can  therefore  imagine  a  state  of  things  in  which  Some 
5tored-up  wealth  could  be  put  to  but  little  good  use ;  in  which  might 

19—2       ^         , 
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BOOK  IV.  many  persons  wanted  to  make  provision  for  their  own  fdture; 

*^  ^^    while  but  few  of  those  who  wanted  to  borrow  goods,  were 

therefore    able  to  offer  good  security  for  returning  them,  or  equivalent 

ably  be      goods,  at  a  fdture  date.     In  such  a  state  of  things  the  poet- 

if  interaST  ponement  of,  and  waiting  for  enjoyments  would  be  an  actioo 

nmtive-    ^^^^  incurred  a  penalty  rather  than  reaped  a  reward.    Tbe 

future  pleasure  to  be  got  in  return  for  giving  up  a  preseBt 

one  could  not  be  expected  to  be  greater  than  it,  but  rather 

to  be  less :  by  handing  over  his  means  to  another  to  be  taken 

care  of,  a  person  could  only  expect  to  get  a  sure  promise  of 

something  less,  and  not  of  something  more  than  that  which 

he  lent :  the  rate  of  interest  would  be  negative\ 

but  it  is  Such  a  state  of  things  is  conceivable.     But  it  is  also  con- 

oqiulIIy 

true  that    ceivable,  and  almost  equally  probable,  that  people  may  be  so 

JJJ^^    anxious  to  work  that  they  will  undergo  some  penalty  as  » 

tfttfere^  condition  of  obtaining  leave  to  work.     For,  as  deferring  the| 

were  a       consumption  of  some  of  his  means  is  a  thing  which  a  prod^t 

^rit.        person  would  desire  on  its  own  account,  so  doing  some  work 

is  a  desirable  object  on  its  own  fiUMx>unt  to  a  healthy  p^son. 

Political  prisoners,  for  instance,  generally  regard  it  as  a  fiBLVOur 

to  be  allowed  to  do  a  little  work.    And  human  nature  being 

what  it  is,  we  are  justified  in  speaking  of  the  interest  on  caifitsi 

We  may     as  the  reward  of  the  sacrifice  involved  in  the  waiting  for  the 

cau   ^^    enjoyment  of  material  resources,  because  few  people  wonW 

^^eward  ^^®  much  without  that  reward ;  just  as  we  speak  of  wages 

of  waiting:  ag  the  reward  of  laboxir,  because  few  people  would  work  hard 

without  reward, 
not  of  The  sacrifice  of  present  pleasure  for  the  sake  of  fiitnrej 

*^^*  has  been  called  abstinence  by  economista  But  this  term  has 
been  misunderstood :  for  the  greatest  accumulators  of  wealth 
are  very  rich  persons,  some  of  whom  live  in  luxury,  and  ce^ 
tainly  do  not  practise  abstinence  in  that  sense  of  the  term  in 
which  it  is  convertible  with  abstenuouaiff^  What  econo- 
mists meant  was  that,  when  a  person  abstained  from  consum- 
ing anything  which  he  had  the  power  of  consuming,  with  thej 
purpose  of  increasing  his  resources  in  the  future,  his  absti^ 

^  The  suggestion  that  the  rate  of  interest  may  conceiyably  beeome  a  n^ga^ 
quantity  has  been  disoossed  by  Prof.  Foxwell  in  a  paper  on  Sowte  Social  A^eett  tf 
Banking t  read  before  the  Bankers'  Institute  in  Januaiy,  1886. 
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nence  from  that  particular  act  of  consumption  increased  the  boom  iy. 
accumulation  of  wealth.     Since,  however,  the  term  is  liable    ^^^'' 
to  be  misunderstood,  we  may  with  advantage  avoid  its  use, 
and  say  that  the  accumulation  of  wealth  is  generally  the 
result  of  a  postponement  of  enjoyment,  or  of  a  watting  for  it^ 

The  "demand  price"  of  accumulation,  that  is  the  future 
pleasure  which  his  surroundings  enable  a  person  to  obtain 
by  working  and  waiting  for  the  future,  takes  many  forms: 
but  the  substance  is  always  the  same.  The  extra  pleasure 
which  a  peasant  who  has  built  a  weather-proof  hut  derives 
from  its  usance  while  the  snow  is  drifting  into  those  of  his 
neighbours  who  have  spent  less  labour  on  building  theirs,  is 
the  price  earned  by  his  working  and  waiting:  and  is  similar 
in  all  fundamental  respects  to  the  interest  which  the  retired 
physician  derives  &om  the  capital  he  has  lent  to  a  factory  or 
a  mine  to  enable  it  to  improve  its  machinery.  And  on 
account  of  the  numerical  definiteness  of  the  form  in  which 
it  is  expressed,  we  may  take  this  interest  to  be  the  type 
of  and  to  represent  the  usance  of  wealth  in  other  forms. 

It  matters  not  for  our  immediate  purpose  whether  the 
power  over  the  enjoyment  for  which  the  person  waits,  was  - 
earned  by  him  directly  by  labour,  which  is  the  original  source 
of  nearly  all  enjoyment;  or  was  acquired  by  him  &om  others, 
by  exchange  or  by  inheritance,  by  legitimate  trade  or  by  un- 
scrupulous forms  of  speculation,  by  spoliation  or  by  fraud : 
tbe  only  points  with  which  we  are  just  now  concerned  are 
that  the  growth  of  wealth  involves  in  general  a  deliberate 
waiting  for  a  pleasure  which  a  person  has  (rightly  or  wrongly) 
the  power  of  commanding  in  the  immediate  present,  and  that 
his  willingness  so  to  wait  depends  on  his  habit  of  vividly 
realizing  the  future  and  providing  for  it. 

§9.    But  let  us  look  more  closely  at  the  statement  that,  as  Thegnator 
.       "^         .  the  rate  of 

boman  nature  is  constituted,  an  increase  in  the  future  pleasure  gain  from 
trhich  can  be  secured  by  a  present  given  sacrifice  will  in  general  ^^[^^ 
increase  the  amount  of  present  sacrifice  that  people  will  make.  ^^J^ 

1  Karl  Man  and  hia  foUowera  haye  found  much  amoaement  in  contemplating 
lie  aecmmilationB  of  wealth  which  reenlt  from  the  ahetinenceof  Baron  Bothachild, 
Hnch  they  contrast  with  the  eziravaganoe  of  a  labourer  who  feeds  a  family  of 
wren  on  seren  shillings  a  week,  and  living  np  to  his  fall  income,  practises  no 
jtononric  abstinence  at  alL 
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BOOK  XV.  Suppose,  for  instance,  that  villagers  have  to  get  timber  for 

cH^^.   building  their  cottages  from  the  forests ;  the  more  distant  these 

be  the        are,  the  smaller  will  be  the  return  of  future  comfort  eot  b? 

saving  o        • 

each  day's  work  in  fetching  the  wood,  the  less  will  be  their 

future  gain  from  the  wealth  accumulated  probably  by  each 
day's  work :  and  this  smallness  of  the  return  of  future  pleasure, 
to  be  got  at  a  given  present  sacrifice,  will  tend  to  prevent  them 
from  increasing  the  size  of  their  cottages ;  and  will  perhaps 
diminish  on  the  whole  the  amount  of  labour  they  spend  in 
but  not  eettinir  timber.  But  this  rule  is  not  without  exception.  For, 
if  custom  has  made  them  familiar  with  cottages  of  only  one 
feishion,  the  further  they  are  from  the  woods,  and  the  smaller 
the  usance  to  be  got  from  the  produce  of  one  day's  wort 
the  more  days'  work  will  they  give. 
So  the  And  similarly  if  a  person  expects,  not  to  use  his  wealth 

^xe^t    *  himself,  but  to  let  it  out  on  interest,  the  higher  the  rate  of 
^^^^^  interest  the  higher  his  reward  for  saving.     If  the  rate  of 
the  uYing  interest  on  sound  investments  is  4  per  cent.,  and  he  gives  up 
£100  worth  of  enjoyment  now,  he  may  expect  an  annuity  of 
£4  worth  of  enjojrment :  but  he  can  expect  only  £3  wOTth, 
if  the  rate  is  3  per  cent.  And  a  fall  in  the  rate  of  interest  will 
generally  lower  the  margin  at  which  a  person  finds  it  just 
not  worth  while  to  give  up  present  pleasures  for  the  sake  of 
those  future  pleasures  that  are  to  be  secured  by  saving  some 
of  his  means.     It  will  therefore  generally  cause  people  to 
consume  a  little  more  now,  and  to  make  less  provision  for 
future  enjoyment.     But  this  rule  is  not  without  exception, 
but  there  For  indeed   Sir  Josiah   Child  remarked   two  centuries 

ceptioDB  to  ago,  that  in  countries  in  which  the  rate  of  interest  is  high, 
®  ®*  merchants  "when  they  have  gotten  great  wealth,  leave 
trading"  and  lend  out  their  money  at  interest,  "the  gain 
thereof  being  so  easy,  certain  and  great ;  whereas  in  other 
countries  where  interest  is  at  a  lower  rate,  they  continue 
merchants  from  generation,  to  generation,  and  enrich  them- 
selves and  the  state."  And  it  is  as  true  now,  as  it  was  then, 
that  many  men  retire  from  business  when  they  are  yet 
almost  in  the  prime  of  life,  and  when  their  knowledge  of 
men  and  things  might  enable  them  to  conduct  their  busi- 
ness  more  efficiently  than  ever.    Again,  as  Mr  Sargant  has 
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pointed  out,  if  a  man  has  decided  to  go  on  working  and  book  it. 
saving  till  he  has  provided  a  certain  income  for  his  old  age,  *^°'  ^"' 
or  for  his  family  after  his  death,  he  will  find  that  he  has  to 
save  more  if  the  rate  of  interest  is  low  than  if  it  is  high. 
Suppose,  for  instance,  that  he  wishes  to  provide  an  income  of 
£400  a  year  on  which  he  may  retire  from  business,  or  to 
insure  £400  a  year  for  his  wife  and  children  after  his  death : 
if  then  the  current  rate  of  interest  is  5  per  cent.,  he  need  only 
put  by  £8,000,  or  insure  his  life  for  £8,000 ;  but  if  it  is  4  per 
cent.,  he  must  save  £10,000,  or  insure  his  life  for  £10,000. 

It  is  then  possible  that  a  continued  fall  in  the  rate  of  Bat  in 
interest  may  be  accompanied  by  a  continued  increase  in  the  exceptions, 
yearly  additions  to  the  world's  capital.     But  none  the  less  is  ^'^^  of 
it  trae  that  a  fell  in  the  distant  benefits  to  be  got  by  a  J^^^ 
given  amount  of  working  and  waiting  for  the  future  does  make 
tend  on  the  whole  to  diminish  the  provision  which  people  San  it 
make  for  the  future ;  or  in  more  modem  phrase,  that  a  fall  ^^J^b^ 
in  the  rate  of  interest  tends  to  check  the  accumulation  of 
wealth.    For  though  with  man's  growing  command  over  the 
resources  of  nature,  he  may  continue  to  save  much  even  with 
a  low  rate  of  interest ;  yet  while  human  nature  remains  as  it 
is  every  fell  in  that  rate  is  likely  to  cause  many  more  people 
to  save  less  than  to  save  more  than  they  would  otherwise 
have  done. 

The  causes  which  govern  the  accumulation  of  wealth  The  final 
and  its  relation  to  the  rate  of  interest  have  so  many  points  ^'^Ji^"'^ 
of  contact  with  various  parts  of  economic  science  that  the  ^22t^ 
study  of  them  cannot  easily  be  brought  together  in  one  part  P^*?*^^ 
of  our  inquiry.    Something  needed  to  be  said  of  them  before  stage, 
going  further;  but  we  must  return  to  them  again  and  discuss 
them  fix)m  a  more  advanced  standpoint  when  we  treat  of 
Demand  and  Supply  in  relation  to  Capital.    Meanwhile  we 
may  sum  up  provisionally  the  results  of  the  present  chapter. 

§  10.  The  accumulation  of  wealth  is  governed  by  a  Provisional 
great  variety  of  causes :  by  custom,  by  habits  of  self-control 
and  realizing  the  future,  and  above  all  by  the  power  of 
fiamily  affection.  Security  is  a  necessary  condition  for  it, 
and  the  progress  of  knowledge  and  intelligence  furthers  it 
in  many  ways. 
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BOOK  IT.  A  rise  in  the  rate  of  interest,  or  demand  price,  for  saving 
^•^^  tends  to  increase  the  volume  of  saving.  For  in  spite  of 
the  tact  that  a  few  people  who  have  determined  to  secure 
an  income  of  a  certain  fixed  amount  for  themselves  or  their 
fetmily  will  save  less  with  a  high  rate  of  interest  than  with  a 
low  rate,  it  is  a  nearly  \miversal  rule  that  a  rise  in  the  rate 
increases  the  desire  to  save;  and  it  often  increases  the  power 
to  save,  or  rather  it  is  often  an  indication  of  an  increased 
eflSciency  of  our  productive  resources :  but  the  older  econo- 
mists went  too  £aT  in  suggesting  that  a  rise  of  interest  (or  of 
profits)  at  the  expense  of  wages  always  increased  the  power 
of  saving:  they  forgot  that  from  the  national  point  of  view 
the  investment  of  wealth  in  the  child  of  the  working  man  is 
as  productive  as  its  investment  in  horses  or  machinery. 

It  must  however  be  recollected  that  the  annual  invest- 
ment of  wealth  is  a  small  part  of  the  already  existing  stodc, 
and  that  therefore  the  stock  would  not  be  increased  per- 
ceptibly in  any  one  year  by  even  a  considerable  increase  in 
the  annu€kl  rate  of  saving. 


Note  on  the  Statistics  of  the  Gbowth  of  Wealth. 

The  statistical  history  of  the  growth  of  wealth  is  singularly  poor  asd 
misleading.  This  is  partly  due  to  difficulties  inherent  in  any  attempt 
to  give  a  numerical  measiue  of  weeJth  which  shall  be  applicable  to 
different  places  and  times,  partly  to  the  absence  of  systematic  atteinptd 
to  coUect  the  necessary  facts.  The  Qovemment  of  the  United  States 
does  indeed  ask  for  returns  of  every  person's  property;  and  though  the 
results  thus  obtained  are  not  very  satis£Ebctory,  yet  they  are  probably 
the  best  we  have. 

Estimates  of  the  wealth  of  other  countries  have  to  be  based  almost 
exclusively  on  estimates  of  income,  which  are  capitalized  at  varioos 
numbers  of  years'  purchase ;  this  number  being  chosen  with  refoeDce 
(i)  to  the  general  rate  of  interest  current  at  the  time,  (ii)  to  the  extent 
to  which  the  income  derived  from  the  use  of  wealth  in  any  partioilar 
form  is  to  be  credited  (a)  to  the  permanent  income-yielding  power  of  the 
wealth  itself ;  and  (6)  to  either  the  labour  spent  in  applying  it,  or  the 
using  up  of  the  capital  itself.  This  last  head  is  specially  important  in 
the  case  of  ironworks  which  depreciate  rapidly,  and  still  more  in  the 
case  of  such  mines  as  are  likely  to  be  speedily  exhausted ;  both  moat 
be  capitalized  at  only  a  few  years'  purchase.    On  the  other  hand,  tlw 
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iDOome-jielding  power  of  land  is  likely  to  increase  ;  and  where  that  is   boos  iy. 
the  case»  the  income  from  land  has  to  be  capitalized  at  a  great  number     <^*  '^^^ 
of  jeemf  purchase  (which  may  be  r^|;arded  as  making  a  negative 
pnmsion  under  the  head  of  ii  6). 

Land,  houses,  and  live  stock  are  the  three  forms  of  wealth  which  have 
beeo  in  the  first- rank  of  importance  always  and  everywhere.  But  land 
differs  from  other  things  in  this,  that  an  increase  in  its  value  is  often 
chiedj  due  to  an  increase  in  its  scarcity ;  and  is  therefore  a  measure 
rather  of  growing  wants,  than  of  growing  means  of  meeting  wants. 
Thus  the  land  of  the  United  States  in  1880  counted  as  of  about  equal 
Talue  with  the  land  of  the  United  Kingdom,  and  about  half  that  of 
Pfance.  Its  money  value  was  insignificant  a  himdred  years  ago ;  and 
if  the  density  of  population  two  or  three  himdred  years  hence  is  nearly 
the  same  in  the  United  States  as  in  the  United  Kingdom,  the  land 
of  the  former  will  then  be  worth  at  least  twenty  times  as  much  as  that 
of  the  latter. 

In  the  early  middle  ages  the  whole  value  of  the  land  of  England 
^as  much  less  than  that  of  the  few  large-boned  but  small-sized  animals 
that  starved  through  the  winter  on  it :  now,  though  much  of  the  best 
W  u  entered  under  the  heads  of  houses,  railways,  &c. ;  though  the 
hTe  stock  is  now  probably  more  than  ten  times  as  heavy  in  aggregate 
^ght,  and  of  better  quality ;  and  though  there  is  now  abundant 
fuming  capital  of  kinds  which  were  then  unknown  ;  yet  agricultural 
W  is  now  worth  more  than  three  times  as  much  as  the  farm  stock. 
The  few  years  of  the  pressure  of  the  great  French  war  nearly  doubled 
the  nominal  value  of  the  land  of  England,  and  the  free  trade  which 
^  enriched  the  people  has  checked  the  rise  in  the  value  of  that  part 
of  Uie  land  which  is  devoted  to  agriculture. 

When  account  is  taken  of  facts  of  this  class,  and  also  of  the  fact 
that  a  fall  in  the  rate  of  interest  increases  the  number  of  years'  purchase 
at  which  any  income  has  to  be  capitalized,  and  therefore  increases  the 
^alae  of  a  property  which  yields  a  given  income ;  we  see  that  the 
^^tunates  of  national  wealth  would  be  very  misleading,  even  if  the 
^^Atistics  of  income  on  which  they  were  based  were  acciuate,  and  the 
JOieral  purchasing  power  of  money  remained  always  the  same :  and 
Kither  of  these  two  conditions  is  approximately  fiilfilled.  But  still 
wh  estimates  are  not  whoUy  without  value.  The  following  table  is 
'i^mpiled  chiefly  frt>m  data  coUected  by  Mr  Giffen  in  his  excellent  Orowth 
f  Capital ;  and  arranged  so  as  to  show  the  values  of  Land,  Houses, 
'annstock  and  other  forms  of  wealth  in  dififerent  countries,  and  in 
^Jiglaod  at  different  times.  It  must  however  be  premised  that  the 
erm  Farm-capital  is  not  always  used  in  the  same  sense :  it  is  used 
roadly  in  England  and  narrowly  in  the  United  States.  Also  it  should 
e  noted  that  that  part  of  the  value  of  houses  &c.,  which  is  really  the 
aloe  <rf  the  land  on  which  they  are  built,  increases  with  the  density  of 
opuktion,  and  especially  with  the  growth  of  large  cities.    Thus  for 
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BOOK  !▼«   instance  in  the  United  States  it  is  already  considerable,  and  is  rapidlj 
CH.  vn.    growing. 


Country  and 
Author  of 
EftimAte. 

Land. 
£maUoo. 

UOUMS. 
£lDiU10D. 

Farm- 
capltaL 

Other 

wealth. 

£mi]lioa. 

Total 

wealth. 

£mmion. 

England. 

1812  (Colqahoim)     . 
1885(Giffen)    .    .    . 

180 

750 

1,833 

45 

800 

1,700 

25 
143 
382 

70 

653 

8,012 

320 
1,846 
6,427 

1 

58 

180   1 
315 

Unitkd  Eimodom. 
1812  (Colqnhoiin) 
1865(Giffen)    .    .    . 
1875(Giffen)    .    .    . 
1885(Giffen)    .    .    . 

1,200 
1,864 
2,007 
1,691 

400 
1,031 
1,420 
1,927 

228 
620 
668 
522 

208 
2,598 
4,458 
5397 

2,736 

6,113 

8,548 

10,087 

t 
160 
200    1 
260 
270    1 

Unitbd  Statbb. 
1880  (Census)  .    .    . 

2,040 

2,000 

480 

4,208 

8,728 

17$    1 

France. 
1878  (de  FoviUe)       . 

4,000 

1,000 

560 

2,440 

8,000 

215 

Italy. 
1884  (Panialeoni)     . 

1,160 

360 

1,920 

! 

6S 

There  is  some  interest  in  comparing  the  growth  of  wealth  and  po- 
pulation in  England  during  the  last  300  years  and  in  the  United  States 
during  the  last  100.  Making  use  of  Mr  Giffen's  survey  of  contemporarr 
estimates,  we  may  take  the  following  pairs  of  figures  as  gi%dng  approxi- 
mately the  number  of  millions  in  the  population  of  England,  and  tbe 
number  of  £  in  the  property  per  head  :— a.d.  1000,  4^,  £22  ;  1700^  5|, 
£60 ;  1750,  7,  £70 ;  1800, 9,  £167  ;  1850, 18  [£180  ?] ;  1885, 27^.  ^^ 
And  from  the  census  for  the  United  States,  we  get  similarly  a.d.  1790, 
3-9,  £37  ;  1800,  53,  £40  ;  1810,  72,  £42  ;  1820,  9-6,  £39 ;  1830, 12^ 
£42  ;  1840,  17-0,  £44  ;  1850,  23*2,  £62  ;  1860,  315,  £102  ;  1870,  36-5, 
£156 ;  1880,  50*1,  ;£165.  (These  estimates  of  wealth  up  to  1830  &re 
private ;  afterwards  official}  It  may  be  noted  that  in  1880  the  nul- 
ways  of  the  United  States  were  a  little  over  ^£100,000,000  in  valne^ 
while  those  of  the  United  Kingdom  were  somewhat  less  :  and  that  thft 
value  of  household  furniture,  &c.,  is  put  at  £1,000,000,000  for  tbe 
former  and  £700,000,000  for  the  latter.  In  1800  Beeke  had  estimated 
furniture,  &c.  (including  plate  and  jewels,  which  were  relatively  mow 
important  then  than  now)  at  £210,000,000 ;  and  in  1812  Colqub<»a 
put  them  at  £25P,000,000. 

Some  interesting  details  of  the  growth  of  wealth  in  France,  coUectei 
by  M.  Neymarck,  have  recently  been  published  in  England  in  tbe 
Statistical  Journal^  and  an  instructive  history  of  changes  in  tba 
relative  wealth  of  different  parts  of  England  has  been  deduced  by  Rogen  < 
from  the  assessment  of  the  several  counties  for  the  purpoaes  of  tax- 
ation. 
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INDUSTRIAL  ORGANIZATION* 

§  1.    Writers  on  social  science  from  the  time  of  Plato  book  iv. 
downwards  have  delighted  to  dwell  on  the  increased  efficiency   ^^J^- 
which  labour  derives  from  organization.     But  in  this,  as  in  T^®. 
other  cases,  Adam  Smith  gave  a  new  and  larger  significance  that  or- 
to  an  old  doctrine,  by  the  philosophic  thoroughness  with  ^^S^ 
which  he  explained  it,  and  the  practical  knowledge  with  ^^?^ 
which  he  illustrated  it.    After  insisting  on  the  advantages  of  ^*.^*°^ 
the  division  of  labour,  and  pointing  out  how  they  render  it  gave  it 
possible  for  increased  numbers  to  live  in  comfort  on  a  limited 
territory,  he  argued  that  the  pressure  of  population  on  the 
means  of  subsistence  tends  to  weed  out  those  races  who 
through  want  of  organization  or  for  any  other  cause  are 
tinable  to  turn  to  the  best  account  the  advantages  of  the 
place  in  which  they  live. 

Before  Adam  Smith's  book  had  yet  found  many  readers,  and  since 
biologists  were  already  beginning  to  make  great  advances  ecoDomUts 
towards  understanding  the  real  natiure  of  the  diff^rei^ces  ^^^^^^^^ 
in  oxganization  which  separate  the  higher  frx)m  the  lower  worked 
animalB ;    and  before  two   more   generations  had  elapsed  ezamining 
Malthus'  historical  account  of  man's  struggle  for  existence  encewMch 
»et  Darwin  thinking  as  to  the  eflfects  of  the  struggle  for  ^^f^^' 
existence  in  the  cmimal  world.     Since  that  time  biolocy  has  pirviv^ 

""^       ,    has  exerted 

more  than  repaid  her  debt;  and  economists  have  in  their  on  organic 
turn  owed  much  to  the  many  profoimd  analogies  which  have 
been  discovered  between  social  and  especially  industrial 
organization  on  the  one  side  and  the  physical  organization  of 
the  higher  animals  on  the  other.  In  a  few  cases  indeed  the 
apparent  analogies  disappeared  on  closer  inquiry :  but  many 
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BOOS  IT.  of  those  which  seemed  at  first  sight  most  &nciful,  have 
^•^"^  gradually  been  supplemented  by  others,  and  have  at  lasl 
established  their  claim  to  illustrate  a  fundamental  unity  of 
action  between  the  laws  of  nature  in  the  physical  and  in  the 
moral  world.     This  central  unity  is  set  forth  in  the  general 
rule,  to  which  there  are  not  very  many  exceptions,  that  the 
development  of  the  organism,  whether  social  or  physical 
involves  a  greater  subdivision  of  functions  between  its  sepa- 
rate parts  on  the  one  hand,  and  on  the  other  a  more  intimate 
connection  between  them\     Each  part  gets  to  be  less  and 
less  self-sufficient,  to  depend   for  its  well-being  more  and 
more  on  other  parts,  so  that  no  chsmge  can  ti^e  place  in 
any  part  of  a  highly-developed  organism  without  affecting 
others  also. 
Differentia         This  increased  subdivision  of  functions,  or  "  differentia- 
Integra-     tion"  as  it  is  called,  manifests  itself  with  regard  to  industry 
tion.  ^  g^^j^  forms  as  the  division  of  labour,  and  the  develop- 

ment of  specialized  skill,  knowledge  and  machinery :  while 
'integration,''  that  is,  a  growing  intimacy  and  firmness  of 
the  connections  between  the  separate  parts  of  the  industnal 
organism,  shows  itself  in  such  forms  as  the  increase  of 
security  of  commercial  credit,  and  of  the  means  and  habits 
of  communication  by  sea  and  road,  by  railway  and  tel^;nq^ 
by  post  and  printing-presa  — , 

The  doctrine  that  those  organisms  which  are  the  most 
highly  developed,  in  the  sense  in  which  we  have  just  used 
the  phrase,  are  those  which  are  most  likely  to  survive  in 
the  struggle  for  existence,  is  as  yet  but  partly  thought  out 
and  imperfectly  established,  so  far  as  its  minor  details  go, 
both  in  biology  and  in  social  science.  And  without  pursuing 
this  point  further  at  present,  we  may  pass  to  consider  the 
main  bearings  in  economics  of  the  law  that  the  struggle  for 
'existence  causes  those  organisms  to  multiply  which  are  best 
fitted  to  derive  benefit  fix)m  their  environment. 
The  law  of        The  law  requires  to  be  interpreted  carefully:   for  Ae 

^  Besides  the  writings  of  Herbert  Spencer  on  this  sn^ject,  and  Bafebot'i 
Phyties  €md  Politica^  see  a  brilliant  paper  by  Hackel  on  Arheiitthetiumg  n 
MenMchen  und  Thierenleben,  Beference  may  also  be  made  to  SchSflle's  Bmt  wmi 
Leben  de9  $oeialen  KGrpers,  and  to  Heam's  PUUclogy. 
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bet  that  a  thing  is  beneficial  to  its  environment  will  not  book  it. 
by  itself  secure  its  survival  either  in  the  physical  or  in  the  °^j_^' 
moral  world     The  law  of  "survival  of  the  fittest"  states "trnggie 

forsuiTiTal 

that  those  (n^ganisms  tend  to  survive  which  are  best  fitted  reomres 
to  utilize  the  environment  for  their  own  purposes ;  not  those  fajw  i^ter- 
which  are  best  fitted  to  benefit  the  environment,  except  in  i^^- 
80  far  as,  by  benefiting  it,  they  may  increase  the  support 
which  they  derive  from  it.     In  order  therefore  that  the 
demand  for  any  industrial  arrangement  may  be  certain  to 
cill  forth  a  supply,  it  must  be  something  more  than  a  mere 
desire  for  the  arrangement,  or  a  need  for  it,  such  as  a  desire 
OD  the  part  of  employ^  for  a  share  in  the  management  and 
the  profits  of  the  factory  in  which  they  work,  or  the  need  on 
the  part  of  clever  youths  for  a  good  technical  education.     It 
most  be  an  efficient  demand ;  that  is,  it  must  take  effect  by 
offmng  payment  or  some  other  benefit  to  those  who  supply 
it*;  otherwise  it  is  not  a  demand  in  the  sense  in  which 
the  term  is  used  when  it  is  said  that  supply  naturally  and 
sorely  follows  demand.    This  seems  a  hard  &ct :  but  some  its  hank- 
of  its  harshest  features  are  softened  down  by  the  principle  Mft^ed^ 
rf  heredity ;  which  causes  those  races  to  flourish  in  their  en-  ^piJ^" 
nronment  the  members  of  which  render  unrequited  services  i>«wdity. 
to  other  members. 

§2.    Even  in  the  vegetable  world  a  species  of  plants,  ilo  nee 
however  vigorous  in  its  growth,  which  should  be  neglectful  ^e^the 
of  the  interests  of  its  seeds,  would  soon  perish  firom  the  earth.  JJ^S^ij 
The  standard  of  fiunily  and  race  duty  is  often  high  in  the  '^Sj^lg^ 
numal  kingdom ;  and  even  those  predatory  animals  which  parents 
we  are  accustomed  to  regard  as  the  types  of  cruelty,  which  ^^^its  ^ 
fiercely  utilize  the  environment  and  do  nothing  else  for  it  in  ^^riDs 
retom,  must  yet  be  willing  as  individuals  to  exert  themselves 
ibr  the  benefit  of  their  offspring.     And  going  beyond  the 
oanower  interests  of  the  family  to  those  of  the  race,  we  find 
that  among  so-called  social  animals,  such  as  bees  and  ants, 
those  races  survive  in  which  the  individual  is  most  energetic 

^  Ukt  an  other  doctrines  of  the  same  class,  this  requires  to  be  interpreted  in 
the  H^  of  the  fact  that  the  effeetiye  demand  of  a  purchaser  depends  on  his 
>Mtoi>  as  wen  as  on  his  wants :  a  small  want  on  the  part  of  a  rich  man  often  has 
Dun  effeettre  force  in  controlling  the  bnsinees  arrangements  of  the  world  than  a 
peat  want  on  the  part  of  a  poor  man. 
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BOOK  IV.  in  performiug  varied  services  for  the  society  without  the 
oH^jm.  prompting  of  direct  gain  to  himseit 

But  when  we  come  to  human  beings,  endowed  with 
reason  and  speech,  the  influence  of  a  tribal  sense  of  duty  in 
strengthening  the  tribe  takes  a  more  varied  form.    It  is  true 
that  in  the  ruder  stages  of  human  life  many  of  the  services 
rendered  by  the  individual  to  others  are  nearly  as  mudi  due 
to  hereditary  habit  and  unreasoning  impulse  as  are  those  of 
In  man      the  bees  and  ant&     But  deliberate,  and  therefore  moral,  self- 
sacrifice     sacrifice  soon  makes  its  appearance ;    it  is  fostered  by  the 
deU^nite,  &r-seeing  guidance  of  prophets  and  priests  and  legislator, 
Sds  of^e  ^^^  ^  inculcated  by  parable  and  legend.     Gradually  the  un- 
BtrenffUi  of  reasoning  qmipathy,  of  which  there  are  germs  in  the  lower 
animals,  extends  its  area  and  gets  to  be  deliberately  adopted 
as  a  basis  of  action :  tribal  affection,  starting  &om  a  level 
hardly  higher  than  that  which  prevails  in  a  pack  of  wolves  or 
a  horde  of  banditti,  gradually  grows  into  a  noble  patriotism ; 
and  religious  ideals  are  raised  and  purified.     The  races  is 
which  these  qualities  are  the  most  highly  developed  are  sure, 
other  things  being  equal,  to  be  stronger  than  others  in  war. 
in  contests  with  famine  and  disease,  and  to  prevail  in  tbe 
long  run.      Thus  the  struggle  for  existence  causes  in  tbe 
long    run  those  races  of   men  to  survive   in  which  the 
individual  is  most  willing  to  sacrifice  himself  for  the  benefit 
of  his  environment ;  and  which  are  consequently  the  best 
adapted  collectively  to  make  use  of  their  environment. 
But  evil  Unfortunately  however  not  all  the  qualities  which  enable 

with  the  one  race  to  prevail  over  another  benefit  mankind  as  a 
^"^'^  whole.  It  would  no  doubt  be  wrong  to  lay  very  much  stress 
on  the  fact  that  warlike  habits  have  often  enabled  half* 
savage  races  to  reduce  to  submission  others  who  were  their 
superiors  in  every  peaceful  virtue ;  for  such  conquests  have 
in  the  long  run  increased  the  physical  vigour  of  the  world,  and 
its  capacity  for  great  things,  and  ultimately  perhaps  have 
done  more  good  thsm  harm.  But  there  is  no  such  qualifica- 
tion to  the  statement  that  a  race  does  not  establish  its  claim 
to  deserve  well  of  the  world  by  the  mere  fact  that  it  flourishes 
in  the  midst  or  on  the  surface  of  another  race;  for  it  may 
do  so  by  having  merely  the  parasitic  power  of  turning  tbe 
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peculiarities  of  that  race  to  good  account  for  its  ijwn  purposes,   book  it. 
The  feet  that  there  is  an  economic  demand  for  the  services  of  ^'^^"' 
Jewish  and  Armenian  money-dealers  in  Eastern  Europe  and  ^''^•^ 
Asia,  or  for  Chinese  labour  in  California,  is  not  by  itself  a  of  a  pan- 
proof,  nor  even  a  very  strong  ground  for  believing,  that  such 
arrangements  would  tend  to  raise  the  quality  of  human  life 
as  a  whole.    For,  though  a  race  entirely  dependent  on  its 
own  resources  can  scarcely  prosper  unless  it  is  fairly  endowed 
with  all  the  most  important  social  virtues ;  yet  a  race,  which 
has  not  these  virtues  and  which  is  not  capable  of  inde- 
pendent greatness,  may  be  able  to  thrive  on  its  relations  with 
another  race.     But  such  cases  are  exceptional :  and  on  the 
whole  heredity  softens  the  harshest  features  of  the  struggle 
for  existence  among  the  races  of  men ;    and  causes  those 
races  to  survive  and  predominate  in  which  the  best  qualities 
are  most  strongly  developed. 

§  3.   This  influence  of  heredity  shows  itself  nowhere  more  The 
markedly  than  in  social  organization.     For  that  must  neces-  nance^f 
sarily  be  a  slow  growth,  the  product  of  many  generations :  it  ^JtSi  fai 
must  be  based  on  those  customs  and  aptitudes  of  the  great  early  times 
mass  of  the  people  which  are  incapable  of  quick  change,  u  was 
In  early  times  when  religious,  ceremonial,  political,  military  but  not 
and  industrial  organization  were  intimately  connected,  and  ^fronT* 
were  indeed  but  different  sides  of  the  same  things  nearly  draw^cks 
all  those  nations  which  were  leading  the  van  of  the  world's 
progress  were  found  to  agree  in  having  adopted  a  more  or 
less  strict  system  of  caste:   and  this  fact  by  itself  proved 
that  the  distinction  of  castes  was  well  suited  to  its  environ- 
ment, and  that  on  the   whole  it  strengthened  the  races 
or  nations  which  adopted  it.     For  since  it  was  a  controlling 
fector  of  life,  the  nations  which  adopted  it  could  not  have 
generally  prevailed  over  others,  if  the  influence  exerted  by  it 
had  not  been  in  the  main  beneficial.    Their  pre-eminence 
proved  not  that  it  was  free  from  defects,  but  that  its  ex- 
cellencies, relatively  to  that   particular  stage  of  progress, 
outweighed  its  defects. 

We  know  that   in  the  animal  or  vegetable  kingdom  a  Some  of 
species  may   differ  fit>m  its  competitors  by    having    two  were 
qualities,  one  of  which  is  of  great  advantage  to  it,  while  the    ^^*^^ 
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other  is  unimportant,  perhaps  even  slightly  injurious  and 
that  the  former  of  these  qualities  will  make  the 
succeed  in  spite  of  its  having  the  latter :  the  survival 
will  then  be  no  proof  that  it  is  beneficial    Thus  the 
for  existence  has  kept  alive  many  qualities  and  habi 
human  race  which  were  in  themselves  of  no  advanti 
which  are  associated  by  a  more  or  less  permanent  b 
others  that  are  great  sources  of  strength.    Such  j 
are  found  in  the  tendency  to  an  overbearing  de    et*    **  ^ 
and  a  scorn  for  patient  industry  among  nations  t^it 
their  advance  chiefly  to  military  victories  ;  and  agaia  it 
tendency  among  commercial  nations  to  think  too  muc. 
wealth  and  to  use  it  for  the  purposes  of  display.     But  jthe 
most  striking  instances  are  found  in  matters  of  organization ; 
the  excellent  adaptation  of  the  system  of  caste  for  the  special 
work  which  it  had  to  do,  enabled  it  to  flourish  in  spite  of  ita 
great  faults,  the  chief  of  which  were  its  rigidity,  and  ita 
sacrifice  of  the  individual  to  the  interests  of  society,  or  rathei 
to  certain  special  exigencies  of  society. 

Passing  over  intermediate  stages  and  coming  at  once  to 
the  modem  organization  of  the  Western  worlo',  we  find  i< 
offering  a  striking  contrast,  and  a  no  less  striking  resemblance^ 
to  the  8}r8tem  of  caste.  On  the  one  hand,  rigidity  has  been 
succeeded  by  plasticity :  the  methods  of  ind  .stry  which  were 
then  stereotyped,  now  change  with  bewildering  quickness; 
the  social  relations  of  classes,  and  the  position  of  the  indi^ 
vidual  in  his  class,  which  were  then  definitely  fixed  by 
traditional  rules,  are  now  perfectly  variable  and  change  theii 
forms  with  the  changing  circumstances  of  the  day.  But  on 
the  other  hand,  the  sacrifice  of  the  individual  to  the  exigencies 
of  society  as  regards  the  production  of  material  wealth  seems 
in  some  respects  to  be  a  case  of  atavism,  a  reversion  to  condi^ 
tions  which  prevailed  in  the  far-away  times  of  the  rule  o^ 
caste.  For  the  division  of  labour  between  the  different  ranks 
of  industry  and  between  different  individuals  in  the  aam€ 
rank  is  so  thorough  and  uncompromising,  that  the  rea^ 
interests  of  the  producer  are  sometimes  in  danger  of  bein^ 
sacrificed  for  the  sake  of  increasing  the  addition  w^id  ois 
work  makes  to  the  aggregate  production  of  material  wealth. 
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^  4     Adam  Smith  while  insisting  on  the  general  advan-  book  it. 
t"    •'^  f  that  minute  division  of  labour  and  of  that  subtle    ^°'  ^^' 
Je\       vj   organization   which   were  being  developed  with  ^^ 
^^    ^nled  rapidity  in  his  time,  was  yet  careful  to  indicate  more 
P'^'    r^ints  in  which  the  system  failed,  and  many  incidental  g^i^ 
*"*•  ^^^ch  it  involved*.     But  many  of  his  followers  with  JfJ^^ 
^     f^Hi^^wophic  insififht,  and  in  some  cases  with  less  real  f^mce  than 

,      ,    manyoiius 

owi       ,ipg  Qf  ii^Q  world,  argued  boldly  that  whatever  is,  is  foUowers. 
^    \£     fhey  were  not  contented  with  insisting  that  the  new 

f^  stAf^l  organization  was  spreading  rapidly  and  obtaining 
'  frie*  oVer  its  rivals  in  every  direction,  and  that  this  very 
to  i^roVed  that  it  met  a  want  of  the  times,  and  had  a  good 
bait  uce  of  advantages  over  disadvantages.    But  they  went 
furtier  and  applied  the  same  argument  to  all  its  details ;  not 
perceiving  that  the  very  strength  of  the  system  as  a  whole 
enabled  it  to  carry  along  with  it  many  incidents  which  were 
n  themselves  evil.    For  a  while  they  fascinated  the  world  by 
Aeir  romantic  accounts  of  the  flawless  proportions  of  that  it  is 
natural"  organization  of  industry  which  had  grown  from  the natu- 
he  rudimentary  germ  of  self-interest ;  each  man  selecting  his  |^tio?S* 
laily  work  with  the  sole  view  of  getting  for  it  the  best  pay  society  is 
e  could,  but  wiuh  the  inevitable  result  of  choosing  that  in  subtle  and 
rhich  he  could.be  of  most  service  to  others.    They  argued  than  at 
)r  instance  that,  if  a  man  had  a  talent  for  managing  business,  ^^^* 
e  would  be  surely  led  to  use  that  talent  for  the  benefit  of 
lankind:  that  meanwhile  a  like  pursuit  of  their  own  interests 
ould  lead  others  to  provide  for  his  use  such  capital  as  he 
>uld  turn  to  best  account ;  and  that  his  own  interest  would 
ad  him  so  to  arrange  those  in  his  employment  that  every- 
le  should  do  the  highest  work  of  which  he  was  capable,  and 
}  other ;  and  that  it  would  lead  him  to  purchase  and  use 
I  machinery  and  other  aids  to  production,  which  could  in  his 
inds  contribute  more  than  the  equivalent  of  their  own  cost 
wards  supplying  the  wants  of  the  world. 

They  were  right  in  contending  that  these  were  important 
iths  which  could  not  be  properly  imderstood  without  a 
ich  TQore  careful  study  than  was  given  to  them  by  those 

I  Baference  has  ahneady  been  made  (Bk.  i.  Gh.  iv.  §  8)  to  the  inaccorate  ose  of 
term  SmdihiatdtmuB  in  Oennany. 
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ready  writerB  who,  then  as  now,  attained  an  easy  popularity 
by  indiscriminate  attacks  on  the  existing  state  of  society. 
But  their  own  defence  of  it,  though  more  intelligent,  was 
almost  equally  open  to  the  charge  of  partisan  bias.  The 
romantic  subtilty  of  this  "  natural  organization  of  industry  " 
had  a  fiEiscination  for  earnest  and  thoughtful  minds;  it  pre- 
vented them  from  seeing  and  removing  the  evil  that  was 
intertwined  with  the  good  in  the  changes  that  were  going  on 
around  them ;  and  it  hindered  them  from  inquiring  whether 
many  even  of  the  broader  features  of  modem  industry  may 
not  be  transitional,  having  indeed  good  work  to  do  in  their 
time,  as  the  caste  system  had  in  its  time :  but  like  it  chiefly 
serviceable  in  leading  the  way  towards  better  arrangements 
for  a  happier  age. 

§  5.  Moreover  the  doctrine  took  no  account  of  the  man- 
ner in  which  organs  are  strengthened  by  being  used  Mr 
Herbert  Spencer  has  done  more  than  anyone  else  to  establish 
the  truth  and  the  significance  of  the  law  that  if  any  phyBical 
or  mental  exercise  gives  pleasure,  and  is  therefore  fi^uent, 
those  physical  or  mental  organs  which  are  used  in  it  an 
likely  to  grow  rapidly.  Among  the  lower  animals  indeeo 
the  action  of  thia  law  is  so  intimately  interwoven  with  that 
of  the  survival  of  the  fittest,  that  the  distinction  between  th^ 
two  need  not  often  be  emphasized.  For  as  it  may  have  heei 
guessed  a  priori,  and  as  seems  to  be  well  proved  by  observi 
tion,  the  struggle  for  survival  prevents  animals  from  takii 
much  pleasure  in  the  exercise  of  any  functions  which  do  n 
directly  contribute  to  their  well-being*. 


1  The  giraffe  whose  long  neck  enables  it  to  saryive  by  feeding  on  the  sha 
of  trees  when  the  grass  is  dried  up,  may  possibly  lengthen  its  neck  yet  farther 
constantly  stretching  it,  and  thns  further  increase  its  power  of  sorvlTing 
this  effect  is  not  purposely  sought.  Again,  the  tendency  for  all  peculiaritiet 
this  sort  to  increase  their  rate  of  growth  as  time  goes  on,  within  certain  limiti 
iillt>w«4  to  work  iUilf  ^^^t  unopposed  (unless  by  sexual  selection)  in  the  anji 
kiti^rtnm.  Thu  Urth^'Hr,  within  certain  limits,  a  g^iraffe's  neck  is,  and  the  ni 
i'3tc)nKively  he  foe<li»  im  the  shoots  of  trees,  the  more  will  his  chance  of  survf 
ilufK^ml  on  Lhi?  ]^ii|^ib  t}f  his  neck;  and  the  greater  will  be  the  force  which 
Htrugf^lfi  for  flnrv'ivivl  will  exert  in  tending  to  accelerate  that  growth  (see  Not^ 
in  thii  Appendix).  Bnt  man  with  his  many  motives,  as  he  may  set  himself 
Uerttteiy  to  eijc^nraj^o  the  growth  of  one  peculiarity,  may  equally  set  himsel 
chiKk  t)i«  growth  of  aiKither:  the  slowness  of  progress  during  the  Middle  i 
^Ati  imrOj  line  to  n  iI«U^i?rate  detestation  of  learning. 
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But  man,  with  his  strong  individuality,  has  greater  free-  book  it. 
dom.  He  delights  in  the  use  of  his  fieiculties  for  their  ^'^'°' 
own  sake;  sometimes  using  them  nobly,  whether  with  the 
abandon  of  the  great  Greek  burst  of  life,  or  under  the  control 
of  a  deliberate  and  steadfast  striving  towards  important 
ends;  sometimes  ignobly,  as  in  the  case  of  a  morbid  deve- 
lopment of  the  taste  for  drink.  The  physical  superiority  of 
the  English  race  over  all  others  that  have  lived  a  town  life, 
as  largely  as  we  are  doing,  is  due  to  a  great  extent  to  the 
games  in  which  our  youth  exercises  its  physical  faculties  for 
the  sake  of  exercising  them :  the  religious,  the  moral,  the 
intellectual  and  the  artistic  fiEtculties  on  which  the  progress 
of  industry  depends,  are  not  acquired  solely  for  the  sake  of 
the  things  that  may  be  got  by  them ;  but  are  developed  by 
exercise  for  the  sake  of  the  pleasure  and  the  happiness  which 
they  themselves  bring:  and,  in  the  same  way,  that  great 
iiEkctor  of  economic  prosperity,  the  organization  of  a  well- 
ordered  state,  is  the  product  of  an  infinite  variety  of  motives ; 
many  of  which  have  no  direct  connection  with  the  pursuit  of 
national  wealth. 

We  ought  then  to  inquire  whether  the  present  industrial  The 
organization  might  not  with  advantage  be  so  modified  as  to  whether 
increase  the  opportunities  which  the  lower  grades  of  industry  p^gent 
have  for  using  their  mental  fiwulties,  for  deriving  pleasure  J^^^ 
fit)m  their  use,  and  for  strengthening  them  by  use.    The  wasteful 
argument  that  if  such  a  change  had  been  beneficial,  it  would  higher 
have  been  already  brought  about  by  the  struggle  for  survival,  ^^  i^^° 
must  be  rejected  as  invalid.     For  though  it  may  be  true  that  gj^^' 
development  would  of  itself  tend  in  that  direction,  its  action  is  *  type 
would  be  slow ;  and  it  is  the  prerogative  of  man  to  hasten  which  we 
the  progress  of  development  by  forecasting  its  next  step  and  ?J^  *^® 
preparing  the  way  for  it.     In  harmony  with  the  results  of  J^^^j^^ 
our  inquiries  as  to  the  supply  of  labour,  we  may  conclude  that  foUowing 
changes  which  add  but  little  to  the  immediate  efficiency  of 
production,  may  be  worth  having  if  they  make  us  ready  and 
fit  for  a  higher  organization  which  will  be  more  effective  in 
the  production  of  wealth  and  more  equal  in  its  distribution. 
Such  are  the  considerations  which  we  must  have  in  our  minds 
when  examining  the  present  forms  of  the  organization  of 

20—2 
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BOOK  IV.  industry,  and  the  part  which  they  play  in  governing  the 

cH^^mi.   giippiy  of  material  wealth :  but  a  final  judgment  as  to  their 

though  its  good  and  evil  effects  must  be  deferred  until  we  are  able  to 

cannot  he   take  a  broader  survey.     Many  important  elements  of  the 

jet.  problem,  in  particular  those  connected  with  the  fluctuadoDs 

of  trade,  and  the  inconstancy  of  employment,  depending  as 

they  do  upon  the  influence  of  foreign  competition,  and  of 

changes  in  the  money  market,  lie  beyond  the  sphere  of  thoee 

elementary  inquiries  as  to  the  methods  of  production  whkh 

we  are  to  make  in  the  following  chapters. 
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CHAPTER  IX. 

INDUSTRIAL  ORGANIZATION,  CONTINUED.   DIVISION  OP  LABOUR. 
THE  INFLUENCE  OF  MACHINERY. 

§  1.  ^HE  first  condition  of  an  eflBcient  organization  of  book  iv. 
industiy  is  that  it  should  keep  everyone  employed  at  such     ^•°' 
work  as  his  abilities  and  training  fit  him  to  do  well,  and  The  ooorae 
should  equip  him  with  the  best  machinery  and  other  appli-  Si  thSTSd 
ances  for  his  work.   We  shall  leave  on  one  side  for  the  present  J^o^g 
the  distribution  of  functions  between  those  who  carry  out  chapters 
the  details  of  production  on  the  one  hand,  and  those  who 
manage  its  general  arrangement  and  undertake  its  risk  on 
the  other ;  and  confine  ourselves  to  the  division  of  labour 
between  different  classes  of  operations,  with  special  reference 
to  the  influence  of  machinery.     In   the   following  chapter 
we  shall  consider  the  reciprocal  effects  of  division  of  labour 
and  localization  of  industry;  in  a  third  chapter  we  shall 
inquire  how  far  the  advantages  of  division  of  labour  depend 
upon  the  aggregation  of  large  capitals  into  the   hands  of 
angle  individuals  or  firms,  or,  as  is  commonly  said,  on  pro- 
duction on  a  large  scale ;  and  lastly,  we  shall  examine  the 
growing  specialization  of  the  work  of  business  management.  ^^ 

Everyone  is  familiar  with  the  figict  that  "  practice  makes  Practice 
perfect,"  that  it  enables  an  operation,  which  at  first  seemed  fect.^  ^^ 
fifficult,  to  be  done  after  a  time  with  comparatively  little 
exertion,  and  yet  much  better  than  before ;  and  physiology 
n  some  measure  explains  this  fact.     For  it  gives  reasons  for  Physio- 
)elieving  that  the  change  is  due  to  the  gradual  growth  of  ^^ti^' 
lew  habits  of  more  or  less  "reflex"  or  automatic  action. 
Perfectly  reflex  actions,  such  as  that  of  breathing  during^ 
leep,  are  performed  by  the  responsibility  of  the  local  nerve 
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BOOK  nr.  centres  without  any  reference  to  the  supreme  central  autho- 
^°'  "•  rity  of  the  thinking  power,  which  is  supposed  to  reside  in 
the  cerebrum.  But  all  deliberate  movements  require  the 
attention  of  the  chief  central  authority  :  it  receives  infor- 
mation from  the  nerve  centres  or  local  authorities  and  perhaps 
in  some  cases  direct  from  the  sentient  nerves,  and  sends  back 
detailed  and  complex  instructions  to  the  local  authorities,  or 
in  some  cases  direct  to  the  muscular  nerves,  and  so  co- 
ordinates their  action  as  to  bring  about  the  required  results\ 
^^^^^*  The  ph}rsiological  basis  of  purely  mental  work  is  not  yet 
lectuai  well  understood ;  but  what  little  we  do  know  of  the  growth 
of  brain  structure  seems  to  indicate  that  practice  in  any  kind 
C^{  thinking  develops  new  connections  between  different  parts 
of  the  brain.    Anyhow  we  know  for  a  fact  that  practice  will 

1  For  instance,  the  first  time  a  man  attempts  to  skate  he  most  give  his  whole 
attention  to  keeping  his  balance,  his  cerebmm  has  to  exercise  a  direct  control  otct 
every  moyement,  and  he  has  not  much  mental  energy  left  for  other  things.  But 
after  a  good  deal  of  practice  the  action  becomes  semi-antomatic,  the  local  nerve 
centres  undertake  nearly  all  the  work  of  regulating  the  muscles,  the  cerebmm  is 
set  free,  and  the  man  can  carry  on  an  independent  train  of  thought ;  he  can  even 
alter  his  course  to  avoid  an  obstacle  in  his  path,  or  recover  his  balance,  after  it  has 
been  disturbed  by  a  slight  unevenness,  without  in  any  way  interrupting  the  coarse 
of  his  thoughts.  It  seems  that  the  exercise  of  nerve  force  under  the  immediate 
direction  of  the  thinking  power  residing  in  the  cerebrum  has  gradually  buQt  up  t 
set  of  connections,  involving  probably  distinct  physical  change,  between  the  nerves 
and  nerve  centres  concerned ;  and  these  new  connections  may  be  regarded  as  t 
sort  of  capital  of  nerve  force.  There  is  probably  something  like  an  organized 
bureaucracy  of  the  local  nerve  centres:  the  medulla,  the  spinal  axis,  and  the 
larger  ganglia  generally  acting  the  part  of  provincial  authorities,  and  being  able 
after  a  time  to  regulate  the  district  and  village  authorities  without  troubling  the 
supreme  government.  Very  likely  they  send  up  messages  as  to  what  is  going  on : 
but  If  nothing  much  out  of  the  way  has  happened,  these  are  very  little  attended  to. 
When  however  a  new  feat  has  to  be  accomplished,  as  for  instance  learning  to 
skate  backwards,  the  whole  thinking  force  will  be  called  into  requisition  for  the 
time ;  and  will  now  be  able  by  aid  of  the  special  skating-orgamzation  of  the  nerves 
and  nerve  centres  to  do  what  would  have  been  altogether  impossible  without  such 
aid. 

To  take  a  higher  instance :  when  an  artist  is  painting  at  his  best,  his  cerebrum 
is  fully  occupied  with  his  work :  his  whole  mental  force  is  thrown  into  it,  and  the 
Btrain  is  too  great  to  1m?  kept  up  for  a  long  time  together.  In  a  few  hours  of  happy 
mRpiration  he  may  give  utterance  to  thoughts  that  exert  a  perceptible  influence  on 
the  <?liam£  t«r  nt  coming  generations ;  but  his  power  of  expression  had  been  earned 
hj  nninberleKH  Uoiurs  of  plodding  work  in  which  he  had  gradually  built  up  an 
tntunfttti  coun^tion  between  eye  and  hand,  sufficient  to  enable  him  to  make  good 
rotigh  tiketchee^  of  tlilugs  with  which  he  is  tolerably  familiar,  even  while  he  is 
HDgikged  m  im  engrosiHing  conversation  and  is  scarcely  conscious  that  he  has  a 
P«Dd]  bhiihiDd. 
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enable  a  person  to  solve  quickly,  and  without  any  consider-  book  iv. 
able  exertion,  questions  which  he  could  have  dealt  with  but  °°'  "' 
very  imperfectly  a  little  while  before,  even  by  the  greatest 
eflfort.  The  mind  of  the  merchant,  the  lawyer,  the  physician,  ^ 
and  the  man  of  science,  becomes  gradually  equipped  with 
a  store  of  knowledge  and  a  faculty  of  intuition,  which  can 
be  obtained  in  no  other  way  than  by  the  continual  applica- 
tion of  the  best  eflForts  of  a  powerful  thinker  for  many  years 
together  to  one  more  or  less  narrow  class  of  questions.  Of 
coarse  the  mind  cannot  work  hard  for  many  hours  a  day  in 
one  direction :  and  a  hard- worked  man  will  sometimes  find 
recreation  in  work  that  does  not  belong  to  his  business,  but 
would  be  fatiguing  enough  to  a  person  who  had  to  do  it  all 
day  long.  Some  social  reformers  have  indeed  maintained 
that  those  who  do  the  most  important  brain  work  might  do 
a  £edr  share  of  manual  work  also,  without  diminishing  their 
power  of  acquiring  knowledge  or  thinking  out  hard  questions. 
But  experience  seems  to  show  that  the  best  relief  from  over- 
strain is  in  occupations  taken  up  to  suit  the  mood  of  the 
momeDt  and  stopped  when  the  mood  is  passed,  that  is,  in 
what  popular  instinct  classes  as  "  relaxation."  Any  occupa- 
tion which  is  so  far  business-like  that  a  person  must  some- 
times force  himself  by  an  efibrt  of  the  will  to  go  on  with  it, 
draws  on  his  nervous  force  and  is  not  perfect  relaxation :  and 
therefore  it  is  not  economical  from  the  point  of  view  of  the 
community  unless  its  value  is  sufficient  to  outweigh  a  con>- 
siderable  injury  to  his  main  work*.  V^ 

§  2.     It  is  a  difficult  and  unsettled  question  how  far  in  the 
specialization  should  be  carried  in  the  highest  branches  of^^^^j 
work.     In  science  it  seems  to  be  a  sound  rule  that  the  ^^^ 

^  J.  S.  Wm  went  so  far  as  to  maintain  that  his  oocnpations  at  the  India 
Oflke  did  not  interfere  with  his  pursuit  of  philosophical  inquiries.  But  it  seems 
probable  Uiat  this  diTersion  of  his  freshest  powers  lowered  the  quality  of  his  best 
tboQi^t  more  than  he  was  aware ;  and  though  it  may  have  diminished  but  little 
bis  remarkable  usefulness  in  his  own  generation,  it  probably  affected  yery  much 
bis  power  ol  doing  that  kind  of  work  which  influences  the  course  of  thought  in 
fatnre  generations.  It  was  by  husbanding  every  atom  of  his  smaU  physical 
strength  that  Darwin  was  enabled  to  do  so  much  work  of  just  that  kind :  and  a 
sodal  reformer  who  had  succeeded  in  exploiting  Darwin's  leisure  hours  in  useful 
work  on  behalf  of  the  community,  would  have  done  a  very  bad  piece  of  business 
for  it 
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specializa- 
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not  always 
increase 
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Bnt  it  is 
easy  to 
acquire  a 
high 
Twannftl 
skill  in  a 
narrow 
range  of 
work. 


area  of  study  should  be  broad  during  youth,  and  shoold 
gradually  be  narrowed  as  years  go  on.  A  medical  mao 
who  has  always  given  his  attention  exclusively  to  one  clasB 
of  diseases,  may  perhaps  give  less  wise  advice  even  in  his 
special  subject  than  another  who,  having  learnt  by  widw 
experience  to  think  of  those  diseases  in  relation  to  gen^ 
health,  gradually  concentrates  his  study  more  and  more  on 
them,  and  accumulates  a  vast  store  of  special  experiencee 
and  subtle  instincts.  But  there  is  no  doubt  that  greatly 
increased  eflBciency  can  be  attained  through  division  of 
labour  in  those  occupations  in  which  there  is  much  demand 
for  mere  manual  skill 

Adam  Smith  pointed  out  that  a  lad  who  had  made  nothing 
but  nails  all  his  life  could  make  them  twice  as  quickly  as 
a  firstrate  smith  who  only  took  to  nail-making  occasionally. 
Anyone  who  has  to  perform  exactly  the  same  set  of  opera- 
tions day  after  day  on  things  of  exactly  the  same  shape, 
gradually  learns  to  move  his  fingers  exactly  as  they  are 
wanted,  by  almost  automatic  action  and  with  greater  rapidity 
than  would  be  possible  if  every  movement  had  to  wait  for 
a  deliberate  instruction  of  the  will.  One  familiar  instance 
is  seen  in  the  tying  of  threads  by  children  in  a  cotton  mill 
Again,  in  a  clothing  or  a  boot  fishctory,  a  person  who  sews, 
whether  by  hand  or  machinery,  just  the  same  seam  on  a 
piece  of  leather  or  cloth  of  just  the  same  size,  hour  aftw 
hour,  day  after  day,  is  able  to  do  it  with  fiair  less  effort  and 
far  more  quickly  than  a  worker  with  much  greater  quickness 
of  eye  and  hand,  and  of  a  much  higher  order  of  general 
skill,  who  was  accustomed  to  make  the  whole  of  a  coat  (ff 
the  whole  of  a  boot^ 


^  The  best  and  most  expensiye  clothes  are  made  by  highly  skilled  and  highly 
paid  tailors,  each  of  whom  works  right  through  first  one  garment  and  tiMt 
another :  while  the  cheapest  and  worst  clothes  are  made  for  starratioo  wagw  ^ 
unskilled  women  who  take  the  cloth  to  their  own  homes  and  do  erery  part  ol  tkt 
sewing  themselves.  Bnt  clothes  of  intermediate  qualities  are  made  in  warkflbopi 
or  factories,  in  which  the  division  and  subdivision  of  labour  are  carried  aa  liar  as  the 
size  of  the  staff  will  permit ;  and  this  method  is  rapidly  gaining  groo^  at  botk 
ends  at  the  expense  of  the  rival  method.  (See  Miss  Beatrice  Potter's  artkk  ob 
EmI  London  Labour  in  The  Nineteenth  Century  for  August,  1S88.)  Veiy  maiA 
the  same  account  may  be  given  of  the  present  condition  of  the  boot  trade ;  in  vefy 
large  American  boot-factories,  more  than  ninety  distinct  classes  of  workers  u* 
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Again,  in  the  wood  and  the  metal  industries,  a  man  who  book  it. 
has  to  perform  exactly  the  same  operations  over  and  over  ^^'"^ 
again  on  the  same  piece  of  material  gets  into  the  habit  of^®^- 
holding  it  exactly  in  the  way  in  which  it  is  wanted,  and  many  pro- 
of arranging  the  tools  and  other  things  which  he  has  to  the  wood 
handle  in  such  positions  that  he  is  able  to  bring  them  to  S^*^ 
work  on  one  another  with  the  least  possible  loss  of  time  and 
of  force  in  the  movements  of  his  own  body.  Accustomed  to 
find  them  alwa}rs  in  the  same  position  and  to  take  them  in 
the  same  order,  his  hands  work  in  harmony  with  one  another 
aknost  automatically:  and  as  his  practice  increases  his  ex- 
penditure of  nervous  force  diminishes  even  more  rapidly  than 
his  expenditure  of  muscular  force.  But  when  the  action  has 
thus  been  reduced  to  routine  it  has  nearly  arrived  at  the 
stage  at  which  it  can  be  taken  over  by  machinery.  The  chief 
difficulty  to  be  overcome  is  that  of  getting  the  machinery 
to  hold  the  material  firmly  in  exactly  the  position  in  which 
the  machine  tool  can  be  brought  to  bear  on  it  in  the  right 
way,  and  without  wasting  meanwhile  too  much  time  in 
taking  grip  of  it.  But  this  can  generally  be  contrived 
when  it  is  worth  while  to  spend  some  labour  and  expense 
on  it ;  axkd  then  the  whole  operation  can  often  be  controlled 
by  a  worker  who,  sitting  before  a  machine,  takes  with  the 
left  hand  a  piece  of  wood  or  metal  from  a  heap  and  puts  it 
in  a  socket,  while  with  the  right  he  draws  down  a  lever,  or 
in  some  other  way  sets  the  machine  tool  at  work,  and  finally 
with  his  left  hand  throws  on  to  another  heap  the  material 
which  has  been  cut  or  punched  or  drilled  or  planed  exactly 
after  a  given  pattern.  It  is  in  these  industries  especially 
that  we  find  the  reports  of  modem  trades  unions  to  be  full 
of  complaints  that  unskilled  labourers,  and  even  their  wives 
and  children,  are  put  to  do  work  which  used  to  require  the 
skill  and  judgment  of  a  trained  mechanic,  but  which  has  been 
reduced  to  mere  routine  by  the  improvement  of  machinery 
and  the  ever-increasing  minuteness  of  the  subdivision  of 
labour. 

§3.    We  are  thus  led  to  a  ireneral  rule,  the  action  ofThediTi- 

ihmij  neogmied.    (See  the  EepoH  of  the  New  York  Bwreau  of  Statietiet  of 
Lahov  for  1S86.) 
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BOOK  IT.  which  is  more  prominent  in  some  branches  of  manu£abctiire 

^•"'    than  others,  but  which  applies  to  all.    It  is,  that  any  manu- 

^""to  facturing  operation  that  can  be  reduced  to  uniformity,  so 

the  growth  that  exactly  the  same  thing  has  to  be  done  over  and  otct 

ei^.  again  in  the  same  way,  is  sure  to  be  taken  over  soon»  or 

later  by  machinery.    There  may  be  delays  and  difficulties; 

but  if  the  work  to  be  done  by  it  is  on  a  sufficient  scale, 

money  and  inventive  power  will  be  spent  without  stint  on 

the  task  till  it  is  achieved*. 

Thus  the  two  movements  of  the  improvement  of  ma- 
chinery and  the  growing  subdivision  of  labour  have  gone 
together  and  are  in  some  measure  connected.  But  the 
connection  is  not  so  close  as  is  generally  supposed.  It  is 
the  largeness  of  markets,  the  increased  demand  for  great 
numbers  of  things  of  the  same  kind,  and  in  some  cases  of 
things  made  with  great  accuracy,  that  leads  to  subdivision 
of  labour ;  the  chief  eflfect  of  the  improvement  of  machinery 
ly  is  to  cheapen  and  make  more  accurate  the  work  which  wouU 

M*<^^ry  anyhow  have  been  subdivided.     For  instance,  "in  organizing 
I  purely       the  works  at  Soho,  Boulton  and  Watt  found  it  necessary  to 
skiU;         carry  division  of  labour  to  the  furthest  practicable  pcnnt 
There  were  no  slide-lathes,  planing  machines  or  boring  tooK 
such  as  now  render  mechanical   accuracy  of  construction 
almost  a  matter  of  certainty.     Everything  depended  on  die 

^  For  instance,  one  great  inyentor  is  mmoored  to  have  spent  £300,000  on  experi- 
ments reUting  to  textile  machinery ;  and  his  outlay  is  said  to  have  heen  ahandanth 
retnmed  to  him.  No  donbt  some  of  his  inyentions  were  of  sach  a  kind  as  can  be 
made  only  by  a  man  of  genius ;  and  howeyer  great  the  need,  they  most  YiAve 
waited  tiU  the  right  man  was  found  for  them.  It  is  said  that  he  charged  not 
unreasonably  £1000  as  royalty  for  each  of  his  combing  machines,  and  I  hare  bees 
told  by  a  worsted  manofactorer  that,  being  foU  of  work,  he  found  it  worth  faos 
while  to  buy  an  additional  machine,  and  pay  this  extra  charge  for  it,  only  sii 
months  before  the  expiry  of  the  patent.  But  such  cases  are  exceptional;  as  • 
rule  patented  machines  are  not  yery  dear.  In  some  cases  the  economy  ol  iMTinf 
them  aU  produced  at  one  place  by  special  machinery  has  been  so  great  that  thr 
patentee  has  found  it  to  his  advantage  to  seU  them  at  a  price  lower  than  the 
old  price  of  the  inferior  machines  which  they  displaced:  for  that  old  price  gaiv 
him  so  high  a  profit,  that  it  was  worth  his  while  to  lower  the  price  stiU  fiirCh«r  i 
in  order  to  induce  the  use  of  the  machines  for  new  purposes  and  in  new  markcu. 
In  almost  every  trade  many  things  are  done  by  hand,  though  it  is  weU  known  that 
they  could  easily  be  done  by  some  adaptations  of  machines  that  are  already  in  ms» 
in  that  or  some  other  trade,  and  which  are  not  made  only  because  ihex^  wo&U 
not  as  yet  be  enough  employment  for  them  to  remunerate  the  trouble  and  i 
ol  making  them. 
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individual  mechanic's  accuracy  of  hand  and  eye ;  yet  me-  book  iv. 
chanics  generally  were   much   less  skilled  then  than  they    °°'°' 
are  now.    The  way  in  which  Boulton  and  Watt  contrived 
partially  to  get  over   the   difficulty  was  to  confine  their 
workmen  to  special   classes  of  work,  and  make  them  as 
expert  in   them   as   possible.      By   continued   practice  in 
handling  the  same  tools  and  fabricating  the  same  articles, 
they  thus  acquired  great  individual  proficiency  \"    Thus  and  thus 
machinery  constantly  supplants    and  renders  unnecessary  go^e  of  ^ 
that  purely  manual  skill,  the  attainment  of  which  was,  even  ^^^" 
up  to  Adam  Smith's  time,  the  chief  advantage  of  division  ^7^°\^'. 
of  labour.     But  this  influence  is  more  than  countervailed  increases 
by  its  tendency  to  increase  the  scale  of  manufactures  and  for  it*^^ 
to  make  them  more  complex;   and   therefore   to  increase 
the  opportunities  for  division  of  labour  of  all  kinds,  and 
especially  in  the  matter  of  business  management. 

§  4     The  powers  of  machinery  to  do  work  that  requires  Machine- 
too  much  accuracy  to  be  done  by  hand  are  perhaps  best  chinery  is 
seen  in  some  branches  of  the  metal  industries  in  which  the  £^e^' 
system  of  Interchangeable  Parts  is  being  rapidly  developed.  J^Jlf™  ®' 
It  is  only  after  long  training  and  with  much  care  and  labour  changeable 
that  the  haod  can  make  one  piece  of  metal  accurately  to 
resemble  or  to  fit  into  another:  and  after  all  the  accuracy 
is  not  perfect.     But  this  is  just  the  work  which  a  well  made 
machine  can  do  most  easily  and  most  perfectly.    For  instance, 
if  sowing  and  reaping  machines  had  to  be  made  by  hand, 
their  first  cost  would  be  very  high ;  and  when  any  part  of 
them  was  broken,  it  could  be  replaced  only  at  great  cost 
by  sending  the  machine  back  to  the  manufacturer  or  by 
bringing  a  highly  skilled  mechanic  to  the  machine.    But 
as  it  is,  the  manufSstcturer  keeps  in  store  many  fieicsimiles 
of  the  broken  part,  which  were  made  by  the  same  machinery, 
and  are  therefore  interchangeable  with  it.    A  fEirmer  in  the 
North- West  of  America,  perhaps  a  hundred  miles  away  fi*om 
any  good  mechanic's  shop,  can  yet   use   complicated  ma- 
chinery with  confidence;  since  he  knows  that  by  telegraphing 
the  number  of  the  machine  and  the  number  of  any  part  of 
it  which  he  has  broken,  he  will  get  by  the  next  train  a  new 

1  Smiles'  BovlUm  and  Watt,  pp.  170—1. 
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BOOK  IV.  piece  which  he  can  himself  fit  into  its  place.  The  import- 
ance of  this  principle  of  interchangeable  parts  has  been 
but  recently  grasped;  there  are  however  many  signs  that 
it  will  do  more  than  any  other  to  extend  the  use  of  machine- 
made  machinery  to  every  branch  of  production,  including 
even  domestic  and  agricultural  work*, 
niustra-  The  influences  which  machinery  exerts  over  the  character 

the  history  of  modem  industry  are  well  illustrated  in  the  manufacture 
watch-       of  watches.     A  few  years  ago  the  chief  seat  of  this  business   | 
^J^^      was  in  French  Switzerland ;  where  the  subdivision  of  labour 
was  carried  far,  though  a  great  part  of  the  work  was  done 
by  a  more  or  less  scattered  population.     There  were  about 
fifty  distinct  branches  of  trade  each  of  which  did  one  small 
part  of  the  work.     In  almost  all  of  them  a  highly  specialized 
manual  skill  was  required,  but  very  little  judgment;  the  | 
earnings  were  generally  low,  because   the  trade  had  been 
established  too  long  for  those  in  it  to  have  anjrthing  like  a 
monopoly,  and  there  was  no  diflBculty  in   bringing  up  to 
it  any  child  with  ordinary  intelligence.     But  this  indus^ay 
is  now  yielding  ground  to  the  American  sjrstem  of  making 
watches  by  machinery,  which  requires  very  little  specialized 
manual  skill.     In  &ct  the  machinery  is  becoming  every 
year  more  and  more  automatic,  and  is  getting  to  require 
Complex    less  and  less  assistance  from  the  human  hand.     But  the 
increases^  more  delicate  the    machine's    power,   the    greater  is  the 
mwid^for    judg^aent  and  carefulness  which  is  called  for  from  those 
jndpient    ^ho  See  after  it.     Take  for  instance  a  beautiful  machine 

and 

general  which  feeds  itself  with  steelwire  at  one  end,  and  delivers 
^ce ;  At  the  other  tiny  screws  of  exquisite  form ;  it  displaces  a 
great  many  operatives  who  had  indeed  acquired  a  very  high 
and  specialized  manual  skill,  but  who  lived  sedentary  lives, 
straining  their  eyesight  through  microscopes,  and  finding  in 
their  work  very  little  scope  for  any  faculty  except  a  mere 
U  conmiand  over  the  use  of  their  fingers.  But  the  machine  is 
intricate  and  costly,  and  the  person  who  minds  it  must  have 

^  The  system  owes  its  origin  in  great  measure  to  Sir  Joeeph  Whitw€Kih*s 
standard  gauges ;  bnt  it  has  been  worked  ont  with  most  enterprise  and  thoroogfa* 
ness  in  America.  There  is  a  good  acconnt  of  it  l^  Mr  Trowbridge  in  YoL  n.  tt 
the  Beport  of  the  tenth  census  for  the  United  States. 
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an  intelligence,  and  an  energetic  sense  of  responsibility,  which  book  it. 
go  a  long  way  towards  making  a  fine  character;  and  which,  ^°'"' 
though  more  common  than  they  were,  are  yet  sufficiently 
rare  to  be  able  to  earn  a  very  high  rate  of  pay.  No  doubt 
this  is  an  extreme  cajse ;  and  the  greater  part  of  the  work 
done  in  a  watch  factory  is  much  simpler.  But  a  great  deal 
of  it  requires  higher  faculties  than  the  old  system  did,  and 
those  engaged  in  it  earn  on  the  average  higher  wages;  at 
the  same  time  that  it  has  alreculy  brought  the  price  of  a 
trustworthy  watch  within  the  range  of  the  poorest  classes 
of  the  community  and  is  showing  signs  of  being  able  soon 
to  accomplish  the  very  highest  class  of  work*.  ^^"^ 

Those  who  finish  and  put  together  the.  different  parts  and  in 
of  a  watch  must  always  have  highly  specialized  skill :  but  weakens 
most  of  the  machines  which  are  in  use  in  a  watch  factory,  Sixers 
are  not  different  in  eeneral  character  from  those  which  are  ^^^  ^^^ 

"  different 

used  in  any  other  of  the  lighter  metal  trades:  in  fact  many  trades, 
of  them  are  mere  modifications  of  the  turning  lathes  and  of 
the  slotting,  punching,  drilling,  planing,  shaping,  milling 
machines  and  a  few  others,  which  are  familiar  to  all  engineer- 
ing trades.  This  is  a  good  illustration  of  the  fact  that  while  i^ 
there  is  a  constantly  increasing  subdivision  of  labour,  many 
of  the  lines  of  division  between  trades  which  are  nominally 
distinct  are  becoming  narrower  and  less  difficult  to  be 
passed.  In  old  times  it  would  have  been  very  small  comfort 
to  watch-makers,  who  happened  to  be  suffering  fix>m  a 
diminished  demand  for  their  wares,  to  be  told  that  the 
gun-making  trade  was  in  want  of  extra  hands;  but  most 
of  the  operatives  in  a  watch  feu^tory  would  find  machines 
very  similar  to  those  with  which  they  were  &miliar,  if  they 
strayed  into  a  gun-making  factory  or  sewing-machine  factory, 
or  a  factory  for  making  textile  machinery.  A  watch  factory 
with  those  who  worked  in  it  could  be  converted  without  any 

1  The  perfection  which  the  machinery  has  already  attained  is  shown  by  the 
bet  that  at  the  Inventions  Exhibition  recently  held  in  London,  the  representative 
ti  in  American  watch  factory  took  to  pieces  fifty  watches  before  some  English 
roptcicntathrea  of  the  older  system  of  .mannfactore,  and  after  throwing  the  dif- 
fareot  parts  into  different  heaps,  asked  them  to  select  for  him  one  piece  from 
Mch  hei^  in  succession ;  he  then  set  these  pieces  up  in  one  of  the  watch-cases  and 
banded  them  back  a  watch  in  perfect  order. 
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cH^.    ^j^^  ^^Yj  condition  would  be  that  no  one  should  be  put  to 

work  in  the  new  factory  which  required  a  higher  order  <rf 

general  intelligence,  than   that    to  which  he  was  already 

accustomed. 

niostra-  §  5.     The  printing  trade  affords  another  instance  of  tbe 

tiw^prinT.    way  in  which  an  improvement  of  machinery  and  an  increase 

ing  trade.   ^^  ^^q  volume  of  production  causes  an  elaborate  subdivisioD 

of  labour.    Everyone  is  familiar  with  the  pioneer  newspap^ 

editor  of  newly  settled  districts  of  America,  who  sets  up 

the  type  of  his  articles  as  he  composes  them ;  and  with  the 

aid  of  a  boy  prints  off  his  sheets  and  distributes  them  to  his 

scattered  neighbours.     When  however  the  mystery  of  pint- 

ing  was  new,  the  printer  had  to  do  all  this  for  himsdf,  and  | 

in  addition  to  make  all  his  own   appliances^     These  are 

now  provided  for  him  by  separate  "  subsidiary  "  trades,  hm 

whom  even  the  printer  in  the  backwoods  can  obtain  eveiy- 

thing  that  he  wants  to  use.     But  in  spite  of  the  assistance 

which  it  thus  gets  from  outside,  a  large  printing  establidi- 

ment  has  to  find  room  for  many  different  classes  of  workeis 

within  its  walls.     To  say  nothing  of  those  who  organize  and 

superintend  the  business,  of  those  who  do  its  office  work  and 

keep  its  stores,  of  the  skilled  "readers"  who  correct  any 

errors  that  may  have  crept  into  the  "proofe,"  of  its  engineer 

and  repairers  of  machinery,  of  those  who  cast,  and  who  correct 

and  prepare  its  stereotjrpe  plates ;  of  the  warehousemen  and 

the  boys  and  girls  who  assist  them,  and  several  other  minor 

classes ;  there  are  the  two  great  groups  of  the  compositors  who 

set  up  the  type,  and  the  machinists  and  pressmen  who  print 

Instance  of  impressions  from  them.     Each  of  these  two  groups  is  divided 

pUcation  in  into  many  smaller  groups,  especially  in  the  large  centres  of 

d^^of*  *^®  printing  trade.     In  London,  for  instance,  a  minder  who 

thin  lines   ^^fl  accustomed  to  One  class  of  machine,  or  a  compositor  who 

of  division,  .      , 

was  accustomed  to  one  class  of  work,  if  thrown  out  of  employ- 

1  "  The  type-founder  was  probably  the  first  to  secede  from  the  ooooeni;  tba 
printers  delegated  to  others  the  making  of  presses ;  afterwards  the  ink  and  ^ 
roUers  found  separate  and  distinct  manufacturers ;  and  there  arose  a  diM  of 
persons  who,  though  belonging  to  other  trades,  made  printing  t^ppUMOoet  • 
specialty,  such  as  printers'  smiths,  printers*  joiners  and  printers'  engioMn  "  (Ur 
Southward  in  the  Article  on  Typography  in  the  JSneyelopadia  Britmnmca), 
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inent  would  not  willingly  abandon  the  advantage  of  his  book  iv. 
specialized  skill,  and  falling  back  on  his  general  knowledge     °°'"' 
of  the  trade  seek  work  at  another  kind  of  machine  or  in 
another  class  of  work\     These  barriers  between  minute  sub- 
divisions of  a  trade  count  for  a  great  deal  in  many  descrip- 
tions  of   the    modem   tendency  towards  specialization  of 
industry ;  and  to  some  extent  rightly,  because  though  many  which  can 
of  them  are  so  slight  that  a  man  thrown  out  of  work  in  one  with^t 
subdivision  could  pass  into  one  of  its  neighbours  without  any  f^^^iy. 
great  loss  of  efficiency,  yet  he  does  not  do  so  until  he  has 
tried  for  a  while  to  get  employment  in  his  old  lines;  and 
therefore  the  barriers  are  as  effective  as  stronger  ones  would 
be  so  far  as  the  minor  fluctuations  of  trade  firom  week  to 
week  are  concerned.     But  they  are  of  an  altogether  different 
kind  from  the  deep  and  broad  partitions  which  divided  one 
group  of  mediaeval  handicraftsmen  from  another,  and  which 
caused  the  lifelong  suffering  of  the  handloom-weavers  when 
their  trade  had  left  th^m. 

But  let  us  follow  still  further  the  progress  of  machinery  The  news- 
in  supplanting  manual  labour  in  some  directions  and  opening  ]^^. 
out  new  fields  for  its  emplojnnent  in  others.     Let  us  watch 
the  process  by  which  large  editions  of  a  great  newspaper  are 
det  up  and  printed  off  in  a  few  hours. 

To  begin  with,  a  good  part  of  the  type-setting  is  itself 
often  done  by  a  machine ;  but  in  any  case  the  types  are  in 
the  first  instance  on  a  plane  surface,  from  which  it  is  im- 
possible to  print  very  rapidly.  The  next  step  therefore  is  to 
make  a  papier-mach^  cast  of  them,  which  is  bent  on  to  a 
cylinder,  and  is  then  used  as  the  mould  from  which  a  new 

1  For  instance,  Mr  Southward  tells  us  "a  minder  may  understand  only 
book  machines  or  only  news  machines ;  he  may  know  all  abont "  machines  that 
print  from  flat  snrfaoes  or  those  that  print  from  cylinders ;  **  or  of  cylinders  he 
may  know  only  one  kind.  Entirely  novel  machines  create  a  new  class  of  artisans. 
There  are  men  perfectly  competent  to  manage  a  Walter  press  who  arff  gnorant 
hem  to  work  two-ooloor  or  fine  book-work  machines.  In  the  compositor's  depart- 
ment diriaion  of  labour  is  carried  out  to  a  still  minuter  degree.  Ap  old-fashioned 
printer  would  set  up  indifferently  a  placard,  a  title-page,  or  7  book.  At  the 
present  day  we  have  jobbing  hands,  book  hands  and  news  hands,  the  word 
*haod'  suggesting  the  factory-like  nature  of  the  business.  There  are  jobbing 
hands  who  confine  themselyes  to  posters.  Book  hands  comprise  those  who  set  up 
the  titles  and  those  who  set  up  the  body  of  the  work.  Of  these  latter  again, 
while  one  man  composes,  another,  the  *  maker-up,'  arranges  the  pages." 
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BOOK  nr.  metal  plate  is  cast  that  fits  the  cylinders  of  the  printing 
'  machine.  Fixed  on  these  it  rotates  alternately  against  the 
inking  cylinders  and  the  paper.  The  paper  is  arranged  in 
a  huge  roll  at  the  bottom  of  the  machine  and  unrolls  itself 
automatically,  first  against  the  damping  cylinders  and  then 
against  the  printing  cylinders,  the  first  of  which  prints  it  on 
one  side,  and  the  second  on  the  other :  thence  to  the  cutting 
cylinders,  which  cut  it  into  equal  lengths,  and  thence  to  the 
folding  apparatus,  which  folds  it  ready  for  sale.  When  the 
machinery  has  been  got  ready,  one  man  can  manage  it 
entirely  and  it  will  print  oflF  12,000  copies  in  an  hour. 
Instance  of        Thus  in  the  printing  trades,  as  in  the  watch  trade,  we  see 

theincrefts-  I'lj**/*  t  •• 

ed  demand  mechanical  and  scientific  appliances  to  attainmg  results  that 

ti^^a      would  be  impossible  without  them;  at  the  same  time  that 

^^^^^[^  they  persistently  take  over  work  that  used  to  require  manual 

naachinery.  skill  and  dexterity,  but  not  much  judgment ;  while  they  leave 

for  man's  hand  all  those  parts  which  do  require  the  use  of 

judgment,  and  open  up  all  sorts  of  new  occupations  in  which 

there  is  a  great  demand  for  it.     Every  improvement  and 

cheapening  of  the  printer's  appliances  increases  the  demand 

for  the  judgment  and  discretion  and  literary  knowledge  of 

the  reader,  for  the  skill  and  taste  of  those  who  know  how  to 

set  up  a  good  title-page,  or  how  to  make  ready  a  sheet  on 

which  an  engraving  is  to  be  printed,  so  that  light  s^d  shade 

will  be  distributed  properly.     It  increases  the  demand  for 

the  gifted  and  highly-trained  artists  who  draw  or  engrave  on 

wood  and  stone  and  metal,  and  for  those  who  know  how  to 

give  an  accurate  report  in  ten  lines  of  the  substance  of  a  speech 

that  occupied  ten  minutes — cm  intellectual  feat  the  di£5cultj 

of  which  we  underrate,  because  it  is  so  fi:equently  performed. 

And  again,  it  tends  to  increase  the  work  of  photographers 

and  electrotypers,  and  stereotypers,  of  the  makers  of  printer's 

machinery,  and  many  others  who  get  a  higher  training  and 

a  higher  income  irom  their  work  than  did  those  layers  on  and 

takers  oflF,  and  those  folders  of  newspapers  who  have  found 

their  work  taken  over  by  iron  fingers  and  iron  arma 

Machinery        §  6.     We  may  now  pass  to  consider  the  effects  which 

strain  on    machinery  has  in  relieving  that  excessive  muscular   strain 

^^^g      which  a  few  generations  ago  was  the  common  lot  of  more 
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than  half  the  working  men  even  in  such  a  country  as  England,  book  iv. 
The  most  marvellous  instances  of  the  power  of  machinery  are  ^"'"^ 
seen  in  large  iron-works,  and  especially  in  those  for  making 
armour  plates,  where  the  force  to  be  exerted  is  so  great  that 
man's  muscles  count  for  nothing,  and  where  every  move- 
ment, whether  horizontal  or  vertical,  has  to  be  eflfected  by 
hydraulic  or  steam  force,  and  man  standi  by  ready  to  govern 
the  machinery  and  clear  away  ashes  or  perform  some  such 
secondary  task  Machinery  of  this  class  has  increased  our 
command  over  nature,  but  it  has  not  directly  altered  the 
character  of  man's  work  very  much ;  for  that  which  it  does 
he  could  not  have  done  without  it.  Let  us  then  look  at 
work  such  as  that  of  house  carpenters  who  make  things  of 
the  same  kind  as  those  used  by  our  forefathers,  but  with 
much  less  toil  for  themselvea  They  now  give  themselves 
chiefly  to  those  parts  of  the  task  which  are  most  pleasant 
and  most  interesting;  while  in  every  country  town  and 
ahnost  every  village  there  are  found  steam  mills  for  sawing, 
planing  and  moulding,  which  relieve  them  of  that  grievous 
fetigue  which  not  very  long  ago  used  to  make  them  prema- 
tmely  old*. 

New  machinery,  when  just  invented,  generally  requires  Machinery 
a  great  deal  of  care  and  attention.     But  the  work  of  its  sooner  or 
attendant  is  always  being  sifted ;  that  which  is  uniform  and  monoto- 
monotonous  is  gradually  taken  over  by  the  machine,  which  |^^J^„'^ 
thus  becomes  steadily  more  and  more  automatic  and  self-  facture. 
acting ;  till  at  last  there  is  nothing  for  the  hand  to  do,  but 
to  supply  the  material  at  certain  intervals  and  to  take  away 

1  The  jack-plane,  used  for  making  smooth  large  boards  for  floors  and  other 
purposes,  was  the  worst  enemy  of  the  carpenter.  AU  but  specially  skilled  men 
vere  compelled  to  spend  a  great  part  of  their  time  with  the  jack-plane,  and  this 
broQ^i  on  heart  disease,  making  them  as  a  mle  old  men  by  the  time  th^y  were 
forty.  Bnt  now  those  who  become  prematurely  old  through  OTerwork  are  to  be 
found  almost  exdosively  among  the  professional  classes,  among  those  engaged  in 
the  more  anzfoas  kinds  of  business,  and  in  some  agricoltoral  districts  in  which  the 
rate  of  wages  is  stiU  Tery  low  and  the  people  are  habitnaUy  underfed.  Adam 
Smith  tells  us  that  "  workmen,  when  they  are  liberaUy  paid,  are  very  apt  to  oTer- 
work  themaelves  and  to  ruin  their  health  and  constitntion  in  a  few  years.  A  car- 
penter in  London,  and  in  some  other  places,  is  not  supposed  to  last  in  his  ntmost 
rigour  above  eight  years...JUmo8t  every  class  of  artificers  is  subject  to  some 
psrticular  infirmity  occasioned  by  excessive  application  to  their  peculiar  species  of 
work."     Wealth  of  Nationt,  Book  i.  Chapter  vn. 

M.  21 
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BOOK  IT.  the  work  when  finished.    There  still  remains  the  responsi- 

^'°'    bility  for  seeing  that  the  machinery  is  in  good  order  and 

working  smoothly;  but  even  this  task  is  often  made  Hgbt 

by  the  introduction  of  an  automatic  movement,  which  brings 

the  machine  to  a  stop  the  instant  anything  goes  wrong. 

ninstrm-  Nothing  could  be  more  narrow  or  monotonous  than  the 

^tejSe  occupation  of  a  weaver  of  plain  stuffs  in  the  old  time.    But 

industries,  now  one  woman  will  manage  four  or  more  looms,  each  of 

which  does  many  times  as  much  work  in  the  course  of  the 

day  as  the  old  hand-loom  did ;  and  her  work  is  much  less 

monotonous  and  calls  for  much  more  judgment  than  his  did 

So  that  for  every  hundred  yards  of  cloth  that  are  woven,  the 

purely  monotonous  work  done  by  human  beings  is  probabW 

not  a  twentieth  part  of  what  it  was\ 

It  thus  Facts  of  this  kind  are  to  be  found  in  the  recent  histoiy 

monoumy  of  many  trades :  and  they  are  of  great  importance  when  we| 

hamin'     *"^  Considering  the  way  in  which  the  modem  organizaticHi  oj 

Toiving      industry  is  tending  to  narrow  the  scope  of  each  person'^ 
monotony  •f  o  jr  x-  i 

of  life.  work,  and  thereby  to  render  it  monotonous.  For  those  traded 
in  which  the  work  is  most  subdivided  are  those  in  which  tbd 
chief  muscular  strain  is  most  certain  to  be  taken  off  bi| 
machinery ;  and  thus  the  chief  evil  of  monotonous  work  L^ 
much  diminished.  As  Roscher  says,  it  is  monotony  of  life 
much  more  than  monotony  of  work  that  is  to  be  dreaded ; 
monotony  of  work  is  an  evil  of  the  first  order  only  when  ii 
involves  monotony  of  life.  Now  when  a  person's  employ 
ment  requires  much  physical  exertion,  he  is  fit  for  nothii^ 
after  his  work;  and  unless  his  mental  £su^ulties  are  called 
forth  in  his  work,  they  have  little  chance  of  being  develops 
at  all.  But  the  nervous  force  is  not  very  much  exbarusted  ii 
the  ordinary  work  of  a  factory,  at  all  events  where  there  i 
not  excessive  noise,  and  where  the  hours  of  labour  are  no 
too  long.  The  social  surroimdings  of  factory  life  in  and  oa 
of  working  hours  stimulate  mental  activity ;  and  even  thod 
factory  workers  whose  occupations  are  seemingly  the  m<« 

1  The  efficiency  of  Uboor  in  weaving  has  been  increased  twelTe-fold  and  A 
in  spinning  six-fold  daring  the  last  seventy  years.  In  the  preoedtng  »^ 
years  the  improvements  in  spinning  had  already  hicreased  the  eiBcieiH^  ol  Itto 
two-hnndred-fold  (see  Ellison's  Cotton  IVade  of  Oreat  Britain,  ch.  It.  and  v.). 
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monotonous  have  more  intelligence  and  mental  resource  than  book  iy. 
has  been  shown  by  the  English  agricultural  labourer  whose  ^'"^ 
employment  has  more  variety.  (It  is  true  that  the  American 
agriculturist  is  an  able  man,  and  that  his  children  rise  rapidly 
in  the  world./  But  partly  because  land  has  been  plentiful, 
and  he  has  generally  owned  the  farm  that  he  cultivates,  he 
has  had  better  social  conditions  than  the  English;  he  has 
always  had  to  think  for  himself,  and  has  long  had  to  use  and 
to  repair  complex  machines.  The  English  agricultural  la- 
bourer has  bad  many  great  disadvantages  to  contend  with ; 
but  is  steadily  improving  his  position. 

Perhaps  the  textile  industries  afford  the  best  instance  ThetextOe 
of  work  that  used  to  be  done  by  hand  and  is  now  done  by  ^^ 

machinery.    They  are  especially  prominent  in  England,  where      ^  \jf^^^^  ^ 
they  give  employment  to  nearly  ha,lf  a  million  males  and  v      ^-jeX^'^^'^'*^!^ 
msffe  than^M^lfa  million  females,  or  more  than  one  in  ten  ofvv^^  K^jjot^^'^^^ 
tKoee  persons  who  are  eammg^  independent  incomes.     The  jj^r^"^^ 
strain  that  is  taken  off  human  muscles  in  dealing  even  with  ^ 

those  soft  materials  is  shown  by  the  fact  that  for  every  one 
of  these  million  operatives  there  is  used  about  one  horse-  ti  jifM-^'^^  Ct^r* 
power  of  steam,  that  is,  about  ten  times  as  much  as  they  Co--cti     /  ;  , 
would  themselves  exert  if  they  were  all  strong  men ;  and  the  /  ^^^ 
history  of  these  industries  will  serve  to  remind  us  that  many   \,  -  ^  ^ .  I      '  - 
of  those  who  perform  the  more  monotonous  parts  of  manu-  Mo^t  of       » 
&cturing  work  are  as  a  rule  not  skilled  workers  who  have  domouo-   i    *  ^^ 
come  down  to  it  from  a  higher  class  of  work,  but  unskilled  mecSmicai  r  -  -  v , 
workers  who  have  risen  to  it.     A  great  number  of  those  who  ^^f^^\l/\^  >  v.^v^  - 
work  in  the  Lancashire  cotton  mills  have  come  there  from  from  beiow^^  ^  ^   , 
poverty-stricken  districts  of  Ireland,  while  others  are  the  above."  *^  \   >   '^  -"^ 
descendants  of  paupers  and  people  of  weak  physique,  who  ^v'"     'wv   /, 
were  sent  there  in  large  numbers  early  in  the  century  frx)m  ^        ^ . 

the  most  miserable  conditions  of  life  in  the  poorest  agricul- 
tural districts,  where  the  labourers  were  fed  and  housed 
almost  worse  than  the  animals  whom  they  tended-i-Again, 
when  regret  is  expressed  that  the  cotton  factory  hands^oT 
New  England  have  not  the  high  standard  of  culture  which 
prevailed  among  them  a  century  ago,  we  must  remember     ^*   '  ^ 

that  the  descendances  of  those  factory  workers  have  moved  up     W^  ^    *^  <^  / 
to  higher  and  nfore  responsible  posts,  and  include  many  of      /^  ^  '^ 
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.BOOK  IT.  the  ablest  and  wealthiest  of  the  citizens  of  America.    Those 

°^'"'    who  have  taken  their  places  are  in  the  process  of  being 

raised ;  they  are  chiefly  French  Canadians  and  Irish,  who 

though  they  may  learn  in  their  new  homes  some  of  the  vices 

of  civilization,  are  yet  much  better  oflf  and  have  on  the 

whole  better  opportunities  of  developing  the  higher  faculties 

of  themselves  and  their  children  than  they  had  in  their  oU 

homes. 

Specialized       §  7.     But  passing  from  this  inquiry  we  must  proceed  to 

JiaciSery  consider  what  are  the  conditions  under  which  the  economies 

M©d  witiS   ^  production  arising  from  division  of  labour  can  best  be 

fnUeoono-  secured.    It  is  obvious  that  the  efficiency  of  specialized 

my  muess  .  .  . 

fou  oocn-    machinery  or  specialized  skill   is  but  one  condition  of  its 

^foun?"  economic  use;  the  other  is  that  sufficient  work  should  be 

thefr'roe  **  foimd  to  keep  it  well  employed.    As  Babbage  pointed  out,  in 

ciai  work,   a  large  factory  "  the  master  manufacturer  by  dividing  the  wwk 

to  be  executed  into  different  processes,  each  requiring  different 

degrees  of  skill  or  force,  can  purchase  exactly  that  precise 

quantity  of  both  which  is  necessary  for  each  process ;  wh««M 

if  the  whole  work  were  executed  by  one  workman  that  person 

must  possess  sufficient  skill  to  perform  the  most  difficult  and 

sufficient  strength  to  execute  the  most  laborious  of  the  op^a- 

And  in  any  tions  into  which  the  work  is  divided."    And  it  is  to  be  noticed 

sho^d  M    that  the  economy  of  production  requires  not  only  that  each 

ribtebe^"  person  should  be  employed  constantly  in  a  narrow  range  ol 

SdS^as^     work,  but  also  that,  when  it  is  necessary  for  him  to  under 

difficoit      take  different  tasks,  each  of  these  tasks  should  be  such  as  U 

work  &8 

they  can     Call  forth  as  much  as  possible  of  his  skill  and  ability.    Jud 

^^'  in  the  same  way  the  economy  of  machinery  requires  that  i 

poweriul  turning-lathe  when  specially  arranged  for  one  claa 

of  work  should  be  kept  employed  as  long  as  possible  on  thai 

work;  and  if  after  all  it  is  necessary  to  employ  it  on  otha 

work,  that  should  be  such  as  to  be  worthy  of  the  lathe,  and  no 

such  as  could  have  been  done  equally  well  by  a  much  smaile 

machine. 

Bat  man  is       Here  then,  so  £bu:  as  the  economy  of  production  goes,  me 

weUas       and  machines  stand  on  much  the  same  footing:  but  whil 

of  prl^o.  machinery  is  a  mere  implement  of  production,man'8  wel&re  i 

*ion.         a^igQ  i^g  ultimate  aim.     We  have  already  bt^en  occupied  wit 
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the  question  whether  the  human  race  as  a  whole  gains  by  book  it. 
carrying  to  an  extreme  that  specialization  of  function  which     ^•°' 
causes  all  the  most  difficult  work  to  be  done  by  a  few  people: 
but  we  have  now  to  consider  it  more  nearly  with  special  The  inqni- 
reference  to  the  work  of  business  management.    The  main  diSeiy  ^ 
drift  of  the  next  three  chapters  is  to  inquire  what  are  the  ^^^^  '^ 
causes  which  make  different  forms  of  business  management 
the  fittest  to  profit  by  their  environment,  and  the  most  likely 
to  prevail  over  others ;  but  it  is  well  that  meanwhile  we 
should  have  in  our  minds  the  question,  how  far  they  are 
severally  fitted  to  benefit  their  environment. 

Many  of  those  economies  in  the  use  of  specialized  skill 
and  machinery  which  are  commonly  regarded  as  within  the 
reach  of  very  large  establishments,  depend,  not  on  the  size 
of  individual  fectories,  but  on  the  aggregate  volume  of 
production  of  the  kind  in  the  neighbourhood ;  while  others 
again,  especially  those  connected  with  the  growth  of  know- 
ledge and  the  progress  of  the  arts,  depend  chiefly  on  the 
aggregate  volume  of  pixnluction  in  the  whole  civilized  world. 
An8  here  we  may  introduce  two  technical  terma  We  may 
livide  the  economies  arising  from  an  increase  in  the  scale  External 
rf  production  of  any  kind  of  goods,  into  two  classes — those  nuemai 
Iqwndent  on  the  general  development  of  the  industry  and  -^«>*<"**^- 
those  dependent  on  the  i^esources  of  the  individual  houses  of 
tnisioess  engaged  in  the  efficiency  of  their  management, 
bd  we  may  call  the  former  External  Economies,  and  the 
•tter  Intebkal  Economies.  In  the  present  chapter  we 
*ve  been  chiefly  discussing  Internal  economies ;  but  we  now 
Proceed  to  examine  those  very  important  External  economies 
rhich  can  often  be  secured  by  the  concentration  of  many 
mall  businesses  of  a  similar  character  in  particular  localities  : 
r,  as  is  commonly  said,  by  the  localization  of  industry. 
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CHAPTER  X. 

INDUSTRIAL  OBGANIZATION  CONTINUED.  THE  CONCENTRA- 
TION OF  SPECIALIZED  INDUSTRIES  IN  PARTICULAB 
LOCAUTIES. 

BOOK  IV.  §  1.  In  an  esaly  stage  of  civilization  every  jdace  had  to 
^*^*  depend  on  its  own  resources  for  most  of  the  heavy  wares 
Eyen  in  which  it  consumed;  unless  indeed  it  happened  to  have  special 
^^8  of  facilities  for  water  carriage.  But  the  slowness  with  which 
Sw^^  customs  changed,  made  it  easy  fof  producers  to  meet  the 
b^  con-  wants  of  consumers  with  whom  they  had  but  very  little 
traffic  in  cx)mmunication ;  and  it  enabled  comparatively  poor  people 
T^oa^  to  buy  a  few  expensive  goods  from  a  distance,  in  the  security 
pr^oticQ  ^^^^  ^^^y  would  add  to  the  pleasure  of  festivals  and  holidajs 
^  ^to^  during  a  life-time,  or  perhaps  even  during  two  or  three  life- 
ised.  times.  Consequently  the  lighter  and  more  expensive  articles  of 

dress  and  personal  adornment,  together  with  spices  and  some 
kinds  of  metal  implements  used  by  all  classes,  and  many  other 
things  for  the  special  use  of  the  rich,  often  came  hxm 
astonishing  distances  Some  of  these  were  produced  only  m 
a  few  places,  or  even  only  in  one  place;  and  they  wwe 
diffused  all  over  Europe  partly  by  the  agency  of  &ins^  and 
professional  pedlers,  and  partly  by  the  producers  themselves, 
who  would  vary  their  work  by  travelling  on  foot  for  many 
thousand  miles  to  sell  their  goods  and  see  the  world.  These 
sturdy  travellers  took  on  themselves  the  risks  of  their  litt^ 
businesses;  they  enabled  the  production  of  certain  claasesd 

1  Thns  in  the  records  of  the  Stourbridge  Fair  held  near  Cambridge  we  flni  ai 
endless  Ttuiety  of  light  and  predons  goods  from  the  older  seats  of  eiriliialkB  s 
the  East  and  on  the  Mediterranean ;  some  haTing  been  brought  in  Italisu  skiM 
and  others  haying  trayelled  by  land  to  the  Hanse  Towns  and  tbenoe  by  tea  1^ 
Bn^^and. 
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goods  to  be  kept  on  the  right  track  for  satisfying  the  needs  book  it. 
of  purchasers  far  away;  and  they  created  new  wants  among     ^'^' 
consumers,  by  showing  them  at  fairs  or  at  their  own  houses 
new  goods  from  a  distant  land\ 

This  concentration  of  special  groups  of  industry  in  par- 
ticular localities,  or  the  "localization  of  industry"  as  it  is 
commonly  called,  began  at  an  early  stage  in  the  world's 
history;  and  gradually  prepared  the  way  for  many  of  the 
modem  developments  of  division  of  labour  in  the  mechanical 
arts  and  in  the  task  of  business  management.  Even  now 
we  find  industries  of  a  primitive  fashion  localized  in  retired 
villages  of  central  Europe,  and  sending  their  simple  wares 
even  to  the  busiest  haunts  of  modem  industry.  In  Russia 
the  expansion  of  a  family  group  into  a  village  has  often  been 
the  cause  of  a  localized  industry;  and  there  are  an  immense 
number  of  villages  each  of  which  carries  on  only  one  branch 
of  productipn,  or  even  only  a  part  of  one.  There  are  for 
instance  over  500  villages  devoted  to  various  branches  of 
woodwork;  one  village  makes  nothing  but  spokes  for  the 
wheels  of  vehicles,  another  nothing  but  the  bodies  and  so 
on;  and  indications  of  a  lik^  etote  of  things  are  found  in 
the  histories  of  oriental  civilizations  and  in  the  chronicles  of 
mediaeval  Europe". 

§  2.    The  causes  by  which  localized  industries  have  been  The 
originated  are  varioua     But  the  chief  of  them  have  been  ^^^of 
physical  conditions;  such  as  the  character  of  the  climate  and  j^aiJ^g. 
the  soil,  of  mines  and  quarries  in  the  neighbourhood,  or  within  ^^^^^ 
easy  access  by  land  or  water.    Thus  metallic  industries  have 
generally  been  either  ueax  mines  or  in  places  where  fuel  was 
cheap.    The  iron  industries  in  England  first  sought  those 

1  Mot  Tery  kng  ago  trayeUen  in  Western  Tyrol  coold  find  a  strange  and 
ditraeteristic  relie  of  this  habit  in  a  Tillage  called  Imst.  The  villagers  had 
■omehow  acquired  a  special  art  in  breeding  canaries:  and  their  young  men 
ituted  for  a  tour  to  distant  parts  of  Europe  each  with  about  fifty  small  cages 
^ang  from  a  pole  orer  his  shoulder,  and  walked  on  till  they  had  sold  aU. 

'  Thus  for  instance  we  read  (Bogers*  Six  Centwies  of  Work  and  Waget^  Ch. 
nr.)  of  a  lawyer's  handy  book  written  abont  1260»  which  makes  note  of  scarlet  at 
Uneoln ;  blanket  at  Bligh ;  bnmet  at  Beverley ;  rosset  at  Colchester ;  linen  fabrics 
fct  Shaftesbniy,  Lewes,  and  Aylsham;  cord  at  Warwick  and  Bridport;  knives  at 
Kantead;  needles  at  Wilton ;  razors  at  Leicester;  soap  at  Coventry ;  horse  girths 
It  DoDcaster ;  skins  and  fmrs  at  Chester  and  Shrewsbniy  and  so  on. 
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BOOK  IV.  districts  in  which  charcoal  was  plentiiiil,  and  afterwards  they 
^'^'     went  to  the  neighbourhood  of  collieries '.   Staffordshire  makes 
many  kinds  of  pottery,  all  the  materials  of  which  are  im- 
ported from  a  long  distance ;  but  she  has  cheap  coal  and 
excellent  clay  for  making  the  heavy  "seggars"  or  boxes  io 
which  the  pottery  is  placed  while  being  fired.   Straw  plaiting 
has  its  chief  home  in  Bedfordshire,  where  straw  has  just  the 
right  proportion  of  silex  to  give  strength  without  brittleness; 
and  Buckinghamshire  beeches  have  afforded  the  material  for 
the  Wycombe  chairmaking.     The  Sheffield  cutlery  trade  is 
due  chiefly  to  the  excellent  grit  of  which  its  grindstones  are 
made, 
the  patron-        Another  chief  cause  has  been  the  patronage  of  a  cooit 
courts;      The  rich  folk  there  assembled  make  a  demand  for  goods  of 
specially  high  quality,  and  this  attracts  skilled  workmen 
from  a  disttC&ce,  and  educates  those  on  the  spot.    When  an 
Eastern  potentate  changed   his  residence — and>  partly  for 
sanitary  reasons,   this  was  constantly  done — the  deserted 
town  was  apt  to  take  refuge  in  the  development  of  a 
specialized  industry,  which    had    owed  its  origin  to  the 
the  deiibe-  presence  of  the  court    But  very  often  the  rulers  deliberatelv 
tion  of ^     invited  artisans  fix>m  a  distance  and  settled  them  in  a  group 
™*®^       together.    Thus  the  mechanical  faculty  of  Lancashire  is  sail 
to  be  due  to  the  influence  of  Norman  smiths   who  were 
settled  at  Warrington  by  Hugo  de  Lupus  in  William  the 
Conqueror's  time.  While  the  greater  part  of  England's  mano- 
fiacturing  industry  before  the  era  of  cotton  and  steam  bad 
its  course  directed  by  settlements  of  Flemish  and  HugaeD(^ 
artisans ;  many  of  which  were  made  under  the  inmiediate 
direction  of  Plantagenet  and  Tudor  kings.  These  immigrants 
taught  us  how  to  weave  woollen  and  worsted  stufis,  though 
for  a  long  time  we  sent  our  cloths  to  the  Netherlands  to  be 
fuUed  and  dyed.    They  taught  us  how  to  cure  herrings,  bow 
to  manufiacture  silk,  how  to  make  lace,  glass,  and  paper,  and 
to  provide  for  many  other  of  our  wants'. 

1  The  Iftter  wvoderiiigt  of  the  iron  indnstij  from  Wales,  Stafforddmc  ud 
Sbropahize  to  Seotland  and  the  North  of  En^and  are  woU  riiown  in  the  taUs 
sabmitted  hj  Sir  Lowthian  Befi  to  the  recent  Cmmirifminn  on  the  DepreaaoD  d 
Trade  and  Indnstry.    See  th^  Second  Baport,  Part  i.  p.  9S0. 

s  Fuller  aaya  that  Flemings  started  mamifaetvres  of  cloths  and  fostiaBi  ii 
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But  how  did  these  immigrants  learn  their  skill  ?    Their  book  it. 
ancestors  had  no  doubt  profited  by  the  traditional  arts  of    ^°'^' 
earKer  civilizations  on  the  shores  of  the  Mediterranean  and  T^l?', 

dostnal 

in  the  far  East :  for  nearly  all  important  knowledge  has  long  develop- 
deep  roots  stretching  downwards  to  distant  times ;  and  so  STtions 
widely  spread  have  been  these  roots,  so  ready  to  send  up  o^^t^ 
shoots  of  vigorous  life,  that  there  is  perhaps  no  part  of  the  old  ^'  ^?' 
world  in  which  there  might  not  long  ago  have  flourished  many  have  had 
beautiful  and  highly  skilled  industries,  if  their  growth  had  SS!* 
been  fevoured  by  the  character  of  the  people,  and  by  their  ^edty' 
social  and  political  institutions.     This  accident  or  that  may  nj^onji 

t         J  ,       ^  .  .     character 

have  determined  whether  a  particular  industry  flourished  in 
any  one  town ;  the  industrial  character  of  a  whole  country 
e?en  may  have  been  largely  influenced  by  the  richness  of 
her  soil  and  her  mines,  and  her  facilities  for  commerce.  Such 
natural  advantages  may  themselves  have  stimulated  free  in- 
dustry and  enterprise :  but  it  is  the  existence  of  these  last, 
by  whatever  means  they  may  have  been  promoted,  which 
has  been  the  supreme  condition  for  the  growth  of  noble 
forms  of  the  arts  of  life.  In  sketching  the  history  of  free 
industry  and  enterprise  we  have  already  incidentally  traced 
the  outlines  of  the  causes  which  have  localized  the  industrial 
leadership  of  the  world  now  in  this  country  and  now  in  that.  ; 
We  have  seen  how  physical  nature  acts  on  man's  energies,  whichitseif 
how  he  is  stimulated  by  an  invigorating  climate,  and  how  product  of 
he  is  encouraged  to  bold  ventures  by  the  opening  out  of  JJJms. 
rich  fields  for  his  work :  but  we  have  also  seen  how  the  use 
be  makes  of  these  advantages  depends  on  his  ideals  of  life, 
and  how  inextricably  therefore  the  reUj^oi^^,  pnlj^ipj^l  ^nH 
economic  threads  of  the  world's  history  are  interwoven;  while 
togetEer  t^eynave  been  bent  this  way  or  that  by  great 
political  events  and  the  influence  of  the  strong  personalities 
of  individuals. 

The  causes  which  determine  the  economic  progress  of 
nations  will  require  further  study  when  we  come  to  discuss 


Norwich,  of  baises  hi  Sadhory,  of  serges  in  Colchester  and  Taunton,  of  cloths  in 
Kent,  GUmeestershire,  Worcestershire,  Westmoreland,  Yorkshire,  Hants,  Berks 
ftod  Sussex,  of  kerseys  in  Devonshire  and  of  Levant  cottons  in  Lancashire. 
Smiles'  Huguenott  in  England  and  Ireland^  p.  109. 
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BOOK  IV.  the  problems  of  international  traded  But  for  the  present  we 
°^'^*     must  turn  aside  from  these  broader  movements  of  the  locali- 
zation of  industiy ;  and  follow  the  fortunes  of  groups  of  skilled 
workers  who  are  gathered  within  the  narrow  boundaries  d 
a  manufSetcturing  town  or  a  thickly  peopled  industrial  distaici 
The  ad.  §  3.     When  then  an  industry  has  once  chosen  a  localily 

ofiocaSzed  ^^^  itself,  it  is  likely  to  stay  there  long :  so  great  are  tixt 
StfSdito  advantages  which  people  following  the  same  skilled  tode 
skill;         get  from  near  neighbourhood  to  one  another.    The  mysteries 
of  the  trade  become  no  mysteries ;  but  are  as  it  w^ne  in  tbe 
air,  and  children  learn  many  of  them  unconsciously.   Good 
work  is  rightly  appreciated,  inventions  and  improvements  in 
machinery,  in  processes  and  the  general  organization  of  the 
business  have  their  merits  promptly  discussed ;  if  one  man 
starts  a  new  idea  it  is  taken  up  by  others  and  combined 
with  suggestions  of  their  own;  and  thus  become  the  source 
the  nowth  of  further  new  ideas.    And  presently  subsidiary  trades  grow 
sic^ry       up  in  the  neighbourhood,  supplying  it  with  implements  and 
^"^^'^      materials,  organizing  its  tra£Bc,  and  in  many  ways  conducing 

to  the  economy  of  its  material. 
theoMcl         Again,  the  economic  use  of  expensive  machinery  cui 
ql^aiied  sometimes  be  attained  in  a  very  high  degree  in  a  district  in 
machinery;  ^hj^jh  there  is  a  large  aggregate  production  of  the  same 
kind,  even  though  no  individual  capital  employed  in  tbe 
trade  be  very  larga  For  subsidiary  industries  devoting  them- 
selves each  to  one  small  branch  of  the  process  of  productioD. 
and  working  it  for  a  great  many  of  their  neighbours,  are 
able  to  keep  in  constant  use  machinery  of  the  most  highly 
specialized  character;  and  to  make  it  pay  its  expenses,  thoogb 
its  original  cost  may  have  been  high,  and  its  rate  of  depre- 
ciation very  rapid 
A  loeal  Again,  in  all  but  the  earliest  stages  of  economic  develop- 

special       ment  a  localized  industry  gains  a  great  advantage  from  tiie 
"^         fSftct  that  it  offers  a  constant  market  for  skilL     Empbyers 
are  apt  to  resort  to  any  place  where  they  are  likely  to  find  a 
good  choice  of  workers  with  the  special  skill  which  Uiey 

^  Meanwhile  attention  maj  he  called  to  an  artide  on  The  Migntimu  ^f 
Centre*  rf  ImimtriuL  Snerfjf  bj  Mr  Coming  in  the  Fortnifl^bt^  Beriev  far 
Deoember  1878. 
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require;  while  men  seeking  employment  naturally  go  to  book  iv. 
places  where  they  expect  to  find  a  good  market  for  theii  ^'^ 
skill,  in  consequence  of  the  presence  of  many  employers 
who  require  its  aid.  The  owner  of  an  isolated  {eyctory  is 
often  put  to  great  shifts  for  want  of  some  special  skilled 
labour  which  has  suddenly  run  short ;  and  a  skilled  workman, 
when  thrown  out  of  employment  in  it,  has  no  easy  refuge. 
Social  forces  here  co>operate  with  economic :  there  are  often 
strong  friendships  between  employers  and  employed;  but 
neither  side  likes  to  feel  that  in  case  of  any  disagreeable 
incident  happening  between  them,  they  must  go  on  rubbing 
against  one  another:  both  sides  like  to  be  able  easily  to  break 
off  old  associations  should  they  become  irksome.  These  diffi- 
culties are  still  very  great,  though  they  are  being  diminished 
by  the  railway,  the  printing-press  and  the  telegraph. 

On  the  other  hand  a  locali2ed  industry  has  some  disad-  Sometimes 
vantages  as  a  market  for  labour  if  the,  work  done  in  it  is  a  localized 
chiefly  of  one  kind,  such  for  instance  as  can  be  done  only  by  ^SobToo 
strong  men.     In  those  iron  districts  in  which  there  are  no  S^^l^® 
textile  or  other  &ctories  to  give  employment  to  women  and  ^^  one 
children,,  wages  are  high  and  the  cost  of  labour  dear  to  the  labour, 
employer,  while  the  average  money  earnings  of  each  family 
are  low.     But  the  remedy  for  this  evil  is  obvious,  and  is 
found  in  the  growth  in  the  same  neighbourhood  of  industries 
of  a  supplementary  character.     Thus  textile  industries  are 
constantly  found  congregated  in  the  neighbourhood  of  mining 
and  engineering  industries,  in  some  cases  having  been  attract- 
ed by  almost  imperceptible  steps ;  in  others,  as  for  instance 
at  Barrow,  having  been  started  deliberately  on  a  large  scale 
in  Older  to  give  variety  of  employment  in  a  place  where  pre- 
nously  there  had  been  but  little  demand  for  the  work  of 
women  and  children. 

The  advantages  of  variety  of  employment  are  combined 
with  those  of  localized  industries  in  some  of  our  manufacturing 
towns,  and  this  is  a  chief  cause  of  their  continued  growth. 
But  on  the  other  hand  the  value  which  the  central  sites  of  a 
large  town  have  for  trading  purposes,  enables  them  to  com- 
mand much  higher  ground-rents  than  the  situations  are  worth 
for  &ctories,  even  when  account  is  taken  of  this  combination 
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of  advantages :  and  there  is  a  similar  competition  for  dweUing 
space  between  the  employ^  of  the  trading  houses,  and  the 
fectory  workers.  The  result  is  that  factories  now  congregate 
in  the  outskirts  of  large  towns  and  in  manufSetcturing  districts 
in  their  neighbourhood  rather  than  in  the  towns  themselves*. 

A  district  which  is  dependent  chiefly  on  one  industry  is 
liable  to  extreme  depression,  in  case  of  a  ialling-off  in  the 
demand  for  its  produce,  or  of  a  failure  in  the  supply  of  the 
raw  material  which  it  usea  This  evil  again  is  in  a  great 
measure  avoided  by  those  large  towns,  or  large  industrial 
districts  in  which  several  distinct  industries  are  strongly  de- 
veloped. If  one  of  them  fails  for  a  time,  the  others  are  likely 
to  support  it  in  many  ways,  chiefly  indirect ;  one  of  these 
being  that  they  keep  in  heart  the  local  shopkeepers,  who  are 
thus  enabled  to  continue  their  assistance  longer  than  the? 
othei'wise  could,  to  the  workpeople  in  those  trades  that 
happen  to  be  depressed. 

§  4.  Every  cheapening  of  the  means  of  communicatioD, 
every  new  fistcility  for  the  free  interchange  of  ideas  between 
distant  places  alters  the  action  of  the  forces  which  tend  to 
localize  industries.  Speaking  generally  we  may  say  that  a 
lowering  of  tarifiBs,  or  of  freights  for  the  transport  of  goods* 
tends  to  make  each  locality  buy  more  largely  from  a  dis- 
tance what  it  requires ;  and  thus  tends  to  concentrate  parti- 
cular industries  in  special  localities :  but  on  the  other  hand 
everything  that  increases  people's  readiness  to  migrate  from 
one  place  to  another,  tends  to  bring  skilled  artisans  to  ply 
their  crafts  near  to  the  consumers  who  will  purchase  their 
wares.  These  two  opposing  tendencies  are  well  illustrated 
by  the  recent  history  of  the  English  people. 

On  the  one  hand  the  steady  cheapening  of  freights,  the 
opening  of  railways  from  the  agricultural  districts  of  America 
and  India  to  the  sea-board,  and  the  adoption  by  England  of 
a  free-trade  policy,  have  led  to  a  great  increase  in  her  impor* 


1  The  movement  has  heen  specially  conspionons  in  the  case  of  the  textile 
manufactures.  Manchester,  Leeds  and  Lyons  are  still  chief  centres  of  the  ti«i« 
in  cotton,  woollen  and  silk  staffs,  bat  they  do  not  now  tbemsdves  piodoce  ta? 
great  part  of  the  goods  to  which  they  owe  their  chief  fame.  On  the  other  hand 
London  and  Paris  retain  their  positions  as  the  two  largest  mannfacturigg 
of  the  world,  Philadelphia  coming  third. 
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tation  of  raw  produce:  But  on  the  other  hand  the  growing  book  it. 
cheapness,  rapidity  and  comfort  of  foreign  travel,  are  inducing  ^'^' 
her  trained  business  men  and  her  skilled  artisans  to  pioneer 
the  way  for  new  industries  in  other  lands,  and  to  help  them 
to  manu&cture  for  themselves  goods  which  they  have  been 
w<mt  to  buy  from  England.  English  mechanics  have  taught 
people  in  almost  every  part  of  the  world  how  to  use  English 
machineiy,  and  even  how  to  make  the  machinery  like  it ;  and 
English  miners  have  opened  out  mines  of  ore  which  have 
diminished  the  foreign  demand  for  many  of  England's  pro- 
(iucts\ 

One  of  the  most  striking  movements  towards  the  speciali- 
zation of  a  country's  industries,  which  history  records,  is  the 
rapid  increase  of  the  non-agricultural  population  of  England 
in  recent  timea     The  exact  nature  of  this  change  is  however 
liable  to  be  misunderstood ;  and  its  interest  is  so  great,  both  The  effects 
for  its  own  sake,  and  on  accoimt  of  the  illustrations  it  affords  ^culture 
of  the  general  principles  which  we  have  been  discussing  in  ^l^^ 
the  precedinc:  chapter  and  in  this,  that  we  may  with  advan-  imporu- 

,  ^         .1.1-1  tionofraw 

tage  pause  here  to  consider  it  a  little.  produce. 

In  the  first  place,  the  real  diminution  of  England's  agri- 
cultural industries  is  not  so  great  as  at  first  sight  appears. 
It  is  true  that  in  the  middle  ages  three-fourths  of  the  people 
were  reckoned  as  agriculturists;  that  only  one  in  nine  was 
returned  to  the  last  census  as  engaged  in  agriculture,  and  The  dimm. 
that  perhaps  not  more  than  one  in  twelve  will  be  so  returned  agriciOta- 
at  the  next  census.     But  it  must  be  remembered  that  the  uod^^ms 
so-called  agricultural  population  of  the  Middle  Ages  were  not  ^Jj^^^ 
exclusively  occupied  with  agriculture ;  they  did  for  them-  appears, 
selves  a  great  part  of  the  work  that  is  now  done  by  brewers 
and  bakers,  by  spinners  and  weavers,  by  bricklayers  and  car- 
penters, by  dressmakers  and  tailors  and  by  many  other  trade& 
These  self-sufficing  habits  died  slowly ;  but  most  of  them  had 
nearly  disappeared  by  the  beginning  of  this  century ;  and  it 
is  probable  that  the  labour  spent  on  the  land  at  this  time 

1  The  hi^  inteDigeiioe  of  the  Cknniah  men  has  combined  with  the  comparatiye 
poTorty  of  their  own  mines  to  make  them  take  the  lead  in  this  moTement :  and 
Umj  even  send  to  "Rngl^n**  from  distant  continents  parts  of  the  tin  and  copper 
vfakh  enter  into  many  of  her  most  Talnahle  exports ;  and  thus  in  some  ways 
increase  the  q^edalization  of  her  industries. 
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BOOK  IT.  was  not  much  less  a  part  of  the  whole  industry  of  the  coon^ 
^°'^'     than  in  the  Middle  Ages:  for,  in  spite  of  her  ceasing  to  export 
wool  and  wheat,  there  was  so  great  an  increase  in  the  produce 
forced  &om  her  soil,  that  the  rapid  improvement  in  the  arts 
of  her  agriculturists  scarcely  availed  to  hold  in  check  this 
action  of  the  law  of  Diminishing  Return.     But  gradually  a 
great  deal  of  labour  has  been  diverted  from  the  fields  to 
making  expensive  machinery  for  agricultural  purposes.    This 
change  did  not  exert  its  full  influence  upon  the  numbers  of 
those  who  were  reckoned  as  agriculturists  so  long  as  the 
machinery  was  drawn  by  horses:   for  the  work  of  tending 
them  and  suppljring  them  with  food  was  regarded  as  agri- 
cultural.    But  in  recent  years  a  rapid  growth  of  the  use  of 
steam  power  in  the  fields  has  coincided  with  the  increased 
importation  of  farm  produce.    The  coal-miners  who  supply 
these  steam-engines  with  fuel,  and  the  mechanics  who  make 
them  and  manage  them  in  the  fields  are  not  reckoned  as 
occupied  on  the  land,  though  the  ultimate  aim  of  their  laboor 
is  to  promote  its  cultivation.     The  real  diminution  then  of 
England's  agriculture  is  not  so  great  as  at  first  sight  appeals; 
but  there  has  been  a  change  in  its  distribution*. 
Changes  in        Attention  has  already  been  called  to  the  influence  which 
tribntion     the  importation  of  agricultural  produce  exerts  in  altering  the 
cuituri?"  relative  values  of  different  soils:  those  &lling  most  in  value 
^^a^"  which  depended  chiefly  on  their  wheat  crops,  and  which  were 
conntry.     not  naturally  fertile,  though  they  were  capable  of  being  made 
to  yield  fairly  good  crops  by  expensive  methods  of  cultivatioa 
These  districts  have  contributed  more  than  their  share  to  the 
crowds  of  agricultural  labourers  who  have  migrated  to  the 
large  towns;  and  thus  the  geographical  distribution  of  indns- 

1  Br  Ogle  has  recently  shown  {Statistical  Journal,  June,  1889)  that  the  i«Ki«> 
gate  rural  population  of  England — ^i.e.  that  liTing  in  the  open  coimtiy  or  bi 
villages  with  less  than  6000  inhabitants — ^has  decreased  only  l^  2  percent,  between 
1851  and  1881 :  bat  of  course  the  decrease  has  been  greater  in  certain  eoiiBtHf> 
**  The  decline  was  brought  about  hj  the  migration  of  young  people,  mainly  under 
twenty-fiye  years  of  age,  from  the  rural  to  manufacturing  districts,  and  of  yoasf 
men  in  greater  proportion  than  women....The  main  decrease  was  among  tbo« 
engaged  in  agriculture.  But  a  Tery  considerable  share  of  it  was  borne  by  tbe 
rural  handicraftsmen....There  was  a  considerable  increase  among  thoae  engaged  is 
the  transport  of  goods,  among  shopkeepers,  among  domestic  and  other  i 
and  also,  in  the  professional  class,  among  those  engaged  in  teaching." 
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tries  within  the  country  has  been  still  further  altered.    A  book  iv. 

striking  instance  of  the  influence  of  the  new  means  of  trans-     ^'^' 

port  is  seen  in  those  pastoral  districts  in  the  remoter  parts  of 

the  United  Kingdom,  which  send  daiiy  products  by  special 

express  trains  to  London  and  other  large  towns,  meanwhile 

drawing  their  own  supplies  of  wheat  from  the  further  shores 

of  the  Atlantic  or  even  the  Pacific  Ocean. 

But  next  the  changes  of  recent  years  have  not,  as  would  Those  set 

at  first  sight  appear  probable,  increased  the  proportion  of  the  agricoitnre 

English  people  who  are  occupied  in  manufactures.    The  out-  ^t  to  °°* 

put  of  England's  manufactures  is  certcdnly  several  times  as  ^^^' 

great  now  as  it  was  at  the  middle  of  the  century ;  but  those 

occupied  in.  manufacture  of  every  kind  were  not  a  larger 

percentage  of  the  population  in  1881  than  in  1851  \    This 

result  is  the  more  strange  when  we  recollect  that  among  the 

manu£stcturers  are  reckoned  those  who  make  the  machinery 

and  implements  which  do  so  great  a  part  of  the  work  of 

English  agriculture. 

The  chief  explanation  of  this  result  lies  in  the  wonderful  but  chiefly 
/•I  /•         1  •  mi  •  ^  Indus- 

increase  m  recent  years  of  the  power  of  machmery.    This  tries  in 

has  enabled  us  to  produce  ever  increasing  supplies  of  manu-  Siw^has 

&ctures  of  almost  every  kind  both  for  our  own  use  and  for  been  no 

exportation  without  requiring  any  considerable  increase  in  increase 

the  number  of  people  who  tend  the  machines.    And  there-  efficiency 

fore  we  have  been  able  to  devote  the  labour  set  free  from  °     *^"* 

agriculture  chiefly  to  suppljdng  those  wants  in  regard  to 

which  the  improvements  of  machinery  help  us  but  little :  the 

efficiency  of  machinery  has  prevented  the  industries  localized 

in  England  fix)m  becoming  as  exclusively  mechanical  as  they 

otherwise  would.     Prominent  among  the  occupations  which 

have   increased  since  1851  in  England  at  the  expense  of 

agriculture  are  education,  domestic  service,  building,  dealing 

and  transport  by  road*.     In  none  of  these  is  very  much  direct 

i  Kr  Booth  in  his  admirable  paper  On  Oceupationa  in  the  United  Kingdom 
1801 — 1S81,  published  in  the  BtatiaHccd  Journal  for  1886,  separatee  as  well  as.  he 
cmn  the  dealers  from  the  manufacturers;  and  finds  that  those  engaged  in  manu- 
faetnre  were  82*7  per  cent,  of  those  earning  independent  incomes  in  1861  and  only 
30-7  per  eeot.  in  1881. 

*  Of  course  transport  by  railway,  which  is  a  mechanical  industry,  oocupies 
i  people  tiian  it  did;  for  it  is  on]y  of  recent  origin.    But  the  shipping  industry 
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BOOK  IV.  help  got  from  new  inventions :  man's  labour  is  not  much  mm 
^'^    efBcient  in  them  now  than  it  was  a  century  ago :  and  there- 
fore if  the  wants  for  which  they  make  provision  increase  in 
proportion  to  our  general  wealth,  it  is  only  to  be  expected 
that  they  should  absorb  a  constantly  growing  proportion  of 
our  industry. 
Tr^ition        Passing  away  from  this  illustration  of  the  action  of  modem 
Bobjeot  of   forces  on  the  geographical  distribution  of  industries,  we  will 
chapter,     resume  our  inquiry  as  to  how  figup  the  full  economies  of  divi- 
sion of  labour  can  be  obtained  by  the  concentration  of  large 
numbers  of  small  businesses  of  a  similar  kind  in  the  same 
locality ;  and  how  far  they  are  attainable  only  by  the  aggre- 
gation of  a  large  part  of  the  business  of  the  country  into  the 
hands  of  a  comparatively  small  number  of  rich  and  powerfdl 
firms,  or,  as  is  commonly  said,  by  production  on  a  large  scale; 
or,  in  other  words,  how  far  the  economies  of  production  on  a 
large  scale  must  needs  be  Internal,  and  how  hr  they  can  be 
£a!tern(il» 

is  of  old  date;  and  there  we  find  that  recent  mechanical  improrements  fan* 
enabled  a  traffic  increased  fourfold  to  be  carried  without  any  increase  in  the 
number  of  those  who  work  it.  Except  in  the  matter  of  tramways  theie  bsfi 
been  no  considerable  improvement  in  the  vehicles  used  on  the  roads,  and  a  cod- 
paratively  slight  increase  in  traffic  by  road  has  cansed  those  who  woik  it  to 
increase  in  numbers  faster  than  those  engaged  in  almost  any  other  mannaloecs- 
pation. 


Digitized  by  VjOOQ  iC 


CHAPTER  XL 

INDUSTRIAL  ORGANIZATION,  CONTINUED.      PRODUCTION 
ON  A  LARGE  SCALE. 

§  1.    The  advantages  of  production  on  a  large  scale  are  book  iy. 
best  shown  in  manufacture;   under  which  head  we  may    ^'"^ 
include  all  businesses  engaged  in  working  up  material  into  The  typical 
forms  in  which  it  will  be  adapted  for  sale  in  distant  markets :  for  onr 
the  characteristic  of  manu&cturing  industries  which  makes  pJS^eare 
them  oflFer  generally  the  best  illustrations  of  the  advantages  ^^jL^  j^ 
of  production  on  a  large  scale,  is  their  power  of  choosing  mmu. 
freely  the  locality  in  which  they  will  do  their  work.    They 
ve  thus  contrasted  on  the  one  hand  with  agriculture  and 
>ther  extractive  industries  (mining,  quarrying,  fishing  etc.), 
the  geographical  distribution  of  which   is  determined  by 
aature ;  and  on  the  other  hand  with  industries  that  make  or 
'epair  things  to  suit  the  special  needs  of  individual  con-    , 
Rmiers,  fix>m  whom  they  cannot  be  far  removed,  at  all  events 
n'thout  great  loss\ 

The  chief  advantages  of  production  on  a  large  scale  are  The 
oonomy  of  skill,  economy  of  machinery,  and  economy  of  Sa^!I° 
oaterials :  but  the  last  of  these  is  rapidly  losing  importance 
elatively  to  the  other  two.     It  is  true  that  an  isolated  work- 
lan  often  throws  away  a  number  of  small  things  which  would 
ave  been  collected  and  turned  to  good  accoimt  in  a  fectory ' ; 

I  «Hui]i£aetiiie"  is  a  term  which  has  long  lost  any  connection  with  its 
jginal  use:  and  is  now  applied  to  those  branches  of  production  where  machine 
id  not  httDd  work  is  most  prominent.  Roscher  made  the  attempt  to  bring  it 
k^  negrer  to  its  old  use  bj  applying  it  to  domestic  as  opposed  to  factory 
dastriaa :  Imt  it  is  too  late  to  do  this  now. 

''See  Babbftge's  instance  of  the  mannfactnre  of  horn.  Economy  of  Manu- 
€tMrt»,  eh.  zzo. 

M.  22 
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BOOK  lY.  but  waste  of  this  kind  can  scarcely  occur  in  a  localized  rnann* 
^°'  "'  fecture  even  if  it  is  in  the  hands  of  small  men ;  and  there  is  not 
very  much  of  it  in  any  branch  of  industry  in  modem  England, 
except  agriculture  and  in  domestic  cooking.  No  doubt  many 
of  the  most  important  advances  of  recent  years  have  been 
due  to  the  utilizing  of  what  had  been  a  waste  product;  but 
this  has  been  generally  due  to  a  distinct  invention,  eith» 
chemical  or  mechanical,  the  use  of  which  has  been  indeed 
promoted  by  minute  subdivision  of  labour,  but  has  not  been 
directly  dependent  on  it*. 

Again,  it  is  true  that  when  a  hundred  suits  of  fumitore, 
or  of  clothing,  have  to  be  cut  out  on   exactly  the  saxne 
pattern,  it  is  worth  while  to  spend  great  care  on  so  planning 
the  cutting  out  of  the  boards  or  the  cloth,  that  only  a  fev 
small  pieces  are  wasted.    But  this  is  properly  an  economy  of 
skill ;  one  planning  is  made  to  sufBce  for  many  tasks,  and 
therefore  can  be  done  well  and  carefully.     We  may  pass  th^ 
to  the  economy  of  machinery. 
The  advan-        §  2.     In  spite  of  the  aid  which  subsidiary  industries  can 
]aige  ^  ^  give  to  small  manu&ctures,  where  many  in  the  same  branch 
r^Mds  the  ^^  trade  are  collected  in  one  neighbourhood*,  they  are  still 
"^  iaUzed  P^*^^^  Under  a  great  disadvantage  by  the  growing  variety 
machinery,  and  expensiveness  of  machinery.    For  in  a  large  establi^- 
ment  there  are  often  many  expensive  machines  each  made 
specially  for  one  small  use.     Elach  of  them  reqtures  space 
in  a  good  light,  and  thus  stands  for  something  consideiiUe 
in  the  rent  and  general  expenses  of  the  factory ;  and  inde- 
pendently of  interest  and  the  expense  of  keeping  it  in  repaii 
a  heavy  allowance  must  be  made  for  depreciation  in  conse- 
quence of  its  being  probably  improved  upon  before  long' 

1  Instances  are  the  utilization  of  the  waste  from  cotton,  wool,  silk  and  otba 
textile  materials;  and  of  the  hye  prodncts  in  the  metallurgical  industries  tad  i 
the  manufacture  of  soda  and  gas. 

*  See  the  preceding  chapter,  §  3. 

'  The  average  time  which  a  machine  wiU  last  before  being  snqteraeded  ii  a 
many  trades  not  more  than  fifteen  years,  while  in  some  it  is  teo  yean  or  eni 
leas.  There  is  often  a  loss  on  the  use  of  a  machine  unless  it  earns  ereiy  ;« 
twenty  per  cent,  on  its  cost ;  and  when  the  operation  peif  onned  fay  saeh  a  mM 
costing  £600  adds  only  a  hundredth  part  to  the  yalue  of  the  material  that  pMH 
through  it— and  this  is  not  an  extreme  case— there  wiB  be  a  loss  on  its  um  n 
it  can  be  applied  in  producing  at  least  £10,000  worth  of  goods  annually. 
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A  small  manufacturer  must  therefore  have  many  things  done  book  iv. 
by  hand  or  by  imperfect  machinery,  though  he  knows  how  to    ^°'°' 
have  them  done  better  and  cheaper  by  special  machinery,  if 
only  he  could  find  constant  employment  for  it. 

But  next,  a  small  manufacturer  may  not  always  be  Adyan- 
acquainted  with  the  best  machinery  for  his  purpose.     It  is  ^gud  to 
true  that  if  the  industry  in  which  he  is  engaged  has  been  ^^^^J ®°" 
long  established  on  a  large  scale,  his  machinery  will  be  well  improyed 
up  to  the  mark,  provided  he  can   afford  to  buy  the  best 
in  the  market.     In  agriculture  and  the  cotton  industries  for 
instance,  improvements  in  machinery  are  devised  almost 
exclusively  by  machine  makers ;  and  they  are  accessible  to 
all,  at  any  rate  on  the  pa3rment  of  a  royalty  for  patent  right. 
Bnt  this  is  not  the  case  in  industries  that  are  as  yet  in  an 
early  stage  of  development  or  are  rapidly  changing  their 
£»in;  such  as  the  chemical  industries,  the  watchmaking 
industry  and  some  branches  of  the  jute  and  silk  manufac- 
tures ;  and  in  a  host  of  trades  that  are  constantly  springing 
np  to  supply  some  new  want  or  to  work  up  some  new 
materiaL 

In  all  such  trades  new  machinery  and  new  processes  are  The  smaU 
for  the  greater  part  devised  by  manufacturers  for  their  own  tnrer 
nee.    Each  new  departure  is  an  experiment  which  may  fail ;  ^^^ 
those  which  succeed  must  pay  for  themselves  and  for  the  »ffOT<i  to 
sunire  of  others;  and  though  a  small  manufacturer  may  think  ment. 
he  sees  his  way  to  an  improvement,  he  must  reckon  on  having 
to  work  it  out  tentatively,  at  considerable  risk  and  expense 
Mid  with  much  interruption  to  his  other  work:  and  even  if  he 
should  be  able  to  perfect  it,  he  is  not  likely  to  be  able  to  make 
the  most  of  it.     For  instance,  he  may  have  devised  a  new 
speciality,  which  would  get  a  large  sale  if  it  could  be  brought 
under  general  notice:   but  to  do  this  would  perhaps  cost 
many  thousand  pounds;  and,  if  so,  he  will  probably  have  to 
turn  his  back  on  it.     For  it  is  almost  impossible  for  him  to 
discharge,  what   Roscher  calls  a  characteristic  task  of  the 
modem  manufietcturer,  that  of  creating  new  wants  by  showing 
people  something  which  they  had  never  thought  of  having 
before ;  but  which  they  want  to  have  as  soon  as  the  notion 
is  suggested  to  them :  in  the  pottery  trade  for  example  the 
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Bat  in 
some 
trades  a 
fmcUyry  ot 
moderate 
size  can 
have  the 
best 
machinery, 


small  manufacturer  camiot  afford  even  to  make  experim^ts 
with  new  patterns  and  designs  except  in  a  very  tentative 
way.  His  chance  is  better  with  regard  to  an  improvem^t 
in  making  things  for  which  there  is  already  a  good  maik^ 
But  even  here  he  cannot  get  the  full  benefit  of  his  inventioo 
unless  he  patents  it ;  and  sells  the  right  to  use  it ;  or  Ixotovs 
some  capital  and  extends  his  business ;  or  lastly  changes  Uie 
character  of  his  business  and  devotes  his  capital  to  thai 
particular  stage  of  the  manu£Ebcture  to  which  his  improve- 
ment applies.  But  J^ftor  all  such  cases  are  exoepti<»ial: 
the  growth  of  machinery  in  variety  and  expensiveness  i^eeses 
hard  on  the  small  manufacturer  everywhere.  It  has  already 
driven  him  completely  out  of  some  trades  and  is  fast  driving 
him  out  of  others  *- 

There  are  however  some  trades  in  which  the  advantages 
which  a  large  fectory  derives  from  the  economy  of  machinery 
almost  vanish  as  soon  as  a  moderate  size  has  been  reached. 
For  instance  in  cotton  spinning,  and  calico  weaving,  a  com- 
paratively small  fiactory  will  hold  its  own  and  give  constant 
emplo3nnent  to  the  best  known  machines  for  every  jHocess: 
so  that  a  large  factory  is  only  several  parallel  smaller  &ct(me5 
\mder  one  roof ;  and  indeed  some  cotton-spiimers  when  ai- 
larging  their  works  think  it  best  to  add  a  weaving  depart- 
ment. In  such  cases  the  large  business  gains  little  or  no 
economy  in  machinery;  but  even  then  it  generally  sares 


'  In  many  businesses  only  a  small  percentage  of  improTements  are  pateniei 
They  consist  of  many  small  steps,  which  it  wonld  not  be  worth  while  to  p«t«ct 
one  at  a  time.  Or  their  chief  point  lies  in  noticing  that  a  certain  thing  oqgkt  t» 
be  done;  and  to  patent  one  way  of  doing  it,  is  only  to  set  other  people  to  mA. 
to  find  oat  other  ways  of  doing  it  against  which  the  patent  cannot  guard.  If  ooe 
patent  is  taken  oot,  it  is  often  necessary  to  **  block  "  it,  by  patenting  other  metbodi 
of  arriving  at  the  same  result;  the  patentee  does  not  expect  to  use  them  himiell 
but  he  wants  to  prevent  others  from  nsing  them.  All  this  inTohres  wony  t^ 
loss  of  time  and  money:  and  the  large  manufacturer  prefers  to  keep  his  impcvn^ 
ment  to  himself  and  get  what  benefit  he  can  by  using  it.  While  if  the  onill 
manufacturer  takes  out  a  patent,  he  is  likely  to  be  harassed  by  infringemoii: 
and  eten  though  he  may  win  *' with  costs*'  the  actions  in  which  he  tries  to  dcM 
himself,  he  is  sure  to  be  ruined  by  them  if  they  are  numerous.  It  is  geoerallj  io 
the  public  interest  that  an  improvement  should  be  published,  eren  tbou^  ituti 
the  same  time  patented.  But  if  it  is  patented  in  En^and  and  not  in  ether 
countries,  as  is  often  the  case,  English  manufacturers  may  not  use  it,  eroi  tboofk 
they  were  just  on  the  point  of  finding  it  out  for  themselTes  before  it  was  pataot«d; 
while  foreign  manufacturers  learn  all  about  it  and  can  um  it  freely. 
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something  in  building,  particularly  as  regards  chimneys,  and  book  it. 
in  the  economy  of  steam  power,  and  in  the  management  and  ^°'  "' 
repairs  of  engines  and  machinery.  This  last  point  is  of 
rather  more  importance  than  appears  at  first  sight;  and  large 
works  even  though  they  produce  nothing  but  soft  goods,  have 
generally  well-organized  carpenters'  and  mechanics'  shops, 
which  not  only  diminish  the  cost  of  repairs,  but  have  the 
important  advantage  of  preventing  delays  from  accidents 
to  the  plants 

Akin  to  these  last,  there  are  a  great  many  advantages  Adyan- 
which  a  large  fiactory,  or  indeed  a  large  business  of  almost  cS^^iarge 
any  kind,  nearly  always  has  over  a  small  one.     A  large  J^^^d 
business  buys  in   great   quantities  and  therefore  cheaply ;  aSuing. 
it  pays  low  freights  and  saves  on  carriage  in  many  ways, 
particularly  if  it  has  a  railway  siding.     It  often  sells  in  large 
quantities,  and  thus  saves  itself  trouble;  and  yet  at  the  same 
time  it  gets  a  good  price,  because  it  offers  conveniences  to 
the  customer  by  having  a  large  stock  from  which  he  can 
select  and  at  once  fill  up  a  varied  order;  while  its  reputation 
gives  him  confidence.    It  can  spend  large  sums  on  advertis- 
ing by  commercial  travellers  and  in  other  ways;  its  agents 
give   it   trustworthy  information    on    trade  and    personal 
matters  in  distant  places,  and  its  own  goods  advertise  one 
another. 

Many  of  these  economies  in  the  matter  of  bu}dng  and  Alliance 
selling  can  be  secured  by  a  large  trading  house,  which  puts  \bm^ 
out  its  work  to  be   done   by  small   manufacturers  or  by^J^*"^ 
workpeople  at  their  own  homes.     So  far  therefore  they  do  prodncera. 
not  tell  in  the  direction  of  destroying  small  manufacturers, 
but  rather  of  limiting  the  character  of  the  work  of  business 

'  It  is  a  remarkable  fact  that  cotton  and  some  other  textile  factories  form 
u  exception  to  the  general  mle  that  the  capital  required  per  head  of  the  work- 
ers is  geoerallj  greater  in  a  large  faMstory  than  in  a  smaU  one.  The  reason  is 
t^  in  most  other  businesses  the  large  factory  has  many  things  done  by 
expoistye  machines  which  are  done  by  hand  in  a  small  factory;  so  that  while 
tlie  wages  biU  is  less  in  proportion  to  the  ontpnt  in  a  large  factory  than  in  a 
«3Qan  one,  the  Talae  of  the  machinery  and  the  factory  space  occupied  by  the 
Dttchinery  is  mnch  greater.  Bnt  in  the  simpler  branches  of  the  textOe  trades, 
nnan  woriu  have  the  same  machinery  as  large  works  haye;  and  since  small 
stetm-engines,  Ac.  are  proportionately  more  expensiye  than  large  ones,  they  re- 
quire a  greater  fixed  capital  in  proportion  to  their  output  than  larger  factories  do ; 
uid  they  are  likely  to  require  a  floating  capital  also  rather  greater  in  proportion. 


Digitized  by  VjOOQ  iC 


342  PRODUCTION  ON  A  LARGE  SCALE. 

BOOK  xy.^  management  done  by  them;  as  we  shall  see  more  fully  in  the 

°^*"'    next  chapter. 

Advan.  §  3.    Next,  with  regard  to  the  economy  of  skilL    Every- 

i^^      thing  that  has  been   said   with   regard  to  the  advantages 

! Mremds  ^^^^  ^  large  establishment  has   in   being  able  to  afford 

.  ^j*®^  highly  specialized  machinery  applies  equally  with  regaiiA  to 

I,  highly  specialized  skill.     It  can  contrive  to  keep  each  of 

its  employes  constantly  engaged  in  the  most  difficult  woik 

of  which  he  is  capable,  and  yet  so  to  narrow  the  range  of  his 

work  that  he  can  attain  this  facility  and  excellence  which 

come  &om  long-continued  practice.    But  enough  has  already 

been  said  on  the  advantage  of  division  of  labour:  aikl  we 

may  pass  to  an  important  though  indirect  advantage  which 

a  manufacturer  derives  from  having  a  great  many  men  in 

his  emplo3nnent. 

and  in  The  larire  manufacturer  has  a  much  better  chance  than  a 

liavinfr  a 

large         small  One  has,  of  getting  hold  of  men  with   exceptional 
m^fOT*°  natural  abilities,  to  do  the  most  difficult  part  of  his  .work— 
^m^TM^^  that  on  which  the  reputation  of  his  establishment  chiefly 
grc«t         depends.     This   is   occasionally  important  as  regards  mere 
handiwork  in  trades  which  require  much  taste  and  originality, 
as  for  instance  that  of  a  house  decorator,  and  in  those  which 
require  exceptionally  fine  workmanship,  as  for  instance  that 
especiaUy   of  a  manufaoturer  of  delicate   mechanism  ^     But  in  most 
loremen,     busiuesses  its  chief  importance  lies  in  t^  £gicilities  which 
^^'  it  gives  to  the  employer  for  the  selection  of  able  and  ^ed 

men,  men  whom  he  trusts  and  who  trust  him,  to  be  his 
foremen  and  heads  of  departments.  We  are  thus  brought 
to  the  central  problem  of  the  modem  organization  of  in- 
dustry,   viz.   that    which    relates    to    the  advantages  and 

^  Thus  Bonlton  writing  in  1770  when  he  had  700  or  800  persons  en^tl^jed  u 
metallic  artists  and  workers  in  tortoiseehell,  stones,  glass,  and  enamel,  ssjb:— 
'<  I  have  trained  ap  many,  and  am  training  up  more,  plain  coontiy  lads  into  food 
workmen ;  and  wherever  I  find  indications  of  skill  and  ability  I  cviooongs  tkB> 
I  haye  likewise  established  correspondence  with  ahnost  eyeiy  mercantile  tova  b 
Europe,  and  am  thus  regularly  sapplied  with  orders  for  the  grosser  aitickf  ib 
common  demand,  by  which  I  am  enabled  to  employ  snch  a  number  of  bands  ••  to 
provide  me  with  an  ample  choice  of  artists  for  the  finer  branches  ol  work:  tod  I 
am  thns  encouraged  to  erect  and  employ  a  more  extenaiye  ai»paratii8  than  itwwU 
be  pmdent  to  employ  for  the  production  of  the  finer  articles  only."  Smilet'  Lift 
of  BouUon,  p,  1^, 
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disadvantages  of  the  subdivision  of  the  work  of  business  book  iv. 
management.  ch^. 

§  4.  The  head  of  a  large  business  can  reserve  all  his  The  sub- 
strength  for  the  broadest  and  most  fundamental  problems  of  of  the^'' 
his  trade:  he  must  indeed  assure  himself  that  his  managers,  ^^^ 
clerks  and  foremen  are  the  right  men  for  their  work,  and  are  ™*°f«?: 

J  .  ^  ment:  th« 

doing  their  work  well ;  but  beyond  this  he  need  not  trouble  large 
himself  much  about  detail&     He  can  keep  his  mind  fresh  u!^S^ 
and  clear  for  thinking  out  the  most  difficult  and  vital  pro-  SJ^^ 
blems  of  his  business ;  for  studying  the  broader  movements  ^"^*® 
of  the  markets,  the  yet  undeveloped  results  of  current  events  important 
at  home  and  abroad ;  and  for  contriving  how  to  improve  the  ^^"^^ 
organization  of  the  internal  and  external  relations  of  his 
business. 

For  much  of  this  work  the  small  employer  has  not  the 
time  if  he  has  the  ability ;  he  cannot  take  so  broad  a  survey 
of  his  trade,  or  look  so  far  ahead ;  he  must  often  be  content 
to  follow  the  lead  of  others.  And  he  must  spend  much  of 
his  time  on  work  that  is  below  him ;  for  if  he  is  to  succeed 
at  all,  his  mind  must  be  in  some  respects  of  a  high  quality, 
and  must  have  a  good  deal  of  originating  and  organizing 
force ;  and  yet  he  must  do  much  routine  work.    ^^^^ 

On  the  other  hand  the  small  employer  has  advantages  Adyan- 
of  his  own.     The  master's  eye  is  everywhere ;  there  is  no  snSS^ 
shirking  by  his  foremen  or  workmen,  no  divided  responsibility,  JJJJ'^gy 
no  sending  half-understood  messages  backwards  and  forwards  ^^j?  , 
from  one  department  to  another.     He  saves  much  of  the  work  of 
book-keeping,  and  nearly  all  of  the  cumbrous  system   of  SSSuce.  ^ 
checks  that  are  necessary  in  the  business  of  a  large  firm ; 
and  the  gain  from  this  source  is  of  very  great  importance 
in  trades  which  use  the  more  valuable  metals  and  other 
expensive  materials. 

And  though  he  must  always  remain  at  a  great  disadvant-  Modem 
age  in  getting  information  and  in  making  experiments,  yet  m^ts^f 
in  this  matter  the  general  course  of  progress  is  on  his  side.  J^*^^^^* 
For  External  economies  are  constantly  growing  in  importance  «r«a* 
relatively  to  Internal  in  all  matters  of  Trade-knowledge :  his  side, 
newspapers,  and  trade  and  technical  publications  of  all  kinds 
are  perpetually  scouting  for  him  and  bringing  him  much 
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BOOK  IV.  of  the  knowledge  he  wants — knowledge  which  a  little  while 
^°' "'  ago  would  have  been  beyond  the  reach  of  anyone  who 
could  not  afford  to  have  well-paid  agents  in  many  distant 
parts.  Again,  it  is  to  his  interest  also  that  the  secrecy  of 
business  is  on  the  whole  diminishing,  and  that  the  most 
important  improvements  in  method  seldom  remain  secret  for 
long  after  they  have  passed  from  the  experimental  stage.  It 
is  to  his  advantage  that  changes  in  manufacture  depend  lees 
on  mere  rules  of  thumb  and  more  on  broad  developments  of 
scientific  principle ;  and  that  many  of  these  are  made  bj 
students  in  the  pursuit  of  knowledge  for  its  own  sake,  and 
are  promptly  published  in  the  general  interest  Althcmgfa 
therefore  the  small  manufeicturer  can  seldom  be  in  the  bmt 
of  the  race  of  progress,  he  need  not  be  far  frt)m  it,  if  he  has 
the  time  and  the  ability  for  availing  himself  of  the  modern 
facilities  for  obtaining  knowledge.  But  it  is  true  that  he 
must  be  exceptionally  strong  if  he  can  do  this  without  neg- 
lecting the  minor  but  necessary  details  of  the  business. 
Advan-  §  5.     The  advantages  which  a  large  business  has  over  a 

1^^  °       small  one  are  conspicuous  in  manufacture,  because,  as  we 
o?oSm^^  have  noticed,  it  has  special  facilities  for  concentrating  a  great 
^^^'        deal  of  work  in  a  small  area.     But  there  is  a  strong  tendency 
for  large  establishments  to  drive  out  small  ones  in  manj 
other  industries.     In  particular  the  retail  trade  is 
transformed,  the  small  shopkeeper  is  losing  ground  dailyj* 
In  retail  Let  US  look  at  the  advantages  which  a  large  retail 


they^are  or  Store  has  in  competing  with  its  smaller  neighbours.  To 
tocr^e  begin  with,  it  can  obviously  buy  on  better  terms,  it  can  get 
its  goods  carried  more  cheaply,  and  can  offer  a  larger  variety 
to  meet  the  taste  of  customers.  Next,  it  has  a  great  economy 
of  skill :  the  small  shopkeeper,  like  the  small  manufiEicturer, 
must  spend  much  of  his  time  in  routine  work  that  requires 
no  judgment :  whereas  the  head  of  a  large  establishment, 
and  even  in  some  cases  his  chief  assistants,  spend  their  whole 
time  in  using  their  judgment.  Until  lately  these  advantages 
have  been  generally  outweighed  by  the  greater  fiacilities 
which  the  small  shopkeeper  has  for  bringing  his  goods  to 
the  door  of  his  customers;  for  humouring  their  several 
tastes ;  and  for  knowing  enough  of  them  individually  to  he 
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able  safely  to  lend  them  capital,  in  the  form  of  selling  them   book  iv. 
goods  on  credit  ^'"- 

But  within  recent  years  there  have  been  many  changes  owing  to 
all  telling  on  the  side  of  large  establishments.  The  habit  of  of  cash 
buying  on  credit  is  passing  away ;  and  the  personal  relations  p*^™®" 
between  shopkeeper  and  customer  are  becoming  more  distant. 
The  first  change  is  a  great  step  forwards :  the  second  is  on 
some  accounts  to  be  regretted,  but  not  on  all ;  for  it  is  partly 
due  to  the  &ct  that  the  increase  of  true  self-respect  among 
the  wealthier  classes  is  making  them  no  longer  care  for  the 
subservient  personal  attentions  they  used  to  require.  Again, 
the  growing  value  of  time  makes  people  less  willing  than 
they  were  to  spend  several  hours  in  shopping;  they  now 
often  prefer  to  spend  a  few  minutes  in  writing  out  a  long 
list  of  orders  from  a  varied  and  detcdled  price-list ;  and  this 
they  are  enabled  to  do  easily  by  the  growing  facilities  for 
ordering  and  receiving  parcels  by  post  and  in  other  ways. 
And  when  they  do  go  shopping,  tramcars  and  local  trains  are 
often  at  hand  to  take  them  easily  and  cheaply  to  the  large 
central  shops  of  a  neighbouring  town.  All  these  changes 
render  it  more  difficult  than  it  was  for  the  small  shopkeeper 
to  hold  his  own  even  in  the  provision  trade,  and  others  in 
which  no  great  variety  of  stock  is  required. 

But  in  many  trades  the  ever-growing  variety  of  commo-  and  the 
dities,  and  those  rapid  changes  of  fashion  which  now  extend  ^^^^ 
their  baneful  influence  through  almost  every  rank  of  society,  ^^^J^^n 
weight  the   balance   even  more  heavily  against  the  small  demand, 
dealer,  for  he  cannot  keep  a  sufficient  stock  to  offer  much 
variety  of  choice,  and  if  he  tries  to  follow  any  movement  of 
foshion  closely,  a  larger  proportion  of  his  stock  will  be  lefb 
stranded  by  the  receding  tide  than  in  the  case  of  a  large 
shopkeeper.     Again,  in  some  branches  of  the  clothing  and 
famiture  and  other  trades  the  increasing  cheapness  of  ma- 
chine-made   goods    is   leading  people   to  buy  ready-made 
things  fix)m  a  large  store  instead  of  having  them  made  to 
order  by  some  small  maker  and  dealer  in  their  neighbour- 
hood.   Again,  the  large  shopkeeper,  not  content  with  re- 
ceiving travellers  from  the  manufacturers,  makes  tours  either 
himself  or  by  his  agent  in  the  most  important  manufacturing 
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districts  at  home  and  abroad ;  and  he  thus  dispenses  ahno6( 
entirely  with  middlemen  between  him  and  the  mana£actnrer. 
On  the  other  hand,  in  some  branches  of  the  textile  trades,  the 
ease  with  which  large  packets  of  patterns  are  distributed  by 
manu£Gu^turers  and  warehousemen,  is  telling  perceptibly  on 
the  side  of  the  small  shopkeepers*. 

Small  shopkeepers  seem  likely  always  to  retain  some  hold 
of  the  repairing  trades :  and  they  keep  their  own  fairly  well 
in  the  sale  of  perishable  food^  especially  to  the  worldiig 
classes,  partly  in  consequence  of  their  being  able  to  sell  goods 
on  credit  and  to  collect  small  debts.  But  on  the  whole  they 
are  losing  ground.  It  is  not  certain  that  they  are  positivelj 
decreasing  in  number ;  but  they  certainly  do  not  get  their 
share  of  the  rapidly  increasing  retail  business  of  the  countiT. 
The  decay  of  small  manu&cturers  appeared  to  the  econonusts 
in  the  first  half  of  the  century  as  one  of  the  chief  causes  UuU 
were  changing  the  character  of  England's  industrial  and 
social  life :  the  relative  decline  of  small  shopkeepers  seems 
to  be  at  least  as  potent  an  influence  just  at  the  present  time. 
And  it  is  noteworthy  that  those  small  shopkeepers  who  are 
holding  their  own  best,  are  also  as  a  rule  producers  on  a  small 
scale,  and  vice  vend. 

§  6.  We  may  next  consider  those  industries  whose  geo- 
graphical position  is  determined  by  the  nature  of  their  wort 

Ck>\mtry  carriers  and  a  few  cabmen  are  almost  the  only 
survivals  of  small  industry  in  the  carrying  trade ;  and  Ameri- 
can experience  causes  some  doubt  as  to  how  long  cabs  will 
remain  in  general  use.  Railways  and  tramways  are  con- 
stantly increasing  in  size,  and  the  capital  required  to  wori: 
them  is  increasing  at  an  even  greater  rate.  The  growing 
intricacy  and  variety  of  commerce  is  adding  to  the  advan- 
tages which  a  large  fleet  of  ships  under  one  management 
derives  from  its  power  of  delivering  goods  promptly,  and 


>  A  tailor  with  moderate  capital  shows  his  castomers  spedmens  of  otf7 
hundreds  of  the  newest  cloths,  and  perhaps  orders  by  telegraph  the  selected  doth 
to  be  sent  by  parcels'  post.  Again,  ladies  often  boy  their  materiali  dinet 
from  the  manuf actnrer,  and  get  them  made  up  by  dressmakers  who  have  soamif 
anycapitaL 

*  Bat  the  large  business  of  the  Aerated  Bread  Company  and  others  of  s  like 
kind  in  London  is  probably  the  forenmner  of  many  similar  morements. 
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without  breach  of  responsibility,  in  many  different  ports;  book  it. 
and  as  regards  the  vessels  themselves  time  is  on  the  side  of  ^^"' 
large  ships,  especially  in  the  passenger  traded  As  a  conse- 
quence the  arguments  in  favour  of  the  State  undertaking 
business  are  stronger  in  some  branches  of  the  carrying  trade 
than  in  any  other,  except  the  allied  undertakings  of  carrying 
away  refuse^  and  bringing  in  water,  gas,  &c.* 

The  contest  between  large  and  small  mines  and  quarries  Mmes  and 
has  not  so  clearly  marked  a  tendency.  The  history  of  the  *^'**^®®- 
State  management  of  mines  is  full  of  very  dark  shadows ; 
for  the  business  of  mining  depends  too  much  on  the  probity 
of  its  managers  and  their  energy  and  judgment  in  matters  of 
detail  as  well  as  of  general  principle,  to  be  well  managed  by 
State  o£5cials:  and  for  the  same  reason  the  small  mine  or 
quarry  may  fairly  be  expected,  other  things  being  equal,  to 
hold  its  own  against  the  large  one.  But  in  some  cases  the 
cost  of  deep  shafts,  of  machinery  and  of  establishing  means 
of  communication,  are  too  great  to  be  borne  by  any  but  a  very 
laige  business'. 

In  agriculture  there  is  not  much  division  of  labour,  and  Agncui- 
there  is  no  production  on  a  very  large  scale ;  for  a  so-called  condiUons 
"large  farm"  does  not  employ  a  tenth  part  of  the  labour S^"^ 

1  A  ship's  caiTTing  power  varies  as  the  cube  of  her  dimensioiis,  while  the 
resiBtaziee  offered  by  the  water  increases  only  a  little  faster  than  the  sqoare 
of  her  dimensions;  so  that  a  large  ship  requires  less  coal  in  proportion  to  its 
tonnage  than  a  small  one.  It  also  requires  less  labour,  espedaUy  that  of  navi- 
gttioii:  while  to  passengers  it  offers  greater  safety  and  comfort,  more  choice 
of  company  and  better  professional  attendance.  In  short,  the  small  ship  has  no 
chance  of  competing  with  the  large  ship  between  ports,  which  large  ships  can 
easily  enter,  and  between  which  the  traffic  is  sufficient  to  enable  them  to  flU 
op  quickly. 

1  It  is  characteristic  of  the  great  economic  change  of  the  last  half  centnry  that 
when  the  first  railway  bills  were  passed,  provision  was  made  for  allowing  private 
individiials  to  mn  their  own  conveyances  on  them,  jnst  as  they  do  on  a  highway 
or  a  canal;  and  now  we  find  it  difficult  to  imagine  how  people  coold  have  expected, 
as  they  certainly  did,  that  this  plan  would  prove  a  practicable  one. 

'  While  the  oatpnt  of  coal  in  this  country  is  increasing,  the  number  of  mines 
is  diminafaing:  but  this  is  partly  due  to  the  closing  of  many  of  the  new  mines 
whidi  wero  hastily  opened  some  years  ago  when  the  price  of  coal  was  very  high. 
The  contests  between  the  large  and  small  methods  of  production  has  led  to 
interesting  episodes  in  the  African  diamond  mines  and  the  American  oil  regions. 
The  Sotro  tunnel  and  the  American  oil  ducts  are  good  instances  of  the  way 
in  ^lich  a  provision  may  be  made  for  the  joint  use  of  a  number  of  mines,  which 
no  one  of  them  could  afford  separately ;  but  they  also  show  how  this  course  gives 
openings  for  the  fonnation  of  powerful  monopolies. 
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BOOK  lY.  which  is  collected  in  a  factory  of  moderate  dimensions.  This 
^'"'  is  partly  due  to  natural  causes,  to  the  changes  of  the  seasons 
and  to  the  difficulty  of  concentrating  a  great  deal  of  labour  in 
any  one  place ;  but  it  is  partly  also  due  to  causes  connected 
with  varieties  of  land  tenure.  And  it  will  be  best  to  post- 
pone discussion  of  all  of  them  till  we  come  to  study  Demand 
and  Supply  in  relation  to  Land  in  the  seventh  Book. 


^u- 


^ 


Digitized  byCjOOQlC 


CHAPTER  XII. 

IKDUSTBIAL  ORGANIZATION,  CONTINUED.      BUSINESS 
MANAGEMENT. 

§  1.    We  have  next  to  study  the  conditions  of  Business  book  iv. 
Management;  and  in  so  doing  we  must  have  in  view  a    °°'"*' 
problem  that  will  occupy  our  attention  as  we  go  on.     It  ^^^^*™ 
arises  from  the  fiEu^t  that,  though  in  manufacturing  at  least  aoi^ed. 
nearly  every  individual    business,    so  long   as   it  is  well 
managed,  tends  to  become  stronger  the  larger  it  has  grown ; 
and  though  jirimd  facie  we  mighb  therefore  expect  to  see 
large  firms  driving  their  smaller  rivals  completely  out  of 
many  branches  of  industry,  yet  they  do  not  in  fieu^t  do  so. 

Business  may  be  taken  to  include  all  provision  for  the  fiasiness 
wants  of  others  which  is  made  in  the  expectation  of  payment  m^t^ 
direct  or  indirect  from  those  who  are  to  be  benefitted.    It  is  JJ^ 
thus  contrasted  with  the  provision  for  our  own  wants  which 
each  of  us  makes  for  himself,  and  with  those  kindly  services 
which  are  prompted  by  family  affection  and  the  desire  to 
promote  the  well-being  of  others.    Business  management  or 
undertaking  has  always  had  many  different  forms,  and  their 
number  and  variety  was  never  so  great  as  in  England  now. 
Relics  remain  of  almost  every  form  that  has  ever  been  in  use; 
while  new  forms  are  constantly  being  developed. 

The  primitive  handicraftsman  managed  his  whole  business  The  pri- 
for  himself;  but  since  his  customers  were  with  few  exceptions  handi- 
his  immediate  neighbours,  since  he  required  very  little  capital,  aSi?™*" 
since  the  plan  of  production  was  arranged  for  him  by  custom,  ^^^ 
and  since  he  had  no  labour  to  superintend  outside  of  his  own  consmner; 
household,  these  tasks  did  not  involve  any  very  great  mental 
strain.    He  was  &r  from  enjoying  unbroken  prosperity ;  war 
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BOOK  IV.  and  scarcity  were  constantly  pressing  on  him  and  his  neigh- 
°°'  "'^    hours,  hindering  his  work  and  stopping  their  demand  for  hia 
wares.     But  he  was  inclined  to  take  good  and  evil  fortune, 
like  sunshine  and  rain,  as  things  beyond  his  control:  his 
fingers  worked  on,  but  his  brain  was  seldom  weary, 
and  80  do  Even  in  modem  England  we  find  now  and  then  a  village 

Se^earaed  artisan  who  adheres  to  primitive  methods,  and  makes  things 
pr^easions  ^^  j^jg  ^^^^  account  for  sale  to  his  neighbours ;  managing  his 
own  business  and  undertaking  all  its  risks.  But  such  cases 
are  rare :  the  most  striking  instances  of  an  adherence  to  old- 
fashioned  methods  of  business  are  supplied  by  the  learned 
professions ;  for  a  physician  or  a  solicitor  manages  as  a  role 
his  own  business  and  does  all  its  work.  This  plan  is  not 
without  its  disadvantages :  much  valuable  activity  is  wasted 
or  turned  to  but  slight  accoimt  by  some  professional  men  of 
first-rate  ability,  who  have  not  the  special  aptitude  required 
for  obtaining  a  business  connection;  they  would  be  better 
paid,  would  lead  happier  lives,  and  would  do  more  good  ser- 
vice for  the  world  if  their  work  could  be  arranged  for  them 
by  some  sort  of  a  middleman.  But  yet  on  the  whole  things 
are  probably  best  as  they  are :  there  are  soimd  reasons  behind 
the  popular  instinct  which  distrusts  the  intrusion  of  the  mid- 
dleman in  the  supply  of  those  services  which  require  the 
highest  and  most  delicate  mental  qualities,  and  which  can 
have  their  full  value  only  where  there  is  complete  personal 
confidence. 
BQtth«re  English  solicitors  however  act,  if  not  as  employers  or 
SHutr^rnMi  undertakers,  yet  as  agents  for  hiring  that  branch  of  the  legal 
^•"^  profession  which  ranks  highest,  and  whose  work  involves  the 
hardest  mental  strain.  Again,  many  of  the  best  instructors 
of  }'0uths  sell  their  services,  not  directly  to  the  consumer, 
but  to  the  governing  body  of  a  college  or  school,  or  to  a  head 
master,  who  arranges  for  their  purchase :  the  employer  sap- 
plies  to  the  teacher  a  market  for  his  labour ;  and  is  suppo^ 
to  give  to  the  purchaser,  who  may  not  be  a  good  judge  him- 
self, some  sort  of  guarantee  as  to  the  quality  of  the  teaching 
supplied. 

Again,  artists  of  every  kind,  however  eminent,  oft^oi  find 
it  to  their  advantage  to  emjdoy  someone  else  to  arrange  tor 
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them  with  customers ;  while  those  of  less  established  repute  book  it. 
are  sometimes  dependent  for  their  living  on  capitalist  traders,    °°'"^ 
who  are  not  themselves  artists,  but  who  understand  how  to 
sell  artistic  work  to  the  best  advantage. 

§  2.     But  in  the  greater  part  of  the  business  of  the  modem  in  most 
world  the  task  of  so  directing  production  that  a  given  effort  the  services 
may  be  most  effective  in  supplying  human  wants  has  to  be  ^^Jg*^*^ 
broken  upand  given  into  the  hands  of  a  specialized  body  of  em-  ^^' . 
ployers,  or  to  use  a  more  general  term,  of  business  men.    They  terrene. 
"  adventure  "  or  "undertake"  its  risks;  they  bring  together  the 
capital  and  the  labour  required  for  the  work ;  they  arrange 
or  "engineer"  its  general  plan,  and  superintend  its  minor 
details.     Looking  at  business  men  fix>m  one  point  of  view  we 
may  regard  them  as  a  highly  skilled  industrial  grade,  from 
another    as    middlemen    intervening  between  the  manual 
worker  and  the  consumer. 

There  are  some  kinds  of  business  men  who  imdertake  Some  of 
great  risks,  and  exercise  a  large  influence  over  the  welfare  not'ei^ 
both  of  the  producers  and  of  the  consumers  of  the  wares  in  ^7®"  ** 
which  they  deal,  but  who  are  not  to  any  considerable  extent 
direct  employers  of  labour.    The  extreme  t3rpe  of  these  is- 
the  dealer  on  the  stock  exchange  or  the  produce  markets, 
whose  daily  purchases  and  sales  are  of  vast  dimensions,  and 
who  yet  has  neither  factory  nor  warehouse,  but  at  most  an 
office  with  a  few  clerks  in  it.     The  good  and  the  evil  effects 
of  the  action  of  speculators  such  as  these  are  however  very 
complex ;  and  we  may  give  our  attention  at  present  to  those  but  we  wui 
forms  of  business  in  which  administration  counts  for  most  ^^i^es 
and  the  subtler  forms  of  speculation  for  least.    Let  us  then  ^^u^Jh 
take  some  illustrations  of  the  more  common  types  of  business,  ^o^  ^^ 
and  watch  the  relations  in  which  the  undertaking  of  risks 
stands  to  the  rest  of  the  work  of  the  business  man. 

§  3.     The  building  trade  wil]  serve  our  purpose  well,  lUnstra. 
partly  because  it  adheres  in  some  respects  to  primitive  house-  "* 
methods  of  business.    Late  in  the  Middle  Ages  it  was  quite  Jj*^^ 
common  for  a  private  person  to  build  a  house  for  himself  "®^  «""*'• 

,  tmies 

without  the  aid  of  a  master  builder ;  and  the  habit  is  not  managed 
even  now  altogether  extinct.  A  person  who  undertakes  his  ^i^^ 
own  building  must  hire  separately  all  his  workmen,  he  must 
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BOOK  IT.  watch  them  and  check  their  demands  for  payment ;  he  must 
cH^.  j^^y  j^.g  jjjj^^Qj^j^ig  fpQjxi  many  quarters,  and  he  must  hire,  or 
dispense  with  the  use  of  expensive  machinery.  He  probably 
pays  more  than  the  current  wages ;  but  here  others  gain  what 
he  loses.  There  is  however  great  waste  in  the  time  he  spends 
in  bargaining  with  the  men  and  testing  and  directing  their 
work  by  his  imperfect  knowledge ;  and  again  in  the  time  that 
he  spends  in  finding  out  what  kinds  and  quantities  he  wants 
of  different  materials,  and  where  to  get  them  best,  and  so  on. 
This  waste  is  avoided  by  that  division  of  labour  which  assigns 
to  the  professional  builder  the  task  of  superintending  details, 
and  to  the  professional  architect  the  task  of  drawing  plans. 
The  chief  The  division  of  labour  is  often  carried  still  ftirther  when 

^dlr-       houses  are  built  not  at  the  expense  of  those  who  are  to  live 
Bomefimes  ^  them,  but  as  a  building  speculation.     When  this  is  done 
J«par^    on  a  large  scale,  as  for  instance  in  opening  out  a  new  suburb, 
work  of      the  stakes  at  issue  are  so  large  as  to  offer  an  attractive  field 
manage-     ^o  powerful  capitalists  with  a  very  high  order  of  general 
OTTOT.*"*    business  ability,  but  perhaps  with  not  much  technical  know- 
ptendence  ledge  of  the  building  trade.     They  rely  on  their  own  judgment 
bmidLg     for  the  decision  as  to  what  are  likely  to  be  the  coming  rela- 
^'       tions  of  demand  and  supply  for  different  kinds  of  houses;  but 
they  intrust  to  others  the  management  of  details.    They 
employ  architects  and  surveyors  to  make  plans  in  accordance 
with  their  general  directions ;  and  then  enter  into  contracts 
with  professional  builders  for  carrying  them  out.     But  they 
themselves  undertake  the  chief  risks  of  the  business,  and 
control  its  general  direction, 
in  the  §  4.     We  have  already  seen*  how  this  division  of  respon- 

trades;  sibility  prevailed  in  the  woollen  trade  just  before  the  begin- 
ning of  the  era  of  large  factories :  the  more  speculative  work 
and  the  broader  risks  of  buying  and  selling  being  taken  over 
by  the  undertakers,  who  were  not  themselves  employers  of 
labour ;  while  the  detailed  work  of  superintendence  and  the 
narrower  risks  of  carrying  out  definite  contracts  were  handed 
over  to  small  masters.  This  plan  is  still  extensively  followed 
in  some  branches  of  the  textile  trades,  especially  those  in 
which  the  difficulty  of  forecasting  the  future  is  very  great 

1  Book  I.  Ch.  m.  f  4. 
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Manchester  warehousemen  give  themselves  to  studjring  the  book  iv. 
movements  of  fiwhion,  the  markets  for  raw  materials,  the  ^^^"' 
general  state  of  trade,  of  the  money  market  and  of  politics, 
and  all  other  causes  that  are  likely  to  influence  the  prices  of 
different  kinds  of  goods  during  the  coming  season ;  and  after 
employing,  if  necessary,  skilled  designers  to  carry  out  their 
ideas  (just  as  the  building  speculator  in  the  previous  case 
employed  architects),  they  give  out  to  manufacturers  in  dif- 
ferent parts  of  the  world  contracts  for  making  the  goods  on 
which  they  have  determined  to  risk  their  capital. 

Again,  the  foreign  merchant  very  often  has  no  ships  of  his  in  the 
own,  but  gives  his  mind  to  studying  the  course  of  trade,  and  traSer^ 
undertakes  himself  its  chief  risks;  while  he  gets  his  carrying 
done  for  him  by  men  who  require  more  administrative  ability, 
but  need  not  have  the  same  power  of  forecasting  the  subtler 
movements  of  trade ;  though  it  is  true  that  as  piirchasers  of 
ships  they  have  great  and  difficult  trade  risks  of  their  own. 
Again,  the  broader  risks  of  publishing  a  book  are  borne  by  in  the  pro- 
the  publisher,  perhaps  in  company  with  the  author;  while  bSofa&c.; 
the  printer  is  the  employer  of  labour  and  supplies  the  ex- 
pensive types  and  machinery  required  for  the  business.    And 
1  somewhat  similar  plan  is  adopted  in  many  branches  of  the 
metal  trades,  and  of  those  which  supply  furniture,  clothing,  &c. 

In  the  clothing  trades  especially  we  see  a  revival  of  what  in  house 
lias  been  called  the  "house  industry,"  which  prevailed  long"*^'"*"^' 
»go  in  the  textile  industries ;  that  is,  the  system  in  which 
s^rge  undertakers  give  out  work  to  be  done  in  cottages  and 
•ery  small  workshops  to  persons  who  work  alone  or  with  the 
id  of  some  members  of  their  family,  or  who  perhaps  employ 
wo  or  three  hired  assistants  ^     In  remote  villages  in  almost 

^  Tbe  German  economists  caU  this  '*  factory  like  "  (fabrikmiissig)  honse  in- 
irtty,  as  distingnished  from  the  "National"  hoose  industry,  which  oses  the 
iterrals  of  other  work  (especiaUy  the  winter  interruptions  of  agriculture)  for 
ibsidiary  work  in  making  textile  and  other  goods.    (See  Schonberg  on  Oewerbe 

his  Bandbuck.)  Domestic  workers  of  this  last  class  were  common  aU  over 
urope  in  the  Middle  Ages  but  are  now  becoming  rare  except  in  the  mountains 
id  in  Eastern  Europe.  They  are  not  always  well  adyised  in  their  choice  of 
ork ;  and  miK^  of  what  they  make  could  be  made  better  with  far  less  labour  in 
claries,  so  that  it  cannot  be  sold  profitably  in  the  open  market :  but  for  the  most 
rt  they  make  for  their  own  or  their  neighbours'  use,  and  thus  save  the  profits 
a  series  of  middlemen. 
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BOOK  IT.  every  county  of  England  agents  of  large  undertakers  oome 
°°'^°-  round  to  give  out  to  the  cottagers  partially  prepared  mate- 
rials for  goods  of  all  sorts,  but  especially  clothes  such  as 
shirts  and  collars  and  gloves;  and  take  back  with  them  tbe 
finished  goods.  It  is  however  in  the  great  capital  cities  ci 
the  world,  and  in  other  large  towns,  especially  old  towns, 
where  there  is  a  great  deal  of  unskilled  and  unorganized 
labour,  with  a  somewhat  low  physique  and  morale,  that 
the  system  is  most  fully  developed,  especially  in  the  cloth- 
ing larades,  which  employ  two  hundred  thousand  people  in 
London  alone,  and  in  the  cheap  furniture  trades.  There  is 
a  continual  contest  between  the  fiu^tory  and  the  domestic 
system,  now  one  gaining  ground  and  now  the  oth^-:  for 
instance  just  at  present  the  growing  use  of  sewing  machines 
worked  by  steam  power  is  strengthening  the  position  of  the 
fEu^tories  in  the  boot  trade;  while  factories  and  workshops 
are  getting  an  increased  hold  of  the  tailoring  trade.  On  the 
other  hand  the  hosiery  trade  is  being  tempted  back  to  the 
dwelling-house  by  recent  improvements  in  hand  knitting  | 
machines;  and  it  is  possible  that  new  methods  of  distri- 
buting power  by  gas  and  petroleum  and  electric  engines 
may  exercise  a  like  influence  on  many  other  industries. 

and  in  Or  there  may  be  a  movement  towards  intermediate  plans, 

tn^es.  similar  to  those  which  are  largely  followed  in  the  She£Bdd 
trades.  Many  cutlery  firms  for  instance  put  out  grinding 
and  other  parts  of  their  work,  at  piece-work  prices,  lo 
working  men  who  rent  the  steam  power  which  they  require, 
either  from  the  firm  from  whom  jthey  take  their  contract 
or  from  someone  else :  these  workmen  sometimes  employii^ 
others  to  help  them,  sometimes  working  alone. 

This  plan  Thus  there  are  many  ways  in  which  those  who  undertake 

nas  advan* 

tages;  the  chief  risks  of  bujring  and  selling  may  avoid  the  tsxMibie 
of  housing  and  superintending  those  who  work  for  them. 
They  all  have  their  advantages;  and  when  the  work^s  are 
men  of  strong  character,  as  at  Sheffield,  the  results  are  oft 

but  is  liable  the  whole  not  Unsatisfactory.     But  unfortunately  it  is  often  | 

*  ^^"     the  weakest  class  of  workers,  those  with  the  least  resooRe 

and  the  least  self-control  who  drift  into  work  of  this  kind. 

The  elasticity  of  the  system  which  recommends  it  to  the 
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undertaker,  is  really  the  means  of  enabling  him  to  exercise,  book  iv. 
if  he  chooses,  an  undesirable  pressure  on  those  who  do  his  ^'"^' 
work. 

For  while  the  success  of  a  fiEu^tory  depends  in  a  great 
measure  on  its  having  a  set  of  operatives  who  adhere  steadily 
to  it,  the  capitalist  who  gives  out  work  to  be  done  at  home 
has  an  interest  in  retaining  a  great  many  persons  on  his 
hooks;  he  is  tempted  to  give  each  of  them  a  little  employ- 
ment occasionally  and  play  them  off  one  against  another; 
and  this  he  can  easily  do  because  they  do  not  know  one 
another  and  cannot  arrange  concerted  action. 

§  5.    When  the  profits  of  business  are  under  discussion  several 
they  are  generally  connected  in  people's  minds  with  the^^^ 
employer  of  labour:   "the  employer"  is  often  taken  as  afj®^*?*' 
term  practically  coextensive  with  the  receiver  of  business  one  hand 
profits.    But  the  instances  which  we  have  just  considered  i^na- 
are  sufficient  to  illustrate  the  truth  that  the  superintendence  ^*'*^^- 
of  labour  is  but  one  side,  and  often  not  the  most  important 
side  of  business  work;  and  that  the  employer  who  undertakes 
the  whole  risks  of  his  business  really  performs  two  entirely 
distinct  services  on  behalf  of  the  commimity,  and  requires 
a  twofold  ability. 

The  ideal  manufacturer  for  instance,  if  he  makes  goods  the  facni- 
not  to  meet  special  orders  but  for  the  general  market,  must,  q^S  in 
in  his  first  r61e  as  merchant  and  organizer  of  production,  have  ^^^* 
a  thorough  knowledge  of  things  in  his  own  trade.     He  must 
have  the  power  of  forecasting  the  broad  movements  of  pro- 
duction and  consumption,  of  seeing  where  there  is  an  oppor- 
tunity for  supplying  a  new  commodity  that  will  meet  a  real 
want  or  improving  the  plan  of  producing  an  old  commodity. 
He  must  be  able  to  judge  cautiously  and  undertake  risks 
boldly;  and  he  must  of  course  understand  the  materials  and 
naclunery  used  in  his  trade. 

But  secondly  in  this  r61e  of  employer  he  must  be  a  natural 
eader  of  men.  He  must  have  a  power  of  first  choosing  his 
issistants  rightly  and  then  trusting  them  fully;  of  interesting 
^em  in  the  business  and  of  getting  them  to  trust  him,  so  as 
to  bring  out  whatever  enterprise  and  power  of  origination 
ihere  is  in  them;  while  he  himself  exercises  a  general  control 

23-2 
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BOOK  lY.  over  everything,  and  preserves  order  and  unity  in  the  main 
cH^2^.    pjj^  q£  ^jjg  business. 

The  abilities  required  to  make  an  ideal  employer  are 

so  great  and  so  numerous  that  very  few  persons  can  exhibit 

them  all  in  a  very  high  degree.     Their  relative  importance 

however  varies  with  the  nature  of  the  industry  and  the  size 

of  the  business ;  and  while  one  employer  excels  in  one  set  of 

qualities,  another  excels  in  another;  scarcely  any  two  owe 

their  success  to  exactly  the  same  combination  of  advantages. 

Some  men  make  their  way  by  the  use  of  none  but  noble 

qualities,  while  others  owe  their  prosperity  to  qualities  in 

which  there  is  very  little  that  is  really  admirable  except 

sagacity  and  strength  of  purpose. 

The  supply       Such    then   being   the  general  nature  of  the  work  of 

abUitynu^  business  management,  we  have  next  to  inquire  what  op- 

cuss^in    port^ii^ties  different  classes  of  people  have  of  developing 

connectioii  business  ability;  and,  when  they  have  obtained  that,  what 

with  the  ..,,/.  .  1  1-1 

forms  of  opportumties  they  have  of  gettmg  command  over  the  capital 
manage-  required  to  give  it  scope.  We  may  thus  come  a  little  closer 
^^^^'  to  the  problem  stated  at  the  beginning  of  the  chapter,  and 
examine  the  course  of  development  of  a  business  firm  during 
several  consecutive  generations.  And  this  inquiry  may  con- 
veniently be  combined  with  some  examination  of  the  different 
forms  of  business  management  Hitherto  we  have  considered 
almost  exclusively  that  form  in  which  the  whole  responsi- 
bility and  control  rests  in  the  hands  of  a  single  individual 
But  this  form  is  yielding  ground  to  others  in  which  the 
supreme  authority  is  distributed  among  several  partneis 
or  even  a  great  number  of  shareholders.  Private  firms  and 
joint-stock  companies,  co-operative  societies  and  public  cor- 
porations are  taking  a  constantly  increasing  share  in  the 
management  of  business;  and  one  chief  reason  of  this  is 
that  they  offer  an  attractive  field  to  people  who  have  good 
business  abilities,  but  have  not  inherited  any  great  business  I 
opportunities. 

The  SOD  of        §  6.     It  is  obvious  that  the  son  of  a  man  already  esta J 
man  starts  blished  in  business  has  certainly  very  great  advantages  o\t 
many"ad.    Others.     He  has  fi-om  his  youth  up  special  fitcilities  for 
^^*"**«««    taining  the  knowledge  and  developing  the  fiwulties  that  i 
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required  in  the  management  of  his  father's  business :  he  leams  book  iv. 
quietly  and  almost  unconsciously  about  men  and  manners  in    ^°'  ^^' 
his  father's  trade  and  in  those  from  which  that  trade  buys 
and  to  which  it  sells ;  he  gets  to  know  the  relative  import- 
ance and  the  real  significance  of  the  various  problems  and 
anxieties  which  occupy  his  father's  mind :  and  he  acquires  a 
technical  knowledge  of  the  processes  and  the  machinery  of 
the  trade'.     Some  of  what  he  leams  will  be  applicable  only 
to  his  fether's  trade ;  but  the  grater  part  will  be  serviceable 
in  any  trade  that  is  in  any  way  allied  with  that;  while 
those  general  faculties  of  judgment  and  resource,  of  enter- 
prise and  caution,  of  firmness  and  courtesy,  which  are  trained 
by  association  with  those  who  control  the  larger  issues  of 
any  one  trade,  will  go  a  long  way  towards  fitting  him  for 
naanaging  almost  any  other  trade.     Further,   the  sons  of 
successful  business  men  start  with  more  material  capital 
than  almost  anyone  else  except  those  who  by  nurture  and 
education  are  likely  to  be  disinclined  for  business  and  im- 
fitted  for  it :  and  if  they  continue  their  father's  work,  they 
have  also  the  vantage  ground  of  established  trade  connections. 
It  would  therefore  at  first  sight  seem  likely  that  business  that  one 
men-should  constitute  a  sort  of  caste ;  dividing  out  among  S^t 
their   sons    the    chief   posts    of   command,  and   founding  ^^^* 
hereditary  dynasties,  which  should  rule  certain  branches  of[°™*»^®- 
trade  for  many  generations  together.     But  the  actual  state  caste;  bat 
rf  things  is  very  diflFerent.  the  case. 

As  a  matter  of  fact  when  a  man  has  got  together  a  great  For 
twsmess,  his  descendants  often  fail,  in  spite  of  their  great  abmty^d 
advantages,  to  develop  the  high  abilities  and  the  special  turn  ^|JJ,^ 
)f  mind  and  temperament  required  for  carrjring  it  on  with  po^  '^T^ 
Jqual  success.     He   himself  was   probably  brought   up  by 
parents  of  strong  earnest  character;  and  was  educated  by 
heir  personal  influence  and  by  struggle  with   difficulties 
n  early  life.     But  his  children,  at  all  events  if  they  were 
>om  after  he  became  rich,  and  in  any  case  his  grandchildren, 

*  We  haye  already  noticed  how  almost  the  only  perfect  apprenticeships  of 
wdem  times  are  those  of  the  sons  of  manufacturers,  who  practise  ahnost  eyerj 
Biportant  operation  that  is  carried  on  in  the  works  snfficiently  to  be  able  in  after 
«an  to  enter  into  the  difficulties  of  aU  their  employes  and  form  a  fair  judgment 
&  their  work* 
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BOOK  IV.  are  perhaps  left  a  good  deal  to  the  care  of  domestic  servants 

^'  ^"'    who  are  not  of  the  same  strong  fibre  as  the  parents  by  whose 

influence  he  was  educated.    And  while  his  highest  ambition 

was  probably  success  in  business,  they  are  likely  to  be  at 

least  equally  anxious  for  social  or  academic  distinction\ 

S^^*  For  a  time  indeed  all  may  go  well    His  sons  find  a 

traditions   firmly  established  trade  connection,  and  what  is  periiaps 

often  carry  even  more  important,  a  well-chosen  staff  of  subordinates 

^^^*  with  a  generous  interest  in  the  business.    By  mere  assiduity 

weU  for      and  caution,  availins:  themselves  of  the  traditions  of  the  firm, 

very  long,  '  o 

they  may  hold  together  for  a  long  time.     But  when  a  full 
generation  has  passed,  when  the  old  traditions  are  no  longer 
a  safe  guide,  and  when  the  bonds  that  held  together  the 
old   staff  have  been  dissolved,  then  the  business  almo6t 
invariably  falls  to  pieces  unless  it  is  practically  handed  over 
to  the  management  of  new  men  who  have  meanwhile  risen 
to  partnership  in  the  firm, 
unless  new       But  in  most  cases  his  descendants  arrive  at  this  result  by 
brougS  in  »  shorter  route.    They  prefer  an  abundant  income  coming  to 
m^t^S!     *^^^  without  effort  on  their  part,  to  one  which  though  twice 
as  large  could  be  earned  only  by  incessant  toil  and  anxiety; 
and  they  sell  the  business  to  private  persons  or  a  joint-stock 
company;  or  they  become  sleeping  partners  in  it;  that  is 
sharing  in  its  risks  and  in  its  profits,  but  not  taking  part  in 
its  management:  in  either  case  the  active  control  over  their 
capital  &lls  chiefly  into  the  hands  of  new  men. 
The  §  7.     The  oldest  and  simplest  plan  for  renovating  the 

private  ^    energies  of  a  business  is  that  of  taking  into  partnership  some 
^^^'     of  its  ablest  employ^.     The  autocratic  owner  and  manager 
of  a  large  manufacturing  or  trading  concern  finds  that,  as 
years  go  on,  he  has  to  delegate  more  and  more  responsibility 
to  his  chief  subordinates;  partly  because  the  work  to  be 

1  Untn  lately  there  has  ever  been  in  England  a  kind  of  antagonism  betweM 
academic  studies  and  bosinees.  This  is  now  being  diminished  1^  the  biuilfiid 
of  the  spirit  of  onr  great  Universities,  and  by  the  growth  of  Colkgea  in  cmr  cfaM 
bosinees  centres.  The  sons  of  bnsiness  men  when  sent  to  the  UniTersities  de 
not  learn  to  despise  their  fathers'  trades  as  often  as  they  used  to  do  erw  i 
generation  ago.    Many  of  them  indeed  are  drawn  away  from  baauMOB  bj  1^ 


desire  to  extend  the  boundaries  of  knowledge.  Bat  the  higher  forma  ol  ba^ 
activity,  those  which  are  constmctive  and  not  merely  critical,  tend  to  pmsMie  f 
jnst  appreciation  of  the  nobility  of  business  work  rightly  done. 
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done  IB  growing  heavier,  and  partly  because  his  own  strength  book  it. 
is  becoming  less  than  it  waa  He  still  exercises  a  supreme  ^^jj^' 
control,  but  much  must  depend  on  their  energy  and  probity : 
80,  if  his  sons  are  not  old  enough,  or  for  any  other  reason  are 
nod  ready  to  take  part  of  the  burden  off  his  shoulders,  he 
decides  to  take  one  of  his  trusted  assistants  into  partnership: 
he  thus  lightens  his  own  labours,  at  the  same  time  that  he 
secures  that  the  task  of  his  life  will  be  carried  on  by  those 
whose  habits  he  has  moulded,  and  for  whom  he  has  perhaps 
acquired  something  like  a  fatherly  affection  \ 

But  there  are  now,  and  there  always  have  been,  private 
partnerships  on  more  equal  terms,  two  or  more  people  of 
about  equal  wealth  and  ability  combining  their  resources 
for  a  large  and  difficult  undertaking.  In  such  cases  there  is 
often  a  distinct  partition  of  the  work  of  management :  in 
manu&ctures  for  instance  one  partner  will  sometimes  give 
himself  almost  exclusively  to  the  work  of  bujdng  raw  material 
and  selling  the  finished  product,  while  the  other  is  respon- 
sible for  the  management  of  the  factory:  and  in  a  trading 
establishment  one  partner  will  control  the  wholesale  and  the 
other  the  retail  department.  In  these  and  other  ways  private 
partnership  is  capable  of  adapting  itself  to  a  great  variety  of 
problems :  it  is  very  strong  and  very  elastic ;  it  has  played  a 
great  part  in  the  past,  and  it  is  full  of  vitality  now. 

§  8.     But  from  the  end  of  the  Middle  Ages  to  the  present  The 
time  there  has  been  in  some  classes  of  trades  a  movement  pnbiio 
towards  the  substitution   of  public  joint-stock  companies,  j^^^ 
the  shares  of  which  can  be  sold  to  anybody  in  the  open 
market,  for  private  companies,  the  shares  in  which  are  not 
transferable  without  the  leave  of  all  concerned.     The  effect 
of  this  change  has  been  to  induce  people,  many  of  whom 
have  no  special  knowledge  of  trade,  to  give  their  capital  into 
the  hands  of  others  employed  by  them :  and  there  has  thus 

^  Mneh  of  the  hmppiest  romance  of  life,  mach  that  is  most  pleasant  to  dweU 
upon  in  the  aocial  history  of  England  from  the  Middle  Ages  up  to  our  own  day  is 
eooneeted  with  the  story  of  private  partnerships  of  this  class.  Many  a  youth  has 
been  stimnlated  to  a  brave  career  by  the  inflnence  of  ballads  and  tales  which  nar- 
rate the  diflieiilties  and  the  ultimate  triomph  of  the  faithful  apprentice,  who  has  at 
length  married  his  employer's  daughter  and  been  taken  into  partnership  by  him. 
Tbeee  are  no  influences  on  national  character  more  far-reaching  than  those  which 
thus  give  shape  to  the  aims  of  aspiring  youth. 
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BOOK  IT.  arisen  a  new  distribution  of  the  various  parts  of  the  work  of 
^•"''  business  management. 
The  share-  The  ultimate  imdertakers  of  the  risks  incurred  by  a  joint- 
nndertake  stock  company  are  the  shareholders ;  but  as  a  rule  they  do 
the  risks;  j^^^  ^^^  much  active  part  in  engineering  the  business  and 
controlling  its  general  policy;  and  they  take  no  part  in 
the  superintending  its  details.    After  the  business  has  once  got 

^^"    out  of  the  hands  of  its  original  promoters,  the  control  of  it  is 
the  Mana-  left  chiefly  in  the  hands  of  Directors ;  who,  if  the  company  is 
a  very  large  one,  probably  own  but  a  very  small  proportion  of 
its  shares,  while  the  greater  part  of  them  have  not  much 
technical  knowledge  of  the  work  to  be  done.    They  are  not 
generally  expected  to  give  their  whole  time  to  it ;  but  they 
are  supposed  to  bring  wide  general  knowledge  and  sound 
judgment  to  bear  on  the  broader  problems  of  its  policy ;  and 
at  the  same  time  to  make  sure  that  the  "  Managers  "  of  the 
whosaper.  company  are  doing  their  work  thoroughly  ^    To  the  Managers 
details.       and  their  assistants  is  left  a  great  part  of  the  work  of  engi- 
neering the  business,  and  the  whole  of  the  work  of  superin- 
tending it :  but  they  are  not  required  to  bring  any  capital 
into  it ;  and  they  are  supposed  to  be  promoted  fix)m  the  lower 
ranks  to  the  higher  according  to  their  zeal  and  ability.  Since 
the  joint-stock  companies  in  the   United   Kingdom   have 
an  aggregate  income  of  £100,000,000,  and  do  a  tenth  of  the 
business  of  all  kinds  that  is  done  in  the  country,  they  o&t 
very  large  opportunities  to  men  with  natural  talents  for 
business  management,  who  have  not  inherited  any  material 
capital,  or  any  business  connection. 
Those  who        §  9.    Joint-stock  companies  have  great  elasticity  and  can 
tiJe  chief ^   expand  themselves  without  limit  when  the  work  to  which 
ao?*a8hi a  ^^^y  ^^^^  ^*  themselves  oflfers  a  wide  scope ;  and  they  are 

1  Bagehot  delighted  to  argne  (see  for  instance  English  ConstihiHon,  Ch.  xtl* 
that  a  Cabinet  Minister  often  derives  some  advantage  from  his  want  of  technical 
knowledge  of  the  business  of  his  Department.  For  he  can  get  inforiBatkB  cb 
matters  of  detail  from  the  Permanent  Secretary  and  other  offidala  who  are  vmdm 
his  authority ;  and,  while  he  is  not  likely  to  set  his  jndgment  against  thein  oa 
matters  where  their  knowledge  gives  them  the  advantage,  his  nnfn^wUeti 
common  sense  may  well  overrule  the  traditions  of  officialism  in  faroftd  < 
of  pablio  policy :  and  in  like  manner  the  interests  of  a  Company  may  ] 
sometimes  be  most  advanced  by  those  Directors  who  have  the  kaat  *^iftip~«- 
knowledge  of  the  details  of  its  business. 
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gaming  ground  in  nearly  all  directions.     But  they  have  one  book  zv. 
great  source  of  weakness  in  the  absence  of  any  adequate    ^°'"'' 
koowledge  of  the  business  on  the  part  of  the  shareholders  private 
who  undertake  its  chief  risks.     It  is  true  that  the  head  of  a  nISt  awT 
large  private  firm  undertakes  the  chief  risks  of  the  business,  ^^^^ 
while  he  intrusts  many  of  its  details  to  others :  but  his  posi-  *^  ^?»* 

...  nCBS  18 

tioD  is  secured  by  his  power  of  forming  a  direct  judgment  as  weU 
to  whether  his  subordinates  serve  his  interests  fidthfuUy  and  ™*"*^ 
discreetly.  If  those  to  whom  he  has  intrusted  the  buying  or 
selling  of  goods  for  him  take  commissions  firom  those  with 
whom  they  deal,  he  is  in  a  position  to  discover  and  punish 
the  fraud.  If  they  show  £a.vouritism  and  promote  incompe- 
tent relations  or  friends  of  their  own,  or  if  they  themselves 
become  idle  and  shirk  their  work,  or  even  if  they  do  not 
fulfil  the  promise  of  exceptional  ability  which  induced  him 
to  give  them  their  first  lift,  he  can  discover  what  is  going 
wrong  and  set  it  right. 

Bat  in  all  these  matters  the  great  body  of  the  share- 
holders of  a  joint-stock  company  are,  save  in  a  few  excep- 
tional instances,  almost  powerless ;  though  a  few  of  the  larger 
shareholders  often  exert  themselves  to  find  out  what  is  going 
on ;  and  are  thus  able  to  exercise  an  effective  and  wise  con- 
trol over  the  general  management  of  the  business.    It  is  a 
strong  proof  of  the  marvellous  growth  in  recent  times  of  a 
qririt  of  honesty  and  uprightness  in  commercial  matters,  that 
the  leading  officers  of  great  public  companies  yield  as  little  as 
they  do  to  the  vast  temptations  to  firaud  which  lie  in  their 
way.    If  they  showed  an  eagerness  to  avail  themselves  of  The  system 
opportunities  for  wrong-doing  at  all  approaching  that  of^o^Ue 
which  we  read  in  the  conmiercial  history  of  earlier  civili-^^^® 
"ottion,  their  wrong  uses  of  the  tfusts  imposed  in  them  would  F°]^  ^^ 
have  been  on  so  great  a  scale  as  to  prevent  the  development  morality, 
of  this  democratic  form  of  business.     There  is  every  reason 
to  hope  that  the  progress  of  trade  morality  will  continue, 
aided  in  the  future  as  it  has  been  in  the  past,  by  a  diminu- 
tion of  trade  secrecy  and  by  increased  publicity  in  every 
form ;  and  thus  collective  and  democratic  forms  of  business 
management  may  be  able  to  extend  themselves  safely  in 
nany  directions  in  which  they  have  hitherto  £ailed,  and  may 
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BOOK  zv.  &r  exceed  the  great  services  they  abeady  render  in  opening 
^'"''    a  large  career  to  those  who  have  no  advantages  of  birth. 
GoTem-  The  same  may  be  said  of  the  undertakings  of  Qovem- 

dSrta^gs.  Dttents  imperial  and  local :  they  also  may  have  a  great  future 
before  them,  but  up  to  the  present  time  the  tax-payer  who 
undertakes  the  ultimate  risks  has  not  generally  succeeded  in 
exercising  an  efficient  control  over  the  businesses,  and  in 
securing  officers  who  will  do  their  work  with  as  much  eneijy 
and  enterprise  as  is  shown  in  private  establishments.  The 
problem  of  GJovemment  imdertakings  involves  however  many 
complex  issues,  into  which  we  cannot  inquire  here. 
Corpora-  §  10.     The  system  of  Co-operation  aims  at  avoiding  the 

Nation  in  ©vils  of  these  two  methods  of  business  management    In 
fmro**^      that  ideal  form  of  Co-operative  Society,  for  which  many  still 
fondly  hope,  but  which  as  yet  has  been  scantily  realized  in 
practice,  a  part  or  the  whole  of  those  shareholders  who  under- 
take the  risks  of  the  business  are  themselves  employed  by  it 
The  employ^,  whether  they  contribute  towards  the  material 
capital  of  the  business  or  not,  have  a  share  in  its  profits,  and 
some  power  of  voting  at  the  general  meetings  at  which  the 
broad  lines  of  its  policy  are   laid  down,  and  the  ofiBcere 
might        appointed  who  are  to  carry  that  policy  into  effect    They 
tibechief     ^^^  ^^^^  ^^^  employers  and  masters  of  their  own  managers 
JjoSt^     ^^^  foremen ;  they  have  fairly  good  means  of  judging  whether 
stodicam.  the  hicfher  work  of  enirineerinc:  the  business  is  conducted 

panies.  o  o  o 

honestly  and  efficiently,  and  they  have  the  best  possible 

opportunities  for  detecting  any  laxity  or  incompetence  in  its 

detailed  administration.    And  lastly  they  render  unnecessary 

some  of  the  minor  work  of  superintendence  that  is  required 

in  other  establishments ;  for  their  own  pecuniary  interests  and 

the  pride  they  take  in  the  success  of  their  own  businesR 

make  each  of  them  averse  to  any  shirking  of  work  either  by 

himself  or  by  his  fellow  workmen. 

It  has  But  unfortunately  the  system  has  very  great  difficulties 

^*^U8k  ^^  ^^  ^^^^  which  have  hitherto  kept  it  firom  succeeding 

of  bosixieBs  oenerally  except  in  the  business  of  retailinir  conmioditie5 

ment,        consumed  by  working  men.    Some  of  these  difficulties  di» 

not  belong  properly  to  it,  but  are  due  to  the  feet  that  the 

system  itself  is  not  thoroughly  carried  out;  for  the  greater 
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part  of  those  establishments  which  call  themselves  co-opera-  book  iv. 
tive  have  not  adopted  co-operative  principles  in  their  en-  ^''"' 
tirety.  But  there  are  grave  diflSculties  inherent  in  it.  For 
hmnan  nature  being  what  it  is,  the  employes  themselves  are  ^ 
not  always  the  best  possible  masters  of  their  own  foremen 
and  managers ;  jealousies  and  frettings  at  reproof  are  apt  to 
act  like  sand,  that  has  got  mixed  with  the  oil  in  the  bearings 
of  a  great  and  complex  machinery.  And  in  particular,  since 
the  hardest  work  of  business  management  is  generally  that 
which  makes  the  least  outward  show,  those  who  work  with 
their  hands  are  apt  to  underrate  the  intensity  of  the  strain 
involved  in  the  highest  work  of  engineering  the  business,  and 
to  grudge  its  being  paid  for  at  anything  like  as  high  a  rate 
as  it  could  earn  elsewhere.  And  in  fact  the  managers  of  a 
Co-operative  Society  seldom  have  the  alertness,  the  inventive- 
ness and  the  ready  versatility  of  the  ablest  of  those  men  who 
have  been  selected  by  the  struggle  for  survival,  and  have 
been  trained  by  the  perfectly  free  and  unfettered  responsibi- 
lity of  private  business. 

Those  working-men  indeed  whose  tempers  are  strongly  bnt  it  may 
individualistic,  and  whose  minds  are  concentrated  almost  JS^Y 
wholly  on  their  own  affairs,  will  perhaps  always  find  their '^®®** 
quickest  and  most  congenial  path  to  material  success  by 
commencing  business  as  small  independent  "  undertakere,"  or 
by  working  their  way  upwards  in  a  private  firm  or  a  public 
company.  But  co-operation  has  a  special  charm  for  those  in 
whose  tempers  the  social  element  is  stronger,  and  who  desire 
not  to  separate  themselves  fit)m  their  old  comrades,  but  to 
work  among  them  as  their  leaders.  Its  aspirations  may  in 
some  respects  be  higher  than  its  practice ;  but  it  undoubtedly 
does  rest  in  a  great  measure  on  ethical  motive&  The  true 
co-operator  combines  a  keen  business  intellect  with  a  spirit 
full  of  an  earnest  Faith ;  and  some  co-operative  societies  have 
been  served  excellently  by  men  of  great  genius  both  mentally 
and  morally — men  who  for  the  sake  of  the  Co-operative  Faith 
that  is  in  them,  have  worked  with  great  ability  and  energy, 
and  with  perfect  uprightness,  being  all  the  time  content  with 
lower  pay  than  they  could  have  got  as  business  managers  on 
their  own  account  or  for  a  private  firm.     Men  of  this  stamp 
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BOOK  IV,  are  more  common  among  the  oflScers  of  co-operative  societies 
cH^.  ^^^^  ^  other  occupations ;  and  though  they  are  not  very 
common  even  there,  yet  it  may  be  hoped  that  the  difiusioQ 
of  a  better  knowledge  of  the  true  principles  of  co-operation, 
and  the  increase  of  general  education  are  every  day  fittiDg  a 
larger  number  of  co-operators  for  the  complex  problems  of 
business  management. 
Profit  Meanwhile  many  partial  applications  of  the  co-operative 

^™^'  principle  are  being  tried  imder  various  conditions,  each  of 
which  presents  some  new  aspect  of  business  managem^i 
Thus  under  the  scheme  of  Profit-Sharing,  a  private  firm  while 
retaining  the  unfettered  management  of  its  business,  pays 
its  employes  the  fall  market  rate  of  wages  whether  by  Time 
or  Piece-work,  and  agrees  in  addition  to  divide  among  them 
a  certain  share  of  any  profits  that  may  be  made  above  a 
certain  fixed  minimum ;  it  being  hoped  that  the  firm  will  find 
a  material  as  well  as  a  moral  reward  in  the  diminution  of 
friction,  in  the  increased  willingness  of  their  employ^  to  go 
out  of  their  way  to  do  little  things  that  may  be  of  great 
benefit  comparatively  to  the  firm,  and  lastly  in  attracting  to 
themselves  workers  of  more  than  average  ability  and  indus^. 
Profit  and  Under  the  scheme  of  Profit-and-Loss-Sharing,  a  small  part  of 
Sbaring.  the  market  wages  of  the  employes  is  held  back  as  a  contaribn- 
tion  towards  any  loss  that  may  be  shown  on  the  year's  work- 
ing;  while  they  receive  a  more  than  proportionate  share  of  the 
Partial  Co-  profits  in  a  bad  year.  Another  partially  co-operative  scheme 
operation.  ^  ^j^^  ^£  some  Oldham  Cotton  Mills  which  are  really  joint- 
stock  companies;  among  their  shareholders  are  many  working 
men  who  have  a  special  knowledge  of  the  trade,  but  not 
many  of  their  own  employ^.  And  another  is  that  of  the 
Productive  establishments,  such  as  the  Leicester  Boot-works, 
owned  by  the  main  body  of  Co-operative  Stores,  through 
their  agents,  the  Co-operative  Wholesale  Society;  but  in 
which,  partly  on  account  of  technical  difficulties,  the  work^s 
as  such  have  as  yet  no  share  either  in  the  management  or 
in  the  profits  of  the  works. 

At  a  later  stage  we  shall  have  to  study  all  those  various 
co-operative  and  semi-co-operative  forms  of  business  more  in 
detail,  and  to  inquire  into  the  causes  of  their  suooess  or 
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failure  in  different  classes  of  business,  wholesale  and  retail,  book  iy. 
agricultural,  manufeusturing  and  trading.     But  we  must  not    ^•"'' 
pursue  this  inquiry  further  now:  enough  has  been  said  to  Hopes  for 
show  that  the  world  is  only  just  beginning  to  be  ready  for  the 
hij^er  work  of  the  co-operative  movement  in  its  many  diffe- 
rent forms  which  may  therefore  be  reasonably  expected  to 
attain  a   much  larger  success  in  the  Aiture   than  in   the 
past ;  and  to  offer  excellent  opportunities  for  working-men  to 
practise  themselves  in  the  work  of  business  management,  to 
grow  into  the  trust  and  confidence  of  others,  and  gradually 
rise  to  posts  in  which  their  business  abilities  will  find  scope. 

§  11.     In  speaking  of  the  difiBculty  that  a  working-man  The  rise 
has  in  rising  to  a  post  in  which  he  can  turn  his  business  workLg. 
ability  to  foil  account,  the  chief  stress  is  commonly  laid  upon  Jj^ered*'*^ 
his  want  of  capital :  but  this  is  not  always  his  chief  difficulty.  **  ^J^^. 
For  instance  the  co-operative  distributive  societies  have  ac-  sight 
cumulated  a  vast  capital,  on  which  they  find  it  difficult  to  by^iS^' 
get  a  good  rate  of  interest ;  and  which  they  would  be  rejoiced  ^^. 
to  lend  to  any  set  of  working-men  who  could  show  that  they 
had  the  capacity  for  dealing  with  difficult  business  problems. 
Co-operators  who  have  firstly  a  high  order  of  business  ability 
and  probity,  and  secondly  the  "  personal  capital "  of  a  great 
reputation  among  their  fellows  for  these  qualities,  will  have 
no  difficulty  in  getting  command  of  enough  material  capital 
for  a  considerable  imdertaking :  the  real  difficulty  is  to  con- 
rince  a  sufficient  number  of  those  around  them  that  they 
have  these  rare  qualities.     And  the  case  is  not  very  different 
when  an  individual  endeavours  to  obtain  from  the  ordinary 
sources   the  loan  of  the   capital  required  to  start  him  in 


It  is  true  that  in  almost  every  business  there  is  a  constant  for  the 
increase  in  the  amount  of  capital  required  to  make  a  fair  i^^reas- 
start ;  but  there  is  a  much  more  rapid  increase  in  the  amount  ^^^^ 
of  capital  which  is  owned  by  people  who  do  not  want  to  use  and  in 

fiftffemess 

it  themselves,  and  are  so  eager  to  lend  it  out  that  they  will  for  employ- 
accept  a  constantly  lower  and  lower  rate  of  interest  for  it.  ™®"** 
Much  of  this  capital  passes  into  the  hands  of  bankers  and 
others,  people  of  keen  intellect  and  restless  energy ;  people 
who  have  no  class  prejudices  and  care  nothing  for  social  dis- 
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BOOK  IV.  tinctions ;  and  who  would  promptly  lend  it  to  anyone  rf 
^•"''  whose  business  ability  and  honesty  they  were  oonvinoed.  To 
say  nothing  of  the  credit  that  can  be  got  in  many  busmeflses 
from  those  who  supply  the  requisite  raw  material  or  stock  in 
trade,  the  opportunities  for  direct  borrowing  are  now  so  great 
that  an  increase  in  the  amount  of  capital  required  for  a  start 
in  business  is  no  very  serious  obstacle  in  the  way  of  a  person 
who  has  ODce  got  over  the  initial  difficulty  of  earning  a  repu- 
tation for  being  likely  to  use  it  well. 
He  is  And  perhaps  a  greater  though  not  so  conspicuous  a  hind- 

nmchby  rance  to  the  rise  of  the  working  man  is  the  growing  oom- 
^®  ^^'  plexity  of  business.  The  head  of  a  business  has  now  to  think 
piexity  of   of  many  things  about  which  he  never  used  to  trouble  himsdf 

0118ill688  *  v  o 

in  earlier  days ;  and  these  are  just  the  kind  of  difficulties  for 
which  the  training  of  the  workshop  affords  the  least  prepa- 
ration. Against  this  must  be  set  the  rapid  improvement  of 
the  education  of  the  working  man  not  only  at  school,  bat 
what  is  more  important,  in  after  life  by  newspapers,  and  from 
the  work  of  co-operative  societies  and  trades  unions,  and  in 
other  ways, 
bat  he  may  About  three-fourths  of  the  whole  population  of  England 
^ercome  i^^i^^g  ^  (jjjg  wage-eaming  classes ;  and  at  all  events  when 
difflcuhies.  ^]^Qy  ^j.^  ^^u  fed,properly  housed  and  educated,  they  have  their 
fair  share  of  that  nervous  strength  which  is  the  raw  material 
of  business  ability.  Without  going  out  of  their  way  they  are 
all  consciously  or  unconsciously  competitors  for  posts  of  bosi- 
ness  command.  The  ordinary  workman  if  he  shows  ability 
generally  becomes  a  foreman,  from  that  he  may  rise  to  be  a 
manager,  and  to  be  taken  into  partnership  with  his  employer. 
Or  having  saved  a  little  of  his  own  he  may  start  one  of  those 
small  shops  which  still  can  hold  their  own  in  a  working  mans 
quarter,  stock  it  chiefly  on  credit,  and  let  his  wife  attend  to 
it  by  day,  while  he  gives  his  evenings  to  it.  In  these  or  in 
other  ways  he  may  increase  his  capital  till  he  can  start  a 
small  workshop,  or  factory.  Once  having  made  a  good  begiiH 
ning  he  will  find  the  banks  eager  to  give  him  generous  credit 
He  must  have  time ;  and  since  he  is  not  likely  to  start  in 
business  till  after  middle  age  he  must  have  a  long  as  well  as 
a  strong  life;  but  if  he  has  this  and  has  also  "patdenoe. 
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geniuB  and  good  fortune "  he  is  pretty  sure  to  command  a  boos  iy. 
large  capital  before  he  dies\  In  a  factory  those  who  work  ^•'°' 
with  their  hands,  have  better  opportunities  of  rising  to  posts 
of  command  than  the  book-keepers  and  many  others  to  whom 
social  tradition  has  assigned  a  higher  place.  But  in  trading 
concerns  it  is  otherwise ;  what  manual  work  is  done  in  them 
has  as  a  rule  no  educating  character,  while  the  experience  of 
the  office  is  better  adapted  for  preparing  a  man  to  manage  a 
commercial  than  a  manufacturing  business. 

There  is  then  on  the  whole  a  broad  movement  from  below  The  rise 
upwards.    There  are  perhaps  not  so  many  who  rise  at  once  STo  gene- 
from  the  position  of  working-men  to  that  of  employers :  but  JJ^S  of 
there  are  more  who  get  on  sufficiently  far  to  give  their  sons  a  ^^^* 
good  chance  of  attaining  to  the  highest  posts.    The  complete 
rise  is  not  so  very  often  accomplished  in  one  generation ;  it 
is  more  often  spread  over  two ;  but  the  total  volume  of  the 
movement  upwards  is  probably  greater  than  it  has  ever  been,  bat  that 
And  it  may  be  remarked  in  passing  that  it  is  better  for  society  ^^^ 
as  a  whole  that  the  rise  should  be  distributed  over  two  gene-  *^- 
rations.    The  workmen  who  at  the  beginning  of  this  century 
roee  in  such  large  numbers  to  become  employers  were  seldom 
fit  for  posts  of  command:   they  were  too  often  harsh  and 
tyrannical;    they   lost  their  self-control,  and  were  neither 
truly  noble  nor  truly  happy ;  while  their  children  were  often 
haughty,  extravagant,  and  self-indulgent,  squandering  their 
wealth  on  low  and  vulgar  amusements,  having  the  worst 
fenltfl  of  the  older  aristocracy  without  their  virtues.    The 

1  The  GennaDs  say  that  snooess  in  hnsiness  reqnires  '*  Oeld,  Gednld,  Qeide 
«nd  Glflek.'*  The  dumoee  that  a  worldiig-iiian  has  of  rising  vary  somewhat  with 
tbe  nature  of  the  work,  being  greatest  in  those  trades  in  which  a  carefnl  attention 
to  details  connts  for  most,  and  a  wide  knowledge,  whether  of  science  or  of  the 
world  moremeiits  of  speculation,  counts  for  least.  Thos  for  instance  *'  thrift  and 
tbe  knowledge  of  practical  details  '*  are  the  most  important  elements  of  success  in 
the  ordinary  work  of  the  pottery  trade ;  and  in  consequence  most  of  those  who 
bave  done  weU  in  it  "  hare  risen  from  the  bench  like  Josiah  Wedgwood  "  (see 
Mr  O.  Wedgwood's  evidence  before  the  Commission  on  Technical  Education) ; 
ind  a  similar  statement  might  be  made  about  many  of  the  Sheffield  trades.  But 
Hxne  of  the  working  clansos  develop  a  great  faculty  for  taking  speculative  risks ; 
iod  if  the  knowledge  of  facts  by  which  successful  speculation  must  be  guided, 
»me8  within  their  reach,  they  will  often  push  their  way  through  competitors  who 
lave  started  above  them.  Some  of  the  most  successful  wholesale  dealers  in 
kcrishable  conmiodities  such  as  fish  and  fruit  have  begun  life  as  market  porters. 
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BOOK  IV.  foreman  or  superintendent  who  has  still  to  obey  as  well  as  tfO 

°°''"'    command,  but  who  is  rising  and  sees  his  children  likely  to 

rise  fiirther,  is  in  some  ways  more  to  be  envied  than  the 

small  master.     His  success  is  less  conspicuous,  but  his  work 

is  often  higher  and  more  important  for  the  world,  while  his 

character  is  more  gentle  and  refined  and  not  less  strong. 

His  children  are  well-trained ;  and  if  they  get  wealth,  they 

are  likely  to  make  a  fairly  good  use  of  it. 

An  aWe  §  12.     When  a  man  of  great  ability  is  once  at  the  head  of 

^'^®®®     an  independent  business,  whatever  be  the  route  by  which  he 

fP®*^'^^      has  fifot  there,  he  will  with  moderate  crood  fortune,  socm  be 

increases  o  '  ^  ... 

the  capital  able  to  show  such  evidence  of  his  power  of  turning  capital  to 

command    good  accoimt  as  to  enable  him  to  borrow  in  one  way  or  another 

almost  any  amount  that  he  may  need.     Making  good  pn^ts 

he  adds  to  his  own  capital,  and  this  extra  capital  of  his  own 

is  a  material  security  for  fiirther  borrowings ;  while  the  bet 

that  he  has  made  it  himself  tends  to  make  lenders  less  careful 

to  insist  on  a  full  security  for  their  loans.     Of  course  fortune 

tells  for  much  in  business :  a  very  able  man  may  find  things 

though  he  going  against  him;  the  fact  that  he  is  losing  money  maj 

disadvan-    diminish  his  power  of  borrowing.     If  he  is  working  partly  on 

wtog*"  borrowed  capital,  it  may  even  make  those  who  have  lent  it 

^*^'     refuse  to  renew  their  loans,  and  may  thus  cause  him  to  suc- 

capitai.       cumb  to  what  would  have  been  but  a  passing  misfortune,  if 

he  had  been  using  no  capital  but  his  own*:  and  in  fighting 

his  way  upwards  he  may  have  a  chequered  life  full  of  great 

anxieties,  and  even  misfortunes.     But  he  can  show  his  ability 

in  misfortune  as  well  as  in  success :  human  nature  is  sanguine: 

and  it  is  notorious  that  men  are  abundantly  willing  tolendt<> 

those  who  have  passed  through  commercial  disaster  without 

loss  to  their  business  reputation.     Thus,  in  spite  of  vidasi- 

tudes,  the  able  business  man  generally  finds  that  in  the  long 

1  The  danger  of  not  being  able  to  renew  his  borrowings  just  at  the  time  wfan 
he  wants  them  most,  pnts  him  at  a  disadvantage  relatively  to  thoee  who  xtm  ob^t 
their  own  capital,  mnch  greater  than  is  represented  by  the  mere  intmft  oa  k» 
borrowings :  and,  when  we  come  to  that  part  of  the  doctrine  of  Distribution  wkk^ 
deals  with  Earnings  of  Management,  we  shaU  find  that,  for  thk  among  otltfr 
reasons,  profits  are  something  more  than  interest  in  addition  to  Met  FanriBti  ^i 
Management,  i.e.  those  earnings  which  are  properly  to  be  ascribed  to  the  afai]itai« 
of  bosiness  men. 
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run  the  capital  at  his  command  grows  in  proportion  to  his  b<^x  iv. 
ability.  °^1^- 

Meanwhile,  as  we  have  seen,  he,  who  with  small  ability  is  A  man  who 
in  command  of  a  large  capital,  speedily  loses  it:  he  may  per-  great  bosi- 
haps  be  one  who  could  and  would  have  managed  a  small  £^  his 
business  with  credit,  and  left  it  stronger  than  he  had  found  ^5^,^ 
it:  but  if  he  has  not  the  genius  for  dealing  with  great  pro-  rapidly  the 
blems,  the  larger  it  is  the  more  speedily  will  he  break  it  up.  buBinessiB. 
For  as  a  rule  a  large  business  can  be  kept  going  only  by 
transactions  which,  after  allowing  for  ordinaiy  risks,  leave  but 
a  very  small  percentage  of  gain.     A  small  profit  on  a  large 
tum-over  quickly  made,  will  yield  a  rich  income  to  able  men: 
and  in  those  businesses  which  are  of  such  a  nature  as  to  give 
scope  to  very  large  capitals,  competition  generally  cuts  the 
rate  of  profits  on  the  tum-over  very  fine.    A  village  trader 
may  make  five  per  cent,  less  profits  on  his  tum-over  than  his 
abler  rival,  and  yet  be  able  to  hold  his  head  above  water. 
But  in  those  large  manufacturing  and  trading  businesses  in 
which  there  is  a  quick  return  and  a  straightforward  routine, 
the  whole  profits  on  the  tum-over  are  often  so  very  small  that 
a  person  who  fisdls  behind  his  rivals  by  even  a  small  percent- 
age loses  a  large  sum  at  every  tum-over ;  while  in  those  large 
businesses  which  are  difficult  and  do  not  rely  on  routine,  and 
vhich  afford  high   profits  on  the  tum-over  to  really  able 
inanagement,  there  are  no  profits  at  all  to  be  got  by  anyone 
^ho  attempts  the  task  with  only  ordinary  ability. 

Th^e  two  sets  of  forces,  the  one  increasing  the  capital  These  two 
It  the  command  of  able  men,  and  the  other  destroying  the  to^ost^ 
apital  that  is  in  the  hands  of  weaker  men,  bring  about  the  ^^the^***^ 
esult  that  there  is  a  far  more  close  correspondence  between  abmty  re- 

■*  qmred  to 

he  ability  of  business  men  and  the  size  of  the  businesses  use  it  weU. 
*^hich  they  own  than  at  first  sight  would  appear  probable, 
bid  when  to  this  feet  we  add  all  the  many  routes,  which  we 
ave  already  discussed,  by  which  a  man  of  great  natural 
business  ability  can  work  his  way  up  high  in  some  private 
rm  or  public  company,  we  may  conclude  that  wherever  there 
J  work  on  a  large  scale  to  be  done  in  such  a  country  as 
«ngland,  the  ability  and  the  capital  required  for  it  are  pretty 
ire  to  be  speedily  forthcoming. 

M.  24 

Digitized  by  CjOOQ  iC 


370  BUSINESS  MANAOEMENT. 

BOOK  IT.  Further,  just  as  industrial  skill  and  ability  are  getting 
^•"°'  every  day  to  depend  more  and  more  on  the  broad  fiwrnlties 
of  judgment,  promptness,  resource,  carefulness  and  steadfast- 
ness of  purpose — feculties  which  are  not  specialized  to  any 
one  trade,  but  which  are  more  or  less  useful  in  all — so  it  is 
with  regard  to  business  ability.  In  feet  business  ability  con- 
sists more  of  these  general  and  non-specialized  feculties  than 
do  industrial  skill  and  ability  in  the  lower  grades :  and  the 
higher  the  grade  of  business  ability  the  more  various  are  ite 
applications. 
Business  Since  then  business  ability  in  command  of  capital  moTes 

c^mi^    ^^^  great  ease  horizontally  from  a  trade  which  is  o?er- 
^is?faS  crowded  to  one  which  offers  good  openings  for  it :  and  siace 
defined      it  moves  with  great  ease  vertically,  the  abler  men  rising  to 
pncein      the  higher  posts  in  their  own  trade,  we  see,  even  at  thi^ 
conntey  as  ^^^7  stag^  of  our  inquiry,  some  good  reasons  for  believing 
England,    ^j^g^^  ^  modem*  England  the  supply  of  business  ability  in 
command  of  capital  accommodates  itself,  as  a  general  rule,  to 
the  demand  for  it ;  and  thus  has  a  feirly  defined  supply  price 
Finally,  we  may  regard  this  supply  price  of  busineafi 
ability  in  command  of  capital  as  composed  of  three  elementfij 
The  first  is  the  supply  price  of  capital ;  the  second  is  tb^ 
supply  price  of  business  ability  and  energy ;  and  the  third 
is  the  supply  price  of   that  organization    by  which  thfi 
appropriate  business  ability  and  the  requisite  capital  9ii 
Netuid.     brought  together.     We  have  called   the  price  of  the  &ts\ 
Earmnga    of  theso  three  elements  "  Interest ;"  we  may  call  the  price  oj 
q^^oiMve-  i-h^  second  taken  by  itself  "Net  Earnings  of  Management  j 
and  that  of  the  second  and  third  taken  together  ''GrBOSJ 
Earnings  of  Management." 
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CHAPTER  Xin, 

CONCLUSION.       THE  LAW  OF  INCREASING  IN  RELATION  TO 
THAT  OF  DIMINISHING  RETURN. 

§  1.    At  the  beginning  of  this  Book  we  saw  how  the  book  rr. 

extra  Return  of  raw  produce  which  Nature  affords  to  an     J 

increased  application  of  capital  and  labour,  other  things  being  ^J®  fj^* 
equal,  tends  in  the  long  run  to  diminish.     In  the  remainder  which  the 
of  the  Book  and  especially  in  the  last  four  chapters  we  have  chapters  of 
looked  at  the  other  side  of  the  shield,  and  seen  how  man's  Sand  to  the 
power  of  productive  work  increases  with  the  volume  of  the  «»^M«^- 
work  that  he  does.     Considfering  first  the  causes  that  deter- 
mine the  Supply  of  Labour,  we  saw  how  every  increase  in 
the  physical,  mental  and  moral  vigour  of  a  people  makes  them 
more  likely,  other  things  being  equal,  to  rear  to  adult  age  a 
large  number  of  vigorous  children.    Turning  next  to  the 
Growth  of  Wealth  we  observed  how  every  increase  of  wealth 
tends  in  many  wajrs  to  make  a  greater  increase  more  easy 
than  before.     And  lastly  we  saw  how  every  increase  of  wealth 
and  every  increase  in  the  numbers  and  intelligence  of  the 
people  increased  the  &cilities  for  a  highly  developed  Indus- 
Mi.  Organization,  whi9h  in  its  turn  adds  much  to  the  coUec- 
iiye  efficiency  of  capital  and  labour. 

Looking  more  closely  at  the  economies  arising  &om  an  Asmnmarj 

ncrease  in  the  scale  of  production  of  any  kind  of  goods,  we  dhaptera 

bund  that  they  fell  into  two  classes — those  dependent  on  the  ^^ 

[eneral  development  of  the  industry  and  those  dependent  on 

he  resources  of  the  individual  houses  of  business  engaged  in 

t  and  the  efficiency  of  their  management;   that  is,  into 

eternal  and  internal  economies. 

« 

We  saw  how  these  latter  economies  are  liable  to  constant 
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BOOK  IV.  fluctuations  so  fisu*  as  any  particular  house  is  concerned.    An 
cHjtra.   ^i^j^  jj^^j^^  assisted  perhaps  by  some  strokes  of  good  fortune, 
Snmmftry.  gets  a  firm  footing  in  the  trade,  he  works  hard  and  lives 
sparely,  his  own   capital  grows   &st,   and   the   credit  that 
enables  him  to  borrow  more  capital  grows  still  fester;  he 
collects  around  him  subordinates  of  more  than  ordinaiy  zeal 
and  ability;  as  his  business  increases  they  rise  with  him, 
they  trust  him  and  he  trusts  them,  each  of  them  devotes 
himself  with  energy  to  just  that  work  for  which  he  is  specially 
fitted,  so  that  no  high  ability  is  wasted  on  easy  work,  aod  no 
difiBcult  work  is  entrusted  to  unskilful  hands.     Corresponding 
to  this  steadily  increasing  economy  of  skill,  the  growth  of  his 
business  brings  with  it  similar  economies  of  specialized  ma- 
chines and  plant$^of  all  kinds;   every  improved  process  is 
quickly  adopted  and  made  the  basis  of  fiirther  improvements; 
success  brings  credit  and  credit  brings  success;  credit  and 
success  help  to  retain  old  customers  and  to  bring  new  ones: 
the  increase  of  his  trade  gives  him  great  advantages  in  bay- 
ing ;  his  goods  advertise  one  another,  and  thus  diminifth  his 
difficulty  in  finding  a  vent  for  them.    The  increase  in  the 
scale  of  his  business  increases  rapidly  the  advantages  which 
he  has  over  his  competitors,  and  lowers  the  price  at  which  be 
can  afford  to  sell.    This  process  may  go  on  as  long  as  his 
energy  and  enterprise,  his  inventive  and  organizing  power 
retain  their  iull  strength  and  fireshness,  and  so  long  as  the 
risks  which  are  inseparable  fix>m  business  do  not  cause  him 
exceptional  losses ;  and  if  it  could  endure  for  a  hundred  years, 
he  and  one  or  two  others  like  him  would  divide  between  tb^n 
the  whole  of  that  branch  of  industry  in  which  he  is  engaged 
The  large  scale  of  their  production  would  put  great  eoonomies 
within  their  reach;   and  provided  they  competed  to  their 
utmost  with  one  another,  the  public  would  derive  the  chief 
benefit  of  these  economies,  and  the  price  of  the  commodity 
would  fall  very  low. 

But  here  we  may  read  a  lesson  from  the  young  trees  o^ 
the  forest  as  they  struggle  upwards  through  the  benumbisg 
shade  of  their  older  rivals.  Many  succumb  on  the  way,  and  a 
few  only  survive ;  those  few  become  stronger  vrith  every  yetix 
they  get  a  larger  share  of  light  and  air  with  every  increase  oj 
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their  height,  and  at  last  in  their  turn  they  tower  above  their  book  iv. 
neighbours,  and  seem  as  though  they  would  grow  on  for  ever,   °°'  ""' 
and  for  ever  become  stronger  as  they  grow.     But  they  do  not.  Summary. 
One  tree  will  last  longer  in  full  vigour  and  attain  a  greater 
size  than  another ;  but  sooner  or  later  age  tells  on  them  all. 
Though  the  taller  ones  have  a  better  access  to  light  and  air 
than  their  rivals,  they  gradually  lose  vitality ;  and  one  after 
another  they  give  place  to  others,  which,  though  of  less 
material  strength,  have  on  their  side  the  vigour  of  youth. 

And  as  with  the  growth  of  trees,  so  is  it  with  the  growth 
of  businesses.  As  each  kind  of  tree  has  its  normal  life  in 
which  it  attains  its  normal  height,  so  the  length  of  life  during 
which  a  business  of  any  kind  is  likely  to  retain  full  vigour  is 
limited  by  the  laws  of  nature  combined  with  the  circum- 
stances of  place  and  time,  and  the  character  and  stage  of 
development  of  the  particular  trade  in  which  it  lies. 

The  laws  of  nature  press  upon  it  by  limiting  the  length 
of  the  life  of  its  original  founders,  and  by  limiting  even  more 
narrowly  that  part  of  their  lives,  in  which  their  &culties 
retain  full  vigour.  And  so  after  a  while  the  guidance  of  the 
business  falls  into  the  hands  of  people  with  less  energy  and 
less  creative  genius,  if  not  with  less  active  interest  in  its 
prosperity.  Perhaps  it  decays  altogether;  or  it  may  be 
carried  on  with  more  or  less  wisdom  and  ability  by  a  public 
company.  In  that  case,  it  may  retain  the  advantages  of 
division  of  labour,  of  specialized  skill  and  machinery;  it 
may  even  increase  them  by  a  further  increase  of  its  capital ; 
and  imder  favourable  conditions  it  may  secure  a  permanent 
and  prominent  place  in  the  work  of  production.  But  it  is 
ahnoet  sure  to  have  lost  much  of  its  elasticity  and  of  its  pro- 
gressive force ;  the  advantages  are  no  longer  exclusively  on 
its  side  in  its  competition  with  younger  and  smaller  rivals : 
and,  unless  it  be  in  banking,  or  transport  or  some  other  of 
those  exceptional  trades,  which  will  require  a  separate  dis- 
cussion, it  can  no  longer  obtain  from  every  increase  in  its 
scale  of  production  the  means  of  reducing  considerably  the 
price  at  which  it  sells  its  goods  or  its  services. 

The  growth  and  the  decay  of  the  energies  of  a  great 
business  establishment  seldom  follow  twice  on  exactly  the 
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BOOK  IV.  same  lines  even  in  the  same  trade :  they  vary  with  the 
°°'"°'  varying  incidents  of  the  life  and  fortune,  of  the  penonal 
Summary,  fiiendships  and  the  business  and  family  connections  of  the 
individuals  concerned;  but  they  also  vary  much  from  one 
trade  to  another.  Thus  for  instance  no  single  veiy  large 
business  has  appeared  in  agriculture,  while  in  banking  and 
insui-ance,  in  the  supply  of  news,  and  in  transport  by  land 
and  sea,  such  small  businesses  as  still  remain  find  a  constantly 
increasing  difficulty  in  holding  their  own.  There  is  no  rule 
of  universal  application ;  but  the  struggle  between  the  solid 
strength  of  steady-going  firms  with  large  capitals  on  the  cne 
hand,  and  the  quick  inventiveness  and  energy,  the  suppleness 
and  power  of  variation  of  their  smaller  rivals  on  the  other, 
seems  inclined  to  issue  in  the  large  majority  of  cases  in  the 
victory  of  the  former.  We  may  conclude  that  as  a  general 
rule,  subject  to  important  exceptions,  an  increase  in  the  total 
volume  of  any  branch  of  production  tends  to  increase  the 
average  size  of  the  b\isinesses  engaged  in  it. 

When  therefore  we  are  considering  the  broad  resolts 
which  the  growth  of  wealth  and  population  exert  on  the 
economies  of  production,  the  general  character  of  our  con- 
clusions is  not  very  much  affected  by  the  fEtcts  that  many 
of  these  economies  depend  directly  on  the  size  of  the  indi- 
vidual establishments  engaged  in  the  production,  and  that 
in  almost  every  trade  there  is  a  constant  rise  and  £bl11  of  large 
businesses,  at  any  one  moment  some  firms  being  in  the 
ascending  phase  and  others  in  the  descending.  For  in  times 
of  average  prosperity  decay  in  one  direction  is  sure  to  be 
more  than  balanced  by  growth  in  another. 

Meanwhile  an  increase  in  the  aggregate  scale  of  produc> 
tion  of  course  increases  those  economies,  which  do  not  directly 
depend  on  the  size  of  individual  houses  of  business.  The 
most  important  of  these  result  from  the  growth  of  correlated 
branches  of  industry  which  mutually  assist  one  another, 
perhaps  being  concentrated  in  the  same  localities,  but  any- 
how avcdling  themselves  of  the  modem  frunlities  for  com- 
munication offered  by  steam  transport,  by  the  tel^;rai^  and 
by  the  printing  press.  The  economies  arising  fix>m  such 
sources  as  this,  which  are  accessible  to  any  branch  of  pro- 
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duction,  do  not  depend  exclusively  upon  its  own  growth :  but  book  it. 
yet  they  are  sure  to  grow  rapidly  and  steadUy  with  that  "t^* 
growth ;  and  they  are  sure  to  dwindle  in  some,  though  not 
in  all  respects,  if  it  decays. 

§  2.    These  results  will  be  of  great  importance  when  we  Forecast 
come  to  discuss  the  causes  which  govern  the  supply  price  of  study  of 
acommodity.    We  shall  have  to  analyse  carefully  the  Normal  SS^uon 
cost  of  producing  a  commodity,  relatively  to  a  given  aggre-  ^^^3^^. 
gate  volume  of  production ;  and  for  this  purpose  we  shall  ^wve 
have  to  study  the  expenses  of  a  Representative  producer  for  which  wui 
that  aggregate  volume.    On  the  one  hand  we  shall  not  want  noraua 
to  select  some  new  producer  just  struggling  into  business,  JJ^J^ 
vho  works  under  many  disadvantages,  and  has  to  be  content  economies, 
for  a  time  with  little  or  no  profits,  but  who  is  satisfied  with  and 
the  &ct  that  he  is  establishing  a  connection  and  taking  the  bd<^^ng 
first  steps  towards  building  up  a  successfiil  business ;  nor  on  J^^^^ 
the  other  hand  shall  we  want  to  take  a  firm  which  by  ex-  ^3°*®.^' 
ceptionally  long  sustained  ability  and  good  fortune  has  got 
U^ther  a  vast  business,  and  huge  well  ordered  workshops 
that  give  it  a  superiority  over  almost  all  its  rivals.    But  our 
Bepresentative  firm  must  be  one  which  has  had  a  fedrly  long 
life,  and  fiur  success,  which  is  managed  with  normal  ability, 
and  which  has  normal  access  to  the  economies.  External  and 
Internal,  which  belong  to  that  aggregate  volume  of  pro- 
duction ;  account  being  taken  of  the  class  of  goods  produced, 
the  conditions  of  marketing  them  and  the  economic  environ- 
ment generally. 

The  general  argument  of  the  present  Book  shows  that  au 
increase  in  the  aggregate  volume  of  production  of  anything, 
as  soon  as  it  is  well  established,  will  generally  increase  the 
flize,  and  therefore  the  Internal  economies  possessed  by  this 
Bepresentative  firm,  and  that  it  will  always  increase  the 
External  economies  to  which  it  has  access ;  and  that  there- 
bre  this  increase  in  the  aggregate  volume  of  production  will 
tend  to  cause  the  goods  produced  by  the  Bepresentative  firm 
to  be  manufactured  at  a  less  proportionate  cost  of  labour  and 
lamfice  than  before. 

In  other  words  we  say  broadly  that  while  the  part  which  The  Laws 
Mature  plays  in  production  conforms  to  the  Law  of  Diminish-  wg  Return, 
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BOOK  ly.  ing  Return,  the  part  which  man  plays  conforms  to  the  Law 
^*"°*  OP  Increasing  Return,  which  may  be  stated  thus:— An 
increase  of  capital  and  labour  leads  generally  to  an  improved 
organization ;  and  therefore  in  those  industries  which  i^e  not 
engaged  in  raising  raw  produce  it  generally  gives  a  retuni 
increased  more  than  in  proportion;  and  further  this  improved 
organization  tends  to  diminish  or  even  override  any  increased 
resistance  which   Nature   may   offer   to    raising    increased 
and  of        amounts  of  raw  produce.     If  the  actions  of  the  Laws  of  In- 
R^wm!^     creasing  and  Diminishing  Return  are  balanced  we  have  the 
Law  of  Constant  Return  and  an  increased  produce  is 
obtained  by  labour  and  sacrifice  increased  just  in  proportion. 
The  For  the  two  tendencies  towards  Increasing  and  Diminidi- 

of  the  ^    ^g  Return  press  constantly  against  one  another.    In  the 
*^^^^  production  of  wheat  and  wool,  for  instance,  the  latter  ten- 
increasing  dency  has  almost  exclusive  sway  in  an  old  country,  which 
piminish-   cannot  import  freely  \    In  turning  the  wheat  into  flour,  or  the 
iSainst^  wool  into  blankets,  an  increase  in  the  aggregate  volume  of 
another,     production  brings  some  new  economies,  but  not  many;  for 
the  trades  of  grinding  wheat  and  making  blankets  are  already 
on  so  great  a  scale  that  any  new  economies  that  they  mav 
attain  are  more  likely  to  be  the  result  of  new  inventions  than 
of  improved  organization.     In  a  country  however  in  whidi 
the  blanket  trade  is  but  slightly  developed,  these  latter  inay 
be  important ;  and  then  it  may  happen  that  an  increase  in 
the  aggregate  production  of  blankets  diminishes  the  pnopor- 
tionate  difficulty  of  manufacturing  by  just  as  much  as  it 
increases  that  of  raising  the  raw  material.    In  that  case  the 
actions  of  the  Laws  of  Diminishing  and  of  Increasing  Betorn 
would  just  neutralize  one  another ;  and  blankets  would  con* 
form  to  the  Law  of  Constant  Return.     But  in  most  of  the 
more  delicate  branches  of  manufacturing,  where  the  cost  of 
raw  material  counts  for  little,  and  in  most  of  the  modem 
transport  industries  the  Law  of  Increasing   Retuni  acto 
almost  unopposed. 

We  shall  long  be  occupied  with  the  details  and  the  limi*  ^ 
tations  of  the  broad  truths  which  have  just  been  sketched  \ 

^  As  regards  the  struggle  of  the  two  tendencies  in  agricoltore,  oomptre  Book  | 
IV.  Ch.  in.  §  6. 
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oat :  but  before  closing  the  present  Book  we  may  stay  a  little  book  iv. 
to  consider  their  bearing  on  the  problem  of  the  pressure  of  ^'  '"'* 
population  on  the  means  of  subsistence.    We  are  not  yet  in 
a  position  to  deal  with  it  thoroughly,  but  there  is  some 
advantage  in  taking  a'fipid  survey  of  it  at  this  early  stage. 
•^ — ^  3.    Our  discussion  of  the  character  and  organization  of  Subject  to 
industry  taken  as  a  whole  tends  to  show  that  an  increase  in  ^chmost 
the  volume  of  labour  causes  in  general,  other  things  being  J^j^JS^ 
equal,  a  more  than  proportionate  increase  in  the  total  effi-  "^d, 
ciency  of  labour.     But  we  must  not  forget  that  other  things 
may  not  be  equal.     The  increase  of  numbers  may  be  accom- 
panied by  more  or  less  general  adoption  of  unhealthy  and 
enervating  habits  of  life  in  overcrowded  towna     Or  it  may 
have  started  badly,  outrunning  the  material  resources  of  the 
people,  causing  them  with  imperfect  appliances  to  make  ex*- 
cessive  demands  on  the  soil ;  and  so  to  call  forth  the  stem 
action  of  the  Law  of  Diminishing  Return  as  regards  raw 
produce,  without  having  the  power  of  minimizing  its  effects : 
having  thus  begun  with  poverty,  an  increase  in  numbers 
may  go  on  to  its  too  firequent  consequences  in  that  weakness 
of  character  which  unfits  a  people  for  developing  a  highly 
organized  industry. 

All  this  and  more  may  be  granted,  and  yet  it  remains  an  increase 
true  that  the  collective  efficiency  of  a  people  with  a  given  generaUy 
average  of  individual  strength  and  energy  increases  naore™^^ 
than  in  proportion  to  their  numbers.     If  they  can  for  a  time  F°^' 
escape  flrom  the  pressure  of  the  Law  of  Diminishing  Return  increase 
by  importing  as  much  food  and  other  raw  produce  as  they  tive  effl^ 
want  on  easy  terms;  if,  as  may  be  reasonably  supposed, ^^'^^y* 
their  wealth  increases  at  least  as  fast  as  their  numbers ;  if 
they  avoid  habits  of  life  that  would  enfeeble  them ;  then 
evCTy  increase  in  their  numbers  is  likely /or  the  time  to  bring 
a  more  than  proportionate  increase  in  their  power  of  obtain- 
ing material  goods.     For  it  enables  them   to  secure  the 
many  various  economies  of  specialized  skill  and  specialized 
machinery,  of  localized  industries  and  production  on  a  large 
scale:  it  enables  them  to  have  increased  facilities  of  com- 
munication of  all  kinds ;  while  the  very  closeness  of  their 
neighbourhood  diminishes  the  expense  of  time  and  effort 
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BOOK  IV.  involved  in  every  sort  of  traffic  between  them,  and  gives 
^'""'  them  new  opportunities  of  getting  social  enjoyments  and  the 
comforts  and  luxuries  of  culture  in  every  form.  It  is  true 
that  against  this  must  be  set  the  growing  difficulty  of  finding 
solitude  and  quiet  and  even  fi^esh  air.  This  deduction  is  a 
weighty  one ;  but  there  still  remains  a  balance  of  good\ 

Taking  account  of  the  fact  that  an  increasing  density  of 
population  generally  brings  with  it  access   to   new  social 
enjoyments  we  may  give  a  rather  broader  scope  to  this 
statement  and  say : — An  increase  of  population  accompanied 
by  an  equal  increase  in  the  material  sources  of  enjoyment 
and  aids  to  production  is  likely  to  lead  to  a  more  than  pro- 
portionate increase  in  the  aggregate  income  of  enjoyment  of 
all  kinds ;  provided  firstly,  an  adequate  supply  of  raw  {ntxluce 
can  be  obtained  without  great  difficulty,  and  secondly  there 
is  no  such  overcrowding  as  causes  ph}rsical  and  moral  vigour 
to  be  impaired  by  the  want  of  fi:'esh  air  and  light  and  of 
healthy  and  joyous  recreation  for  the  young. 
The  effects        The  accumulated  wealth  of  civilized  countries  is  at  preset 
^nmbrag^^^?  faster  than  the  population:  and  though  it  may  be 
JJJ^^      true  that  the  wealth  per  head  would  increase  somewhat  £aster 
distin.        if  the  population  did  not  increase  quite  so  £Eist ;  yet  as  a 
Irom  those  matter  of  fact  an  increase  of  population  is  likely  to  continue 
^^j!Jjj  of   to  be  accompanied  by  a  more  than  proportionate  increase  of 
wSch^iUs  ^^®  material  aids  to  production:  and  in  EIngland  at  tke 
genertUy    present  time,  with  easy  access  to  abundant  foreign  supplies 
ponied^       of  raw  material,  an  increase  of  population  is  accompanied  by 
more  than  proportionate  increase  of  the  means  of  satisfying 
human  wants  other  than  the  need  for  light,  firesh  air,  Ac 
Much  of  this  increase  is  however  attributable  not  to  the 
increase  of  industrial  efficiency  but  to  the  increase  of  wealth 
by  which  it  is  accompanied :  and  therefore  it  does  not  neces- 


1  The  Englishniftn  Mfll  bursts  into  unwonted  enthnsUsm  wh«n 
(PoliticaL  Economy,  Book  iv.  Ch.  vi.  §  2)  of  the  pleasnres  of  waDdering  aloM  n 
beantifcil  scenery:  American  writers  no  less  characteristically  use  their  hfthrst 
eloqnenoe  in  fervid  descriptions  of  the  growing  richness  of  human  life  ■•  tht 
backwoodsman  finds  neighbonrs  settling  aromid  him,  as  the  backwoods  seltlMMEl 
developes  into  a  village,  the  village  into  a  town,  and  the  town  into  a  vast  d^. 
(See  for  instance  Carey's  Prineiples  of  Socinl  Science  and  Mr  Henry  Q^otgt  t 
Progreee  and  Poverty.) 
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sarily  benefit  those  who  have  no  share  in  that  wealth.  And  book  iv. 
further,  England's  foreign  supplies  of  raw  produce  may  at  ^'""^ 
any  time  be  checked  by  changes  in  the  trade  regulations  of 
other  countries,  and  may  be  almost  cut  off  by  a  great  war , 
while  the  naval  and  military  expenditure  which  would  be 
necessary  to  make  the  country  fairly  secure  against  this  last 
risk,  would  appreciably  diminish  the  benefits  that  she  derives 
from  the  action  of  the  Law  of  Increasing  Return. 
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THE    EQUILIBRIUM  OF  DEMAND   AND  SUPPLY 

IHCI*UI>I3^0    SOME   FURTHER    STUDY   OP    CoST   OP   PRODUCTION",    AND 

'vrrrH  some  considerations  bearing  on  the  docthixe 
OF  Maximum  Satisfaction. 
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CHAPTER  I. 

ON  MARKETS, 

^^    In  spite  of  a  great  variety  in  detail  nearly  all  the    book  ▼. 
chief  problems  of  economics  agree  in  this  that  they  have  a     ^^•'' 
kemel  of  the  same  kind.     This  kernel  is  an  inquiry  as  to  the  Most 
balancing  of  two  opposed  classes  of  motives,  the  one  consist-  problems 
ing  of  desires  to  acquire  certain  new  Goods,  and  thus  satisfy  comncm 
Wants;  while  the  other  consists  of  desires  to  avoid  c^rtai^^  ^^Stog to 
Efforts  or  retain   certain   immediate   enjoyments  or  other  J^eeqm- 

«     ,       ,  ,  ,  .  ,    ,  ,        1     t  .1    Ubrinm  of 

Uoods,  the  command  over  which  has  already  been  acquired ;  demand 

in  other  words  it  is  an  inquiry  into  the  balancing  of  the  *"  ^PP'y- 

forces  of  Demand  and  Supply,  these  terms  being  used  in 

their  broadest  sense.     In  the  study  of  this  equilibrium  there 

OS  much  that  is  common  ground  to  many  economic  problems, 

the  other  incidents  of  which  have  little  in  common,  or  may 

even  belong  to  widely  remote  districts  of  the  region  of  econo- 

mica    And  therefore  a  great  saving  of  time,  as  well  as  some 

gain  in  scientific  thoroughness,  is  to  be  attained  by  treating 

this  common  kemel  careAiUy  once  for  all. 

The  purpose  then  of  the  present  Book  is  to  examine  the 
general  conditions  of  the  Equilibrium  of  Demand  and  Sup- 
ply: illustrations  will  be  taken  now  firom  one  class  of  econo- 
mic problems  and  now  from  another,  but  the  main  course  of 
the  reasoning  will  be  kept  free  from  assumptions  which 
specially  belong  to  any  particular  class. 

§  2.     When  demand  and  supply  are  spoken  of  in  relation  Definition 
to  one  another,  it  is  of  course  necessary  that  the  markets  to  MM-ket. 
which  they  refer  should   be   the   same.    As  Coumot  says 
•*  Economists  understand  by  the  term  Market,  not  any  par- 
ticular market  place  in  which  things  are  bought  and  sold. 
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BOOK  V.  but  the  whole  of  any  region  in  which  buyers  and  sellers  are 
^'''  in  such  free  intercourse  with  one  another  that  the  prices  of 
the  same  goods  tend  to  equality  easily  and  quickly\"  Or 
again  as  Jevons  says : — "  Originally  a  market  was  a  public 
place  in  a  town  where  provisions  and  other  objects  were 
exposed  for  sale;  but  the  word  has  been  generalized,  so  as  to 
mean  any  body  of  persons  who  are  in  intimate  business 
relations  and  carry  on  extensive  transactions  in  any  com- 
modity. A  great  city  may  contain  as  many  markets  as  there 
are  important  branches  of  trade,  and  these  markets  may  or  may 
not  be  localized.  The  central  point  of  a  market  is  the  public 
exchange,  mart  or  auction  rooms,  where  the  traders  agree  to 
meet  and  transact  business.  In  London  the  •Stock  Market 
the  Corn  Market,  the  Coal  Market,  the  Sugar  Market,  and 
many  others  are  distinctly  localized;  in  Manchester  the 
Cotton  Market,  the  Cotton  Waste  Market,  and  others.  But 
this  distinction  of  locality  is  not  necessary.  The  traders 
may  be  spread  over  a  whole  town,  or  region  of  country,  and 
yet  make  a  market,  if  they  are,  by  means  of  Bedrs,  meetings, 
published  price  lists,  the  post  oflSce  or  otherwise,  in  cloee 
communication  with  each  other*." 

Thus  the  more  nearly  perfect  a  market  is,  the  strongs 
is  the  tendency  for  the  same  price  to  be  paid  for  the  sam^ 
thing  at  the  same  time  in  all  parts  of  the  market:  but  of 
course  if  the  market  is  large,  allowaiice  must  be  made  for 
the  expense  of  delivering  the  goods  to  different  purchasers; 
each  of  whom  must  be  supposed  to  pay  in  addition  to  the 
market  price  a  special  charge  on  account  of  delivery*. 
Bomidaries  §  3.  In  applying  economic  reasonings  in  practice  it  is 
miket.  often  difficult  to  ascertain  how  far  the  movements  of  supply 
and  demand  in  any  one  place  are  influenced  by  those  in 
another.  It  is  clear  that  the  general  tendency  of  the 
telegraph,  the  printing  press  and  steam  traffic  is  to  exteod 
the  area  over  which  such  influences  act  and  to  increase  their 

^  Beeherchea  tur  lea  Principet  MathSmcUiqveB  de  la  Tkiorie  de*  BieJiemes. 
Ch.  IT.    See  also  above  Book  ni.  Ch.  it.  §  7. 

*  Theory  of  Political  Economy  t  Ch.  vr. 

>  Thus  it  is  common  to  see  the  prices  of  bulky  goods  qiioted  as  detiTered  "fre* 
on  board"  (f.o.b.)  any  vessel  in  a  certain  port,  each  pnrchaser  having  to  make 
his  own  reckoning  for  bringing  the  goods  home. 
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force.    The  whole  Western  World  may,  in  a  sense,  be  re-    book  ▼. 
as  one  market  for  many  kinds  of  stock  exchange     ^''' 


securities,  for  the  more  valuable  metals,  and  to  a  less  extent  ^stanoee 
for  wool  and  cotton  and  even  wheat;  proper  allowance  being  wide 
made  for  expenses  of  transport,  in  which  may  be  included  taxes 
levied  by  any  customs  houses  through  which  the  goods  have 
to  pass.  For  in  all  these  cases  the  expenses  of  transport, 
including  customs  duties,  are  not  suflScient  to  prevent  buyers 
from  all  parts  of  the  Western  World  from  competing  with 
one  another  for  the  same  supplies. 

There  are  many  special  causes  which   may  widen  or  General 
narrow  the  market  of  any  particular  commodity:  but  nearly  which 
all  those  things  for  which  there -isia  ^ery  wide  market  are  in  jJSat*^^ 
universal  demand,  and  capable  of  being  easily  and  exactly  o'*^® 
described.     Thus  for  instance  cotton,  wheat,  and  iron  satisfy  for  a  thing, 
wants  that  are  urgent  and  nearly  universal.     They  can  fo^gradii 
be  easily  described,  so  that  they  can  be  bought  and  sold  JJ^piing. 
by  persons  at  a  distance  from  one  another  and  at  a  distance 
also  from  the  commodities.     If  necessary,  samples  can  be 
taken  of  them  which  are  truly  representative:  and  they  can 
even  be  "graded,"  as  is  the  actual  practice  with  regard  to 
grain  in  America,  by  an  independent   authority;   so  that 
the  purchaser  may  be  secure  that  what  he  buys  will  come 
up  to  a  given  standard,  though  he  has  never  seen  a  sample 
of  the  goods  which  he  is  buying  and  perhaps  would  not 
be  able  himself  to  form  an  opinion  on  it  if  he  did*. 

Commodities  for  which  there  is  a  very  wide  market  must  PorU- 
also  be  such  as  will  bear  a  long  carriage:  they  must  be  some-  ^* 
what  durable,  and  their  value  must  be  considerable  in  pro- 
portion to  their  bulk.  A  thing  which  is  so  bulky  that  its 
price  is  necessarily  raised  very  much  when  it  is  sold  far  away 
Irom  the  place  in  which  it  is  produced,  must  as  a  rule  have  a 
fcarrow  market.     The  market  for  common  bricks  for  instance 

1  Thus  the  managers  of  a  public  or  privaU  "elerator,"  reeeiye  grain  from 
fanner,  diride  it  into  different  grades,  and  return  to  him  certificates  for  as 
Iny  boshela  of  each  grade  as  he  has  delivered.  His  grain  is  then  mixed  with 
^•e  of  other  farmers ;  his  certificates  are  likely  to  change  hands  seyeral  times 
lore  they  reach  a  purchaser  who  demands  that  the  grain  shaU  be  actually 
liTered  to  him;  and  little  or  none  of  what  that  purchaser  receives  may  have 
be  from  the  fann  of  the  original  recipient  of  the  certificate. 

M.  ibO  >^->  T 
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4ooK  V.   is  practically  ccpfined    to   the   near  neighbourhood  of  the 

^*''     kilns  in  which  they  are  made :  they  can  scarcely  ever  bear 

a  long  carriage  by  land  to  a  district  which  has  any  kilns  of 

its  own.     But  bricks  of  certain  exceptional  kinds  have  a 

market  extending  over  a  great  part  of  England. 

The  con-  §  4.     Let  US  then  consider  more  closely  the  markets  for 

hig^"  ^     things  which  satisfy  in  an  exceptional  way  these  conditions 

^2^^^    of  being  in  general  demand,  cognizable  and  portable.    They 

are,  as  we  have  said,  stock  exchange  securities  and  the  more 

valuable  metals. 

illustxated         Any  one  share  or  bond  of  a  public  company,  or  any  bond 

eno^      of  a  government  is  of  exactly  the  same  value  as  any  other 

stodt         Qf  i]^Q  same  issue:  it  can  make  no  diflFerence  to  any  purchaser 
exchanges.  ,  .  .      "^  ^ 

which  of  the  two  he  buya   Some  securities,  principally  tboee 

of  comparatively  small  mining,  shipping,  and  other  companies, 

require  local  knowledge,  and  are  not  very  easily  dealt  in 

except  on  the  stock  exchanges  of  provincial  towns  in  their 

immediate  neighbourhood.    But  the  whole  of  EIngland  is  one 

market  for  the  shares  and  bonds  of  a  large  English  railway. 

In  ordinary  times  a  dealer  will  sell,  say.  Midland  Railwaj 

shares,  even  if  he  has  not  them  himself;  because  he  knovs 

they  are  always  coming  into  the  market,  and  he  is  sure  to  be 

able  to  buy  them. 

But  the  strongest  case  of  all  is  that  of  securities  which 

are  called  "  international,"  because  they  are  in  request  in 

every  part  of  the  globe.     They  are  the  bonds  of  the  chief 

governments,  and  of  very  large  public  companies  such  as 

those  of  the  Suez  Canal  and  the  New  York  Central  Railway, 

For  bonds  of  this  class  the  telegraph  keeps  prices  at  almost 

exactly  the  same  level  in  all  the  stock  exchanges  of  the 

world.    If  the  price  of  one  of  them  rises  in  New  York  a 

in  Paris,  in  London  or  in  Berlin,  the  mere  news  of  the 

rise  tends  to  cause  a  rise  in  other  markets;  and  if  for  anj 

reason  the  rise  is  delayed,  that  particular  class  of  boD<lj 

is  likely  soon  to  be  offered  for  sale  in  the  high  priced  marka 

under  telegraphic  orders  from  the  other  markets,  while  dealeu 

in  the  first  market  will  be  making  telegraphic  purchases  il 

other  markets.    These  sales  on  the  one  hand,  and  purchase 

on  the  other,  strengthen  the  tendency  which  the  price  has 
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seek  the  same  level  everywhere ;  and  unless  some  of  the    book  ▼. 
markets  are  in  an  abnormal  condition,  the  tendency  soon     ^°''' 
becomes  irresistible. 

On  the  stock  exchange  also  a  dealer  can  generally  make 
sure  of  selling  at  nearly  the  same  price  as  that  at  which  he 
bnys ;  and  he  is  often  willing  to  buy  first  class  stocks  at  a 
half,  or  a  quarter,  or  an  eighth,  or  in  some  cases  even  a  six- 
teenth per  cent  less  than  he  offers  in  the  same  breath  to  sell 
them  at  If  there  are  two  securities  equally  good,  but  one 
of  them  belongs  to  a  large  issue  of  bonds,  and  the  other  to  a 
small  issue  by  the  same  government,  so  that  the  first  is  con- 
stantly coming  on  the  market,  and  the  latter  but  seldom, 
then  the  dealers  will  on  this  account  alone  require  a  larger 
margin  between  their  selling  price  and  their  bujdng  price  in 
the  latter  case  than  in  the  former*.  This  illustrates  well 
the  great  law,'  of  which  we  shall  have  much  to  say  when 
we  come  to  consider  the  influence  of  foreign  trade  on  eco- 
nomic progress,  that  the  larger  the  market  for  a  commodity 
the  smaller  generally  are  the  fluctuations  in  its  price,  and 
the  lower  is  the  percentage  on  the  turnover  which  dealers, 
charge  for  doing  business  in  it. 

Stock  exchanges  then  are  the  pattern  on  which  markets  The  world 
have  been,  and  are  being  formed  for  dealing  in  many  kinds  J^the* 
of  produce  which  can  be  easily  and  exactly  described,  are  ^^J^'*' 
portable  and  in  general  demand.    The  material  commodities 
however  which  possess  these  qualities  in  the  highest  degree 
we  gold  and  silver.     For  that  very  reason  they  have  been 
chosen  by  common  consent  for  use  as  money,  to  represent  the 
palue  of  other  things:  the  world  market  for  them  is  most 
bighly  oi^;anized,  and  will  be  found  to  offer  many  subtle 
illustrations  of  the  actions  of  the  laws  which  we  are  now 
liscossing. 


1  In  the  case  of  shares  of  yeiy  small  and  little  known  companies,  the  difference 
letweenthe  price  at  which  adealer  is  willing  to  bny  and  that  at  which  he  wiU  sell 
moants  to  from  five  to  twenty  per  cent,  of  the  selling  yalne.  If  he  bnys,  he  may 
itTe  to  cany  this  security  a  long  time  before  he  meets  with  any  one  who  comes  to 
ftke  it  from  him,  and  meanwhile  it  may  fall  in  valne:  while  if  he  undertakes  to 
^ver  a  security  which  he  has  not  himself  got  and  which  does  not  come  on  the 
oirket  every  day,  he  may  be  nnable  to  complete  his  contract  without  much 
nmble  and  expense. 


25—2 
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BOOK  ▼.         §  5.    At  the  opposite  extremity  to  international  stock- 
^°'''     exchange  securities  and  the  more  valuable  metals  are,  firstly, 
Potting      things  which  must  be  made  to  order   to'  suit    particular 
cases  of      individuals,  such  as  well-fitting  clothes^;  and  secondly,  perish- 
dealing,      ^^ble  and  bulky  goods,  such  as  fresh  vegetables,  which  can 
seldom  be  profitably  carried  long  distances.     The  first  can 
scarcely  be  said  to  have  a  wholesale  market  at  all;  the  con- 
ditions by  which  their  price  is  determined  are  those  of  retail 
buying  and  selling,  and  the  study  of  them  may  be  postponed 
we  pass  to        There  are  indeed  wholesale  markets  for  the  second  class, 
wSS^^*    but  they  are  confined  within  narrow  boundaries;  we  may  find 
seems  to  be  om*  typical  instance  in  the  sale  of  the  commoner  kinds  of 

narrowb^  . 

confined,  vegetables  in  a  country  town.  The  market-gardeners  in  the 
neighbourhood  have  probably  to  arrange  for  the  sale  of  their 
vegetables  to  the  townspeople  with  but  little  external  inter- 
ference on  either  side.  There  may  be  some  check  to  extreme 
prices  by  the  power  on  the  one  side  of  selling,  and  on  the 
other  of  buying  elsewhere;  but  under  ordinary  circumstances 
the  check  is  inoperative,  audit  may  happen  that  the  deflJers 
iu  such  a  case  are  able  to  combine,  and  thus  fix  an  artifidal 
monopoly  price;  that  is,  a  price  determined  with  little  direci 
reference  to  cost  of  production,  but  chiefly  by  a  consideration 
of  what  the  market  will  bear, 
though  Chi   the  other  hand,  it  may  happen   that  some  of  the 

?7toW^    market-gardeners  are  almost  equally  near  a  second  countiT 
to  indirect  town,  and  send  their  vecfetables  now  to  one  and  now  to  the 

inflnenoes        ,  , 

from  great  Other;  and  some  people  who  occasionally  buy  in  the  first 
^^*  town  may  have  equally  good  access  to  the  second.  The  least 
variation  in  price  will  lead  them  to  prefer  the  better  market  j 
and  thus  make  the  bargainings  in  the  two  towns  to  somel 
extent  mutually  dependent.  It  may  happen  that  this  secojicl 
town  is  in  close  communication  with  London  or  some  o^ei 
central  market,  so  that  its  prices  are  controlled  by  the  prict^ 
in  the  central  market;  and  in  that  case  prices  in  our  firw 
town  also  must  move  to  a  considerable  extent  in  harmou^ 
with  them.  As  news  passes  from  mout^  to  mouth  till  il 
•  V  rumour  spreads  far  away  from  its  forgotten  source,  so  eveij 
the  most  secluded  market  is  liable  to  be  influenced  by  changd 
<jbf  which^  those  in  the  market  have  no  direct  (y>gnizancd 
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changes  that  have  had  their  origin  far  away  and  have  spread    book  ▼. 
gradually  from  market  to  market.  ^"°' '' 

Thus  at  the  one  extreme  are  world  markets  in  which  com- 
petition acts  directly  from  all  parts  of  the  globe ;  and  at  the 
other  those  secluded  markets  in  which  all  direct  competition 
from  a&r  is  shut  out,  though  indirect  and  transmitted  com- 
petition may  make  itself  felt  even  in  these;  and  about 
midway  between  these  extremes  lie  the  great  majority  of 
the  markets  which  the  economist  and  the  business  man  have 
to  study. 

§  6.    Again,  markets  vary  with  regard  to  the  period  of  Limiu- 
time  which  is  allowed  to  the  forces  of  demand  and  supply  to  market 
bring  themselves  into  equilibrium  with  one  another,  as  well  as  J^^ 
with  regard  to  the  area  over  which  they  extend.     And  this  ^^J^ 
element  of  Time  requires  more  careful  attention  just  now  nature  of 
than  does  that  of  Space.     For  the  nature  of  the  equilibrium  ©f  whiST* 
itself,  and  that  of  the  causes  by  which  it  is  determined,  J^®t^g* 
depend  on  the  length  of  the  period  over  which  the  market  is  accon»t- 
taken  to  extend.     We  shall  find  that  if  the  period  is  short, 
the  supply  is  limited  to  the  stores  which  happen  to  be  at 
hand:  if  the  period  is  longer,  the  supply  will  be  influenced 
by  the  cost  of  producing  the  commodity  in  question;  and  if 
the  period  is  very  long,  this  cost  will  be  influenced  by  the 
cost  of  producing  the  labour  and  the  material  things  required 
for  producing  the  commodity.    This  latter  distinction  will  be 
seen  to  be  one  of  degree  only,  and  to  be  not  clearly  and 
finuly  drawn ;  and  even  the  former  is  not  perfectly  definite, 
but  yet  it  is  definite  enough  to  merit  a  separate  discussion. 
Accordingly  we  shall  consider  in  the  next   chapter   those 
temporary  equilibria  of  demand  and  supply,  in  which  the 
coet  of  producing  the  commodity  exerts  either  no  infiuence 
or  merely  an  indirect  infiuenca 
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CHAPTER  IL 

TEMPORARY  EQUILIBRIUM  OF  DEMAND  AND  SUPPLY. 

ABimple  §  1.     The  simplest  case  of  equilibrium  between  desire 

equiiilSmn  ^^^  eflFort  is  found  when  a  person  satisfies  one  of  his  wants 
desiM^d  '^y  ^^  ^^^  direct  action,  as  for  instance  when  he  picks  black- 
effort,        berries.    At  first  the  pleasure  of  eating  is  much  more  than 
enough  to  repay  the  trouble  of  picking ;  in  fact  the  action  of 
picking  may  itself  be  pleasurable  for  a  time.     But  after  he 
has  eaten  a  good  deal,  the  desire  for  more  diminishes;  while 
the  task  of  picking  begins  to  cause  weariness,  which  at  last 
counterbalances  the   desire   for   eating,  and  equilibrium  is 
reached.     The  satisfaction  which  he  can  get  from  picking 
fruit  has  arrived  at  its  maximum:  for  up  to  that  time  ewry 
fresh  picking  has  added  more  to  his  pleasure  than  it  has 
taken  away;  and  after  that  time  any  further  picking  would 
take  away  from  his  pleasure  more  than  it  would  add*. 
In  a  casual       In  a  casual  bargain  that  one  person  makes  with  another, 
there  is      as  for  instance  when  two  backwoodsmen  barter  a  rifle  for  a 
notrae      canoe,  there  is  seldom  anything  that  can  properly  be  called 
bnS        an  equilibrium  of  supply  and  demand :  there  is  probably  a 
margin  of  satisfaction  on   either  side.     Probably  the  one 
would  be  willing  to  give  something  besides  the  rifle  for  the 
canoe,  if  he  could  not  get  the  canoe  otherwise ;  while  the 
other  would  in  case  of  necessity  give  something  besides  the 
canoe  for  the  rifle. 
The  case  of       It  is  indeed  possible  that  a  true  equilibrium  may  bt* 
SStOTmay  arrived  at  under  a  system  of  barter;  but  barter,  though  earfitr 
^^        in  history  than  buying  and  selling,  is  in  some  ways  mon? 

^  See  Mathematical  Note  xn. 
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intricate;  and  the  simplest  cases  of  a  true  equilibrium  are  book  v. 
found  in  the  markets  of  a  more  advanced  state  of  civiliza-  ^•"' 
tion\ 

§  2.     Let  us  take  an  illustration  from  a  corn-market  in  a  lUnstra- 
country  town.     The  amount  which   each   farmer  or  other  local  corn- 
seller  offers  for  sale  at  any  price  is  governed  by  his  own  need  ^^^"^ 
for  money  in  hand,  and  by  his  calculation  of  the  present  and  ^« 
future  conditions  of  the  market  with  which  he  is  connected,  temporary 
There  are  some  prices  which  no  seller  would  accept,  someSSrimnis 
which  no  one  would  refuse.     There  are  other  intermediate '"®**^^®^' 
prices  which  would  be  accepted  for  larger  or  smaller  amounts 
by  many  or  all  of  the  sellers.     Let  us  assume  for  the  sake  of 
simplicity  that  all  the  com  in  the  market  is  of  the  same 
quality.     An  acute  dealer  having  com  for  sale  may  perhaps, 
after  looking  around  him,  come  to  the  conclusion  that  if  37«. 
could  be  got  throughout  the  day,  the  farmers  between  them 
would  be  willing  to  sell  to  the  extent  of  about  1,000  quarters; 
and  that  if  no  more  than  36«.  could  be  got,  several  would 
refuse  to  sell,  or  would  sell  only  small  quantities,  so  that  only 
700  quarters  would  be  brought  forward  for  sale ;  and  that  a 
price  of  35*.  would  only  induce  some  500  quarters  to  be 
brought   forward.     Suppose   him   further  to  calculate  that 
millers  and  others  would  be  willing  to  buy  900  quarters  if 
they  could  be  got  at  35*.  each,  but  only  700  if  they  could  not 
be  got  for  less  than  36*.,  and  only  600  if  they  could  not  be 

^  We  may  put  aside  also  as  of  very  litUe  practical  importance,  a  class  of 
dealingB  which  have  occupied  a  good  deal  of  space  in  economic  literature.  They 
relate  to  sach  things  as  pictures  by  the  old  masters,  rare  coins  and  other  things, 
which  cannot  be  "  graded  "  at  aU ;  for  each  of  them  is  unique,  and  has  no  direct 
eqaivalent  or  competitor.  Anyone  who  offers  to  buy  such  a  thing,  without  any 
thought  of  selling  it  again,  has  to  assure  himself  only  that  the  pleasure  he  wiU  de- 
nre  from  its  possession  is  as  great  as  that  which  he  could  get  by  spending  its 
price  in  any  other  way;  the  highest  price  to  which  he  will  go  is  governed  by  the 
utility  or  pleasure  giving  power  to  him  of  money  on  the  one  hand  and  the  object 
of  worth  on  the  other.  And  therefore  the  price  at  which  such  a  thing  is  sold  wiU 
depend  very  much  on  whether  any  rich  persons  with  a  fancy  for  that  particular 
thing  happen  to  be  present  at  its  sale.  If  not,  it  wiU  probably  be  bought  by 
dealers  who  reckon  on  being  able  to  seU  it  at  a  profit ;  and  the  variations  in  the 
price  for  which  the  same  picture  sells  at  successive  auctions,  great  as  they  are, 
would  be  much  greater  stiU  if  it  were  not  for  the  steadying  influence  of  profes- 
sional and  semi-professional  purchasers.  The  *'  equilibrum  price  "  for  such  sales 
is  vezy  much  a  matter  of  accident ;  but  the  curious  might  reap  some  reward  from 
a  minute  study  of  it. 
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BOOK  y.  got  for  lees  than  37^.^  He  will  conclude  that  a  price  of  36t, 
^°'  "•  if  established  at  once,  would  equate  supply  and  demaDd, 
because  the  amount  oflFered  for  sale  at  that  price  would  equal 
the  amount  which  could  just  find  purchasers  at  that  price. 
He  will  therefore  take  at  once  any  ofiTer  considerably  over 
36«.;  and  other  sellers  will  do  the  same. 

Buyers  on  their  part  will  make  similar  calculations ;  and 
if  at  any  time  the  price  should  rise  considerably  above  36«. 
they  will  argue  that  the  supply  will  be  much  greater  than 
the  demand  at  that  price ;  therefore  even  those  of  them  who 
would  rather  pay  that  price  than  go  unserved,  wait,  and  by 
waiting  they  help  to  bring  the  price  down.  On  the  other 
hand,  when  the  price  is  much  below  36«.  even  those  sellers 
who  would  rather  take  the  price  than  leave  the  market  with 
their  com  unsold,  may  argue  that  at  that  price  the  demand 
will  be  in  excess  of  the  supply :  so  they  wait,  and  by  waiting 
help  to  bring  the  price  up. 

The  price  of  36*.  has  thus  a  claim  to  be  called  the  true 

equilibrium  price :  because  if  it  were  fixed  on  at  the  b^in- 

ning,  and  adhered  to  throughout,  it  would  exactly  equate 

demand  and  supply ;   and  because  every  dealer  who  has  a 

perfect  knowledge  of  the  circumstances  of  the  market  expects 

that  price  to  be  established.     If  he  sees  the  price  diflfering 

much  fix)m  36^.  he  expects  that  a  change  will  come  befwe 

long,  and  by  anticipating  it  he  helps  it  to  come  quickly. 

Even  It  is  not  indeed  necessary  for  our  argument  that  any 

dea^       dealer  should  have  a  thorough  knowledge  of  the  circum- 

^p«^i    stances  of  the  market.     Many  of  the  buyers  may  perhaps 

imowledge  underrate  the  willinmess  of  the  sellers  to  sell,  with  the  ^ect 

of  the  con-  " 

ditionsof  that  for  some  time  the  price  rules  at  the  highest  level  at 
there  wiU  *  which  any  buyers  can  be  found ;  and  thus  500  quarters  may 
^^u^  be  sold  before  the  price  sinks  below  37*.  But  afterwards  the 
JPF^ch  price  must  begin  to  fall  and  the  result  will  still  probably  be 
librimn.      that  200  more  quarters  will  be  sold,  and  the  market  will  close 

1  This  result  of  his  study  of  the  market  may  be  pnt  in  a  tabular  form  thus 
Sellers  will  be  Bayers  win  be 

At  the  price  willing  to  sell  wiUing  to  boy 

87«.  1000  quarters,  600  quarters. 

86«.  700        „  700 

85«.  600        ,,  900        M 
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on  a  price  of  about  36«.  For  when  700  bushels  have  been  book  v. 
sold,  no  seller  will  be  anxious  to  dispose  of  any  more  except  °^'°* 
at  a  higher  price  than  36^.,  and  no  buyer  will  be  anxious  to 
purchase  any  more  except  at  a  lower  price  than  36«.  In  the 
same  way  if  the  sellers  had  underrated  the  willingness  of  the 
buyers  to  pay  a  high  price,  some  of  them  might  begin  to  sell 
at  the  lowest  price  they  would  take,  rather  than  have  their 
com  left  on  their  hands,  and  in  this  case  much  com  might  be 
sold  at  a  price  of  35«.;  but  for  all  that  the  market  would 
probably  close  on  a  price  of  36«.  a^d  a  total  sale  of  700 
quarters. 

§  3.     In  this  illustration  there  is  a  latent  assumption  Bnt  in  this 
which  is  in  accordance  with  the  actual  conditions  of  most  is  a  latent 
markets ;  but  which  ought  to  be  distinctly  recognized  in  order  ^,^"^ch 
to  prevent  its  creeping  into  those  cased  in  which  it  is  not  ^^^ 
justifiable.     We  tacitly  assimied  that  the  sum  which  pur-  ous  if  not 
chasers  were  willing  to  pay,  and  which  sellers  were  willing  to  that  the 
take,  for  the  seven  hundredth  bushel  would  not  be  aflfected  J^i^?^ 
by  the  question  whether  the  earlier  bargains  had  been  made  money  to 

•^  *  "  ,     ,         ,        ,     the  Beveral 

at  a  high  or  a  low  rate.     We  allowed  for  the  diminution  in  dealers  . 
the  marginal  utility  of  com  to  the  buyers  as  the  amount  appreciably 
bought  increased.     But  we  did  not  allow  for  any  appreciable  a^^^the 
change  in  the  marginal  utility  of  money ;  we  assumed  that  it  deaii^. 
would  be  practically  the  same  whether  the  early  payments 
had  been  at  a  high  or  a  low  rate. 

This  assumption  is  justifiable  with  regard  to  most  of  the  Thiais 
market  dealings  with  which  we  are  practically  concerned,  t^©  in  a^ 
When  a  person  buys  anything  for  his  own  consumption,  he  2^™°^' 
generally  spends  on  it  a  small  part  of  his  total  resources; 
while  when  he  buys  it  for  the  purposes  of  trade,  he  looks  to 
re-selling  it,  and  therefore  his  potential  resources  are  not 
diminished.     In  either  case  the  marginal  utility  of  money  to 
him  is  not  appreciably  changed  *. 

^  Bnt  thoo^  this  is  the  case  as  a  mle,  there  are  exceptions  to  the  role.  A 
buyer  is  sometimes  straitened  for  want  of  ready  money,  and  has  to  let  oflFers  pass 
by  him  in  no  way  inferior  to  others  which  he  has  gladly  accepted.  His  own  f nnds 
being  exhmostod,  he  could  not  perhaps  borrow  except  on  terms  that  wonld  take 
away  all  the  profit  that  the  bargains  had  at  first  sight  offered. 

Again,  it  is  possible  that  several  of  those  who  had  been  counted  as  ready  to  seU 
com  at  a  price  of  968,  were  willing  to  seU  only  becanse  they  were  in  urgent  need 
of  a  certain  unoont  of  ready  money ;  if  they  succeeded  in  selling  some  com  at  a 
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BOOK  V.         The  exceptions  axe  rare  and  unimportant  in  markets  for 
cH^i.    commodities;  but  in  markets  for  labour  they  are  frequent  and 
but  in  a      important.     When  a  workman  is  in  fear  of  hunger,  the  mar- 
market  the  ginal  utility  of  money  to  him  is  very  high ;  and  if  at  starting 
Se^often*  ^e  gets  the  worst  of  the  bargaining,  and  is  employed  at  low 
important,  ^^geg^  it  remains  high,  and  he  may  go  on  selling  his  labour 
at  a  low  rate.     That  is  all  the  more  probable  because,  while 
the  advantage  in  bargaining  is  likely  to  be  pretty  well  distri- 
buted between  the  two  sides  of  a  market  for  commodities,  it 
is  more  often  on  the  side  of  the  buyers  than  on  that  of  the 
Thisdif.     sellers  in  a  market  for  labour.     This  is  one  among  many 
i^o^r  facts,  in  which  we  shall  find,  as  we  go  on,  the  explanation 
Seo^amd  ^f  much  of  that  instinctive  objection  which  the  working 
in  practice;  classes  have  felt  to  the  habit  of  some  economists,  particularly 
•those  of  the  employer  class,  of  treating  labour  simply  as  a 
commodity  and  regarding  the  labour  market  as  like  every 
other  market ;  whereas  in  fact  the  differences  between  the 
two  cases,  though  not  fundamental  from  the  point  of  view 
of  theory,  are  yet  clearly  marked,  and  in  practice  often  veiy 
important  \ 
on  which  The  theory  of  buying  and  selling  becomes  therefore  much 

is  toown*  more  complex  when  we  take  account  of  the  dependence  <rf 
Y  ^^®  -  marginal  utility  on  amount  in  the  case  of  money  as  well  as 
barter  in  of  the  commodity  itsel£  When  we  do  this  we  are  really 
ing  Note,  reverting  to  the  problem  of  barter,  in  which  the  changes  in 
the  marginal  utilities  of  both  commodities  are  of  course 
prominent.     As  we  have  remarked,  bfiurter,  though  earlier 

high  price,  there  might  be  a  perceptible  diminntion  in  the  marginal  ntility  of  renij 
money  to  them ;  and  therefore  they  might  refuse  to  seU  for  36#.  a  q:iiarter  aU  the 
com  which  they  would  have  sold  if  the  price  had  been  36«.  throoghouL  In  thb 
case  the  seUers  in  consequence  of  getting  an  advantage  in  bargaining  at  the  bogio- 
ning  of  the  market  might  retain  to  the  end  a  price  higher  than  tkt  eqmlibrhim 
price.  The  price  at  which  the  market  closed  would  be  an  equilibrium  prk«»  \nt 
not  the  equilibrium  price. 

Conversely,  if  the  market  had  opened  much  to  the  disadvantage  of  the  teOin 
and  they  had  sold  some  com  very  cheap,  so  that  they  remained  in  great  want  of 
ready  money,  the  final  utility  of  money  to  them  might  have  remained  so  bi^  thu 
they  would  have  gone  on  selling  considerably  below  36«.  until  the  buyers  had  tea 
supplied  with  aU  that  they  cared  to  take.  The  market  would  then  eloee  witboit 
the  true  equilibrium  price  having  ever  been  reached. 

1  The  analogy,  which  we  are  now  considering,  between  a  labour  market  and  a 
market  for  commodities  is  weajcened,  as  most  others  of  this  kind  are,  bj  the  itct 
that  each  seUer  of  labour  has  only  one  unit  of  labour  to  dispose  of. 
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historically  than  buying  and  selling,  is  really  a  more  complex    book  v. 
transaction :  and  the  theory  of  it  is  curious  rather  than  im- 
portant.   Some  account  of  it  is  given  in  the  following  Note, 
chiefly  with  a  view  of  throwing  additional  light  on  the  excep- 
tional cases  which  we  have  just  been  considering. 


Note  on  Barter. 

Let  us  consider  the  case  of  two  indiyiduals  engaged  in  barter.  A 
has,  say  a  basket  of  apples,  B  a  basket  of  nuts  ;  A  wants  some  nuts,  B 
wants  some  apples.  The  satisfaction  which  B  would  get  from  one  apple 
would  perhaps  outweigh  that  which  he  would  lose  by  parting  with  12 
nuts ;  while  the  satisfaction  which  A  would  get  from  perhaps  three  nuts 
would  outweigh  that  which  he  would  lose  by  parting  with  one  apple. 
The  exchange  will  be  started  somewhere  between  these  two  rates  :  but 
if  it  goes  on  gradually,  every  apple  that  A  loses  will  increase  the 
marginal  utility  of  apples  to  him  and  make  him  more  imwilling  to  part 
with  any  more  :  while  every  additional  nut  that  he  gets  will  lower  the 
maiginal  utility  of  nuts  to  him  and  diminish  his  eagerness  for  more : 
and  vice  versd  with  B.  At  last  A^s  eagerness  for  nuts  relatively  to 
apples  will  no  longer  exceed  ^'s ;  and  exchange  will  cease  because  any 
terms  that  the  one  is  willing  to  propose  would  be  disadvantageous  to 
the  other.  Up  to  this  point  exchange  has  increased  the  satisfaction  on 
both  sides^  but  it  can  do  so  no  further.  Equilibrium  has  been  attained ; 
but  really  it  is  not  the  equilibrium,  it  is  an  accidental  equilibrium. 

There  is,  however,  one  equilibrium  rate  of  exchange  which  has  some 
sort  of  right  to  be  called  the  true  equilibrium  rate,  because  if  once  hit 
upon  it  would  be  adhered  to  throughout.  It  is  clear  that  if  very  many 
nuts  were  to  be  given  throughout  for  an  apple,  B  would  be  willing  to  do 
but  little  business  ;  while  if  but  very  few  were  to  be  given,  A  would  be 
willing  to  do  but  little.  There  must  be  some  intermediate  rate  at 
which  they  would  be  willing  to  do  business  to  the  same  extent.  Suppose 
that  this  rate  is  six  nuts  for  an  apple ;  and  that  A  is  willing  to  give 
ei^t  apples  for  48  nuts,  while  B  is  willing  to  receive  eight  apples  at 
that  rate  ;  but  that  A  would  not  be  willing  to  give  a  ninth  apple  for 
uiother  six  nuts  while  B  would  not  be  willing  to  give  another  six  nuts 
for  a  ninth  apple.  This  is  then  the  true  position  of  equilibrium ;  but 
ihere  is  no  reason  to  suppose  that  it  will  be  reached  in  practice. 

Suppose,  for  instance,  that  ^'s  basket  had  originally  20  apples  in  it 
and  ^s  100  nuts,  and  that  A  at  starting  induced  B  to  believe  that  he 
does  not  care  much  to  have  any  nuts ;  and  so  manages  to  barter  four 
apples  for  40  nuts,  and  afterwards  two  more  for  17  nuts,  and  afterwards 
one  more  for  eight.  Equilibriiun  may  now  have  been  reached^  there 
ooaj  be  no  further  exchange  which  is  advantageous  to  both.    A  has 
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BOOK  y.  ^  nuts  and  does  not  care  to  give  another  apple  even  for  eight; 
OB.  n.  while  B,  having  only  35  nuts,  sets  a  high  value  on  them,  and  will  sot 
give  as  many  as  eight  for  another  apple. 

On  the  other  hand,  if  B  had  been  the  more  skilfid  in  bargaining 
he  might  have  perhaps  induced  A  to  give  six  apples  for  15  nuts,  &Dd 
then  two  more  for  seven.  He  has  now  given  up  eight  apples  and  got  23 
nuts :  if  the  terms  at  starting  had  been  six  nuts  for  an  apple  and  be 
had  got  48  nuts  for  his  eight  apples,  he  would  not  have  given  op 
another  apple  for  even  seven  nuts;  but  having  so  few  nuts  he  is 
anxious  to  get  more  and  is  willing  to  give  two  more  apples  in  exchange 
for  eight  nuts,  and  then  two  more  for  nine  nuts,  and  then  one  moic 
for  five ;  and  then  again  equilibrium  may  be  reached ;  for  j8,  hanug 
13  apples  and  56  nuts,  does  not  perhaps  care  to  give  more  than  five 
nuts  for  an  apple,  and  A  may  be  unwilling  to  give  up  one  of  his  few 
remaining  apples  for  less  than  six. 

In  both  these  cases  the  exchange  would  have  increased  the  satis- 
faction of  both  as  far  as  it  went ;  and  when  it  ceased,  no  further 
exchange  would  have  been  possible  which  would  not  have  diminished  Uie 
satisfaction  of  at  least  one  of  them.  In  each  case  an  equilibrium  nte 
would  have  been  reached  ;  but  it  would  be  an  arbitrary  equilil»ium. 

Next  suppose  that  there  are  a  himdred  people  in  a  similar  positioD 
to  that  of  A,  each  with  about  20  apples,  and  the  same  desire  far  nutB  m 
A  ;  and  an  equal  number  on  the  other  side  similarly  situated  to  the 
original  B,  Then  the  acutest  bargainers  in  the  market  would  probably 
be  some  of  them  on  J's  side,  some  of  them  on  ^s ;  and  whether 
there  was  free  communication  throughout  the  market  or  not^  the 
mean  of  the  bargains  would  not  be  so  likely  to  differ  very  widely 
from  the  rate  of  six  nuts  for  an  apple  as  in  the  case  of  barter  bctweai 
two  people.  But  yet  there  would  be  no  such  strong  probability  of  its 
adhering  very  closely  to  that  rate,  as  we  saw  was  the  case  in  the 
corn-market  It  would  be  quite  possible  for  those  on  the  A  aide 
to  get  in  varying  degrees  the  better  of  those  on  the  B  side  in  bai^gain- 
ing,  so  that  after  a  time  6500  nuts  might  have  been  exchanged  for  700 
apples ;  and  then  those  on  the  A  side,  having  so  many  nuts,  might 
be  unwilling  to  do  any  more  trade  except  at  the  rate  of  at  least  eight  outs 
for  an  apple,  while  those  on  the  B  side,  having  only  35  nuts  apiece  left  od 
the  average,  might  probably  refuse  to  part  with  any  more  at  that  rate. 
On  the  other  hand,  the  ^'s  might  have  got  in  various  degrees  the  better 
of  the  ^'s  in  bargaining,  with  the  result  that  after  a  time  1300  api^ 
had  been  exchanged  for  only  4400  nuts :  the  ^s  having  then  1900 
apples  and  5600  nuts,  might  be  unwilling  to  offer  more  than  five  nati 
for  an  apple,  while  the  ^^s,  having  only  seven  apples  apiece  left  oo  the 
average,  might  decline  that  rate.  In  the  one  case  equilibrium  voald 
be  found  at  a  rate  of  eight  nuts  for  an  apple,  and  in  the  other  at  the 
rate  of  five  nuts.  In  each  case  an  equilibrium  would  he  attained, 
but  not  the  equilibrium. 
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This  tinoertainty  of  the  rate  at  which  equilibrium  is  reached  does  book  v. 
not  depend  on  the  fact  that  one  commodity  is  being  bartered  for  another  oh,  n. 
instead  of  being  sold  for  money.  It  results  from  our  being  obliged  to 
regard  the  marginal  utilities  of  both  commodities  as  varying.  And 
indeed  if  we  had  supposed  that  it  was  a  nut-growing  district,  and  that 
all  the  traders  on  both  sides  had  large  stores  of  nuts,  while  only  the  ^'s 
had  apples,  then  the  exchange  of  a  few  handfuls  of  nuts  would  not 
viaihlj  affect  their  stores,  or  change  appreciably  the  marginal  utility  of 
nuts.  In  that  case  the  bargaining  would  resemble  in  all  fundamentals 
the  buying  and  selling  in  an  ordinary  corn-market.  The  real  dis- 
tincUoD  then  between  the  theory  of  buying  and  selling  and  that  of 
barter  is  that  in  the  former  it  generally  is,  and  in  the  latter  it  generally 
is  not,  right  to  assume  that  the  marginal  utility  of  one  of  the  things 
dealt  with  is  practically  constant. 

Thus,  for  instance,  let  a  single  A  with  20  apples,  bargain  with  a 
sin^  B.  Let  A  be  willing  to  sell  5  apples  for  15  nuts,  a  sixth  for 
4  nuts,  a  seventh  for  5,  An  eighth  for  6,  a  ninth  for  7  and  so  on ;  the 
marginal  utility  of  nuts  being  always  constant  to  him,  so  that  he  is  just 
willing  to  sell  the  eighth  for  6  and  so  on,  whether  in  the  earlier  part  of 
the  trade  he  has  got  the  better  of  the  bargaining  with  B  or  not.  Mean- 
while let  B  be  willing  to  pay  50  nuts  for  the  first  5  apples  rather  than 
go  without  them,  9  for  a  sixth,  7  for  a  seventh,  6  for  an  eighth,  and 
only  5  for  a  ninth ;  the  marginal  utility  of  nuts  being  constant  to  him, 
80  that  he  will  just  give  6  nuts  for  the  eighth  apple  whether  he  has 
bought  the  earlier  apples  cheaply  or  not.  In  this  case  the  bargaining 
mu$t  issue  in  the  transfer  of  eight  apples,  the  eighth  apple  being  given 
for  six  nuts.  But  of  course  if  A  had  got  the  better  of  the  bargaining 
at  first,  he  might  have  got  50  or  60  nuts  for  the  first  seven  apples ; 
while  if  B  had  got  the  better  of  the  bargaining  at  first,  he  might  have 
got  the  first  seven  apples  for  30  or  40  nuts.  This  corresponds  to  the 
fact  that  in  the  com  market  discussed  in  the  text,  about  700  quarters 
would  be  sold  with  a  final  rate  of  36s, ;  but  if  the  sellers  had  got  the 
best  of  the  bargaining  at  first,  the  aggr^ate  price  paid  might  be  a  good 
(^  more  than  700  times  36«. ;  while  if  the  buyers  had  got  the  better 
^  the  bargaining  at  first,  the  aggregate  price  would  be  a  good  deal  less 
than  700  times  36«. 

It  may  be  observed  that  in  a  nut  country,  nuts  would  perhaps  be 
used  almost  as  money,  and  that  in  £EU)t  this  is  implied  in  the  case  just 
discussed.  For  indeed  if  a  commodity  is  in  general  use,  under  such 
conditions  that  its  marginal  utiUty  to  anyone  who  takes  or  gives  it  in 
exchange  is  not  much  affected  by  small  transactions  in  it,  then  that 
commodity  is  so  far  well  suited  to  act  as  a  medium  of  exchange,  and 
discharge  the  simpler  functions  of  money  for  the  small  busineas  of  a 
primitive  conmiunity.     (See  Mathematical  Note  xii.) 
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CHAPTER  III. 

EQUILIBRIUM  OF  NORMAL  DEMAND  AND  SUPPLY. 

BOOK  V.         §  1.     Even  in  the  com-exchange  of  a  country  town  on  a 

cH^.    market-day  the  equilibrium  price  is  affected  by  calculations 

Nearly  aU  of  the  future  relations  of  production  and  consumption;  while 

commodi-    in  the  leading  corn-markets  of  America  and  Europe  dealings 

^^*     for  future   delivery  already  predominate   and  are  rapidly 

^®^  , .    weaving  into  one  web  all  the  leading  threads  of  trade  in 

are  affected  com  throughout  the  whole  world.     Some  of  these  dealings 

lationsof,  in  "futures"  are  but  incidents  in  speculative  manoeuvres; 

t  efutnre;  ^^^  ^  ^.j^^  main  they  are  governed  by  calculations  of  the 

world's  consumption  on  the  one  hand,  and  of  the  existing 

stocks  and  coming  harvests  in  the  Northern  and  Southern 

hemispheres  on  the  other :  they  take  account  of  the  areas 

sown  with  each  kind  of  grain,  of  the  forwardness  and  weight 

of  the  crops,  and  of  the  supply  of  things  which  can  be  used 

as  substitutes  for  com,  and  of  the  things  for  which  com  can 

be   used   as  a  substitute.     Thus,   when  buying  or  selling 

barley,  they  would  have  to  take  account  of  the  supplies  of 

such  things  as  sugar,  which  can  be  used  as  substitutes  for  it 

in  brewing,  and  again  of  all  the  various  feeding  stufib.  a 

scarcity  of  which  might  raise  the  value  of  barley  for  ccm- 

sumption  on  the  farm.     If  it  is  thought  that  the  groweii  of 

any  kind  of  grain  in  any  part  of  the  world  have  been  losing 

money,  and  are  likely  to  s^  a  less  area  for  a  luture  harvest, 

it  is  argued  that  prices  J^  likely  to  rise  as  soon  as  that 

harvest  comes  into  sight;   anticipations  of  that  rise  will 

exercise  an  influence  on  present  sales  for  future  deli verj%  and 

that  in  its  turn  influences  cash  prices ;  so  that  these  prices 
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are  indirectly  a£fected  by  estimates  of  the  expenses  of  pro-    book  v. 
ducing  further  supplies.  ,  oh^i. 

But  in  this  and  the  following  chapters  we  are  specially  and  we  are 
concerned  with  moveme^ts  of  price  ranging  over  still  longer  consider 
periods  than  those  for  which  the  most  far-sighted  dealers  in  p^,S 
futures  generally  make  their  reckoning :  we  have  to  consider  jf J^qj 
the  volume  of  production  adjusting  itself  to  the  conditions  supply  and 
of  the  market,  and  the  normal  price  being  thus  determined 
at  the  position  of  stable  equilibrium  of  normal  demand  and 
normal  supply. 

In  this  discussion  we  shall  have  to  make  frequent  use  of 
the  terms  "  Cost "  and  "  Expenses  "  of  production ;  and  some 
provisional  account  of  them  must  be  given  before  proceeding 
further. 

§  2.     We  may  take  up  the  discussion  of  the  analogy  The  ac- 
between  the  supply  price  and  the  demand  price  of  a  com-  ^^{y^ 
modity  at  the  point  at  which  we  left  it  when,  for  the  moment  p"^  *^' 
assuming  that  the  eflSciency  of  production  depended  solely  farther, 
upon  the  exertions  of  the  workers,  we  said  "the  price  re- 
quired to  call  forth  the  exertion  necessary  for  producing 
any  given  amount  of  a   commodity   may  be    called    the 
supply  price  for  that  amount*.'*     But  now  we  have  to  take ' 
account  of  the   fact  that  the  production  of  a  commodity 
generally  requires  many  different  kinds  of  labour  and  the 
use  of  capital   in  many  forms.     The  exertions  of  all  the 
different   kinds  of   labour  that   are   directly  or  indirectly 
involved  in  making  it;   together  with  the  abstinences  or 
rather  the  waitings  required  for  saving  the  capital  used  in 
making  it:  all  these  efforts  and  sacrifices  together  will  be 
called  the  Real  Cost  op  Production  of  the  commodity.  Red  and   \ 
The  sums  of  money  that  have  to  be  paid  for  these  efforts  and  e^o/     \ 
sacrifices  will  be  called  either  its  Money  Cost  of  Production,  ^r^^^^-    • 

,  *  tton.  \ 

or,  for  shortness,  its  Expenses  of  Production  ;  they  are  Expenses  \ 
the  prices  which  have  to  be  paid  in  order  to  call  forth  an  ^^^^^^ 
adequate  supply  of  the  efforts  and  waitings  that  are  required 
for  making  it ;  or,  in  other  words,  they  are  its  supply  price  •. 

>  Book  IT.  Oh.  I.  §  1. 

1  MiU  and  some  other  economists  have  foUowed  the  pract|H|of  ordinary  Ufe  in 
astng  the  tenn  Cost  of  Production  in  two  senses,  sometimes  j||^ify  the  difficulty  ^^ 

of  prodndng  a  thing,  and  sometimes  to  express  the  outlay  of  money  that  has  to  ^H^ 
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BOOK  V.         The  analjTsis  of  the  Expenses  of  Production  of  a  com- 
oH^.    ujodity  might  be  carried  backward  to  any  length ;  but  it  is 
seldom  worth  while  to  go  back  very  fistr.     It  is  for  instance 
often  sufficient  to  take  the  supply  prices  of  the  different 
kinds  of  raw  material  used  in  any  manufacture  as  ultimate 
facts,  without  analysing  these  supply  prices  into  the  several 
elements  of  which  they  are  composed ;  otherwise  indeed  the 
analysis  would  never  end.     We  may  then  arrange  the  things 
that  are  required  for  making  a  commodity  into  whatever 
Factors  of  groups  are  convenient,  and  call  them  its  Factors  op  Pbo- 
p    uc  ton.  jj0Q,pjQjj     j^g  expenses  of  production  when  any  given  amount 
of  it  is  produced  are  thus  the  supply  prices  of  the  correspond- 
ing quantities  of  its  factors  of  production.     And  the  sum  of 
these  is  the  supply  price  of  that  amount  of  the  commodity. 
There  is  §  3.     The  typical  modern  market  is  often  regarded  as 

^ety  in    ^^^^  ^  which  manufacturers  sell  goods  to  wholesale  dealeis 
^iwTtimce  **  prices  into  which  but  few  trading  expenses  enter.    But 
of  different  taking  a  broader  view  we  may  consider  that  the  supply  price 
Costof  Pro-  of  a  commodity  is  the  price  at  which  it  will  be  delivered  for 
^^  ^^^     sale  to  that  group  of  persons  whose  demand  for  it  we  are 
considering ;  or,  in  other  words,  in  the  market  which  we  have 
in  view.     On  the  character  of  that  market  will  depend  bow 
many  trading  expenses  have  to  be  reckoned  to  make  up  the 
supply  price*.     For  instance,  the  supply  price  of  wood  in  the 


be  incnrred  in  order  to  induce  people  to  overcome  this  diflScnlty  ftzid 
it.  But  by  passing  from  one  use  of  the  term  to  the  oth^  withoot  givii^  ex- 
plicit warning,  they  have  led  to  many  misunderstandings  and  mnch  barren  contro- 
versy. The  attack  on  ^Oll's  doctrine  of  Cost  of  Production  in  reUtion  to  Valae. 
which  is  made  in  Caimes'  Leading  Principlea,  was  published  just  after  Miirs 
death;  and  unfortunately  his  interpretation  of  Mills  words  was  geD^^Hy  ac- 
cepted as  authoritative,  because  he  was  regarded  as  a  follower  of  Min.  But  ia 
an  article  by  the  present  writer  on  "  Mill's  Theory  of  Value'*  [FortnighUy  Review, 
April  1876)  it  is  argued  that  Caimes  had  mistaken  MiU's  meaning  mxA  had  naQy 
seen  not  more  but  less  of  the  truth  than  Mill  had  done. 

The  expenses  of  production  of  any  amount  of  a  raw  commodity  may  basl  bf 
estimated  with  reference  to  the  "  margin  of  production  "  at  which  no  rent  b  pftsd. 
But  this  method  of  speaking  has  great  difficulties  with  regard  to  commodities  thai 
obey  the  Law  of  Increasing  Return.  It  seemed  best  to  note  this  point  in 
it  wiU  be  fully  discussed  later  on. 

1  We  have  already  (Book  n.  Ch.  m.)  noticed  that  the  economic  use  of  the 

''production"  inclu^  the  production  of  new  utilities  by  moving  a  thing  fi^ 

place  in  which  it  is  IRs  wanted  to  a  place  in  which  it  is  more  wanted,  or  by  be)|>- 
ing  consumers  to  satisfy  their  needs. 
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neighbourhood  of  Canadian  forests  often  consists  almost  book  y. 
exclusively  of  the  price  of  the  labour  of  lumber  men :  but  ^'™' 
the  supply  price  of  Canadian  deal  in  the  wholesale  London 
market  consists  in  a  large  measure  of  freights;  while  the 
supply  price  of  the  same  wood  to  a  small  retail  buyer  in  an 
English  country  town  is  more  than  half  made  up  of  the 
charges  of  the  railways  and  middlemen  who  have  brought 
what  he  wants  to  his  doors,  and  keep  a  stock  of  it  ready  for 
him.  Again,  the  supply  price  of  a  certain  kind  of  labour 
may  for  some  purposes  be  analysed  into  the  expenses  of 
rearing,  of  general  education  and  of  special  trade  education. 
The  possible  combinations  are  numberless ;  and  though  each 
may  have  incidents  of  its  own  which  will  require  separate 
treatment  in  the  complete  solution  of  any  problem  connected 
rith  it,  yet  at  this  stage  of  our  inquiry  all  such  incidents  may 
be  ignored,  so  &r  as  the  reasonings  of  this  Book  are  concerned. 

In  calculating  the  expenses  of  production  of  a  commodity  The 
re  must  take  account  of  the  fact  that  changes  in  the  amounts  each  factor 
awiuced  are  likely,  even  when  there  is  no  new  invention,  to  ^J^^^' 
)e  accompanied  by  changes  in  the  relative  quantities  of  its  ^^j^**' 
everal  factors  of  production.     For  instance,  when  the  scale  enters  into 
f  production  increases,  horse  or  steam  power  is  likely  to  be  pr?ce"5V 
abstituted  for  manual  labour;  materials  are  likely  to  bejjj^^^® 
nought  from  a  greater  distance  and  in  greater  quantities,  ?°™™^^ 
lus  increasing  those  expenses  of  production  which  corre-  butUabieto 
Mmd  to  the  work  of  carriers,  middlemen  and  traders  of  all  by  changes 

indft  ^^^ 

"^  volume  of 

It  is  to  be  taken  for  granted  that  as  far  as  the  knowledge  P'o^oction. 
ttl  business  enterprise  of  the  producers  reach,  they  will  in 
ch  case  choose  those  factoids  of  production  which  are  best 
r  their  purpose.  The  sum  of  the  supply  prices  of  those 
^tors  which  are  used  is,  as  a  rule,  less  than  the  sum  of  the 
pply  prices  of  any  other  set  of  factors  which  could  be  sub- 
tuted  for  them.  Whenever  it  appears  to  the  producers 
at  this  is  not  the  case,  they  will,  as  a  rule,  set  to  work  to 
bstitute  the  less  expensive  method.  We  may  call  this,  for 
tivenience  of  reference,  The  law  of  substitution.    In  ^l^*"' 

qf  Sub- 

e  course  of  our  ftiture  work  we  shall  be  constantly  referring  ttituHon.  yi/r<^ 
this  Law :  its  applications  extend  over  almost  every  field 
M.  26 
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BOOK  V.    of  economic  inquiry,  and  indeed  include  a  great  part  of  Uie 

J *    results  that  are  often  referred  to  the  action  of  competiticHL 

From  another  point  of  view  the  Law  may  be  regarded  as 
closely  akin  to  the  Law  of  the  distribution  of  a  commodity 
between  diflferent  uses*. 
Theposi-  §  4.     The  position  then  is  this :  we  are  investigating  the 

wWch  TTO  /  equilibrium  of  normal  demand  and  normal  supply  in  their 
start.       j  iijost  general  form ;  we  are  neglecting  those  features  which 
'  are  special  to  particular  parts  of  economic  science,  and  are 
I  confining  our  attention  to  those  broad  relations  which  are 
We  assmnJ  common  to  nearly  the  whole  of  it.     Thus  we  assimie  that 
fo^aenumdl^fa®  forces  of  demand  and  supply  have  free  play;  thatthCTeis 
^^^PP'y  Ino  combination  among  dealers  on  either  side ;  but  each  acts 
market,      jfor  himself,  and  there  is  free  competition ;   that  is,  buy^s 
jcompete  freely  with  buyers,  and  sellers  compete  freely  with 
sellers.     But  though  everyone  acts  for  himself,  his  knowledge 
of  what  others  are  doing  is  supposed  to  be  generally  sufficient 
to  prevent  him  from  taking  a  lower  or  paying  a  higher  |»ice 
than  others  are  doing.     This  is  assumed  provisionally  to  be 
true  both  of  finished  goods  and  of  their  fiactors  of  productioD, 
of  the  hire  of  labour  and  of  the  borrowing  of  capital     We 
have  already  inquired  to  some  extent,  and  we  shall  have  to 
,  inquire  further,  how  far  these  assumptions  are  in  accordanoe 
with  the  actual  facts  of  life.     But  meanwhile  this  is  the  sup- 
(  position  on  which  we  proceed ;  we  assume  that  there  is  cmlyl 
-  one  price  in  the  market  at  one  and  the  same  time ;  it  bein^ 
'  understood  that  separate  allowance  is  made,  when  necesBairj 
for  diflferences  in  the  expense  of  delivering  goods  to  dealen 
in  different  parts  of  the  market ;  including,  if  it  is  a  retaij 
market,  allowance  for  the  special  expenses  of  retailing. 

In  such  a  market  there  is  a  definite  demand  price  fo^ 
each  amount  of  the  commodity,  that  is,  a  definite  |H-ioe  a) 
which  each  particular  amount  of  the  commodity  can  fine 
purchasers  in  a  unit  of  time ;  and  in  like  way  there  is  \ 
definite  supply  price,  that  is,  a  definite  price  which  wil 
call  forth  a  supply  of  each  particular  amount  in  a  unit  «] 
time. 

The  unit  of  time  may  be  chosen  according  to  the  di 

1  See  Book  m.  Cb.  v.  and  Book  zv.  Ch.  ra,  §  8. 
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cumstances  of  each  particular  problem :  it  may  be  a  day,  a  book  v. 
month,  a  year,  oi'  even  a  generation :  but  in  every  case  it  ^°'  ^' 
must  be  short  relatively  to  the  whole  period  of  the  market 
the  equilibrium  of  which  is  being  investigated.  It  is  to  be 
assumed  that  the  general  circumstances  of  the  market  remain 
unchanged  throughout  this  period ;  that-there  is,  for  instance, 
DO  change  in  £Bishion  or  taste,  no  new  substitute  which  might 
affect  the  demand,  no  new  invention  to  disturb  the  supply. 

The  circumstances  which  determine  the  demand  price  The  la^y 
for  any  given  amount  of  the  commodity  vary  in.  character 
from  one  problem  to  another.     But  in  every  case  the  more  ^  y 
of  a  thing  is  offered  for  sale  in  a  market  the  lower  is  the    \' 
price  at  which  it  will  find  purchasers ;  or  in  other  words,  the 
demand  price  for  each  unit  diminishes  with  every  increase  in 
the  amount  offered. 

The  law  of  normal  supply  is  less  definite ;  and  a  full  study  The  law  of 
of  it  must  be  reserved  for  later  chapters.     It  will  be  found  to  be^^mid 
vary  in  detail  with  the  length  of  the  period  of  time  to  which  ^^^^h 
the  investigation  refers ;  chiefly  because  both  the  Material  *5t-^^*^ 
capital  of  machinery  and  other  business  plant  and  the  Imma-  which 
terial  capital  of  business  skill  and  ability  and  organization  is  made, 
are  of  slow  growth  and  slow  decay.     We  shall  find  that  in 
consequence  the  earnings  which  they  get  in  any  particular, 
short  period  are  to  be  regarded  rather  as  what  we  shall  call  a 
"Quasi-rent"  governed  by  the  price  got  by  their  produce, 
than  as  those  Representative  wages  and  profits  which  govern 
the  true  normal  price  of  their  produce.     This  difficulty  is 
briefly  indicated  here  merely  for  the  purpose  of  guarding 
igainst  the  danger,  which  experience  has  shown  to  be  a  very 
real  one.  that  the  general  Theory  of  Equilibrium  of  Normal 
Demand  and  Supply  may  be  applied  beyond  its  proper  scope. 
[jet  us   then  call  to  mind   the  Representative  firm,  whose  But  we 
economies  of  production,  Internal  and  External,  are  dependent  ^smnaUy 
)n  the  aggregate  volume  of  production  of  the  commodity  that  ^^^ 
ihev  make* ;  and,  postponincf  all  further  study  of  the  nature  8«ppiy 
vf  this  dependence,  let  us  assume  that  the  normal  supply  the  ex- 
nice  of  any  amount  of  that  commodity  may  be  taken  to  be  ^Sdnct^on, 

1  See  Book  iv.  Ch.  xm.  §  2. 

26—2      ^         T 
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BOOK  V.    its  normal  expenses  of  production  (including  Gross  Eamiogs 
cH^.    ^£  Management*)  by  that  firm.     That  is,  let  us  assume  that 
including    this  is  the  price  the  expectation  of  which  will  just  suffice  to 
Earnings    maintain  the  existing  aggregate  amount  of  production ;  some 
mentTonT  firms  meanwhile   rising   and   increasing  their  output,  and 
SSr?e1tai.  ^^^^^  falling  and  diminishing  theirs;  but  the  aggregate  pro- 
duction remaining  unchanged.     A  price  higher  than  this 
would  increase  the  growth  of  the  rising  firms,  and  slacken, 
though  it  might  not  curest,  the  decay  of  the  falling  firms ; 
with  the  net  result  of  an  increase  in  the  aggregate  produc- 
tion.    And  on  the  other  hand,  a  price  lower  than  this  would 
hasten  the  decay  of  the  falling  firms,  and  slacken  the  growth 
of  the  rising  firms;  and   on  the  whole   diminish   produc- 
tion. 
The  con.  §  5.     To  give  definiteness  to  the  ideas  let  us  suppose 

of^e^^**  that  a  person  well  acquainted  with  the  woollen  teade  sete 
^Sedni  liin^s^lf  ^  inquire  what  would  be  the  normal  supply  price 
of  a  certain  number  of  millions  of  yards  annually  of  a 
particular  kind  of  cloth.  He  would  have  to  reckon  (i)  the 
price  of  the  wool,  coal,  and  other  materials  which  would  be 
used  up  in  making  it,  (ii)  wear  and  tear  and  depreciation  <>f 
the  buildings,  machinery  and  other  fixed  capital,  (iii)  intere^ 
and  insurance  on  all  the  capital,  (iv)  the  wages  of  those  who 
work  in  the  factories,  and  (v)  the  gross  Elamings  of  Manage- 
ment, (including  insurance  against  loss)  of  those  who  under- 
take the  risks,  who  engineer  and  superintend  the  working. 
He  would  of  course  estimate  the  supply  prices  of  all  these 
diflferent  factors  of  production  of  the  cloth  with  reference  to 
the  amounts  of  each  of  them  that  would  be  wanted,  and  on 
the  supposition  that  the  conditions  of  supply  would  be 
normal. 

On  this  assumption  let  us  suppose  a  list  of  supply  prices 
(or  a  supply  schedule)  made  on  a  similar  plan  to  that 
of  our  list  of  demand  prices  (or  demand  schedule*):  th^ 
supply  price  of  the  production  of  each  amount  of  the  com- 
modity in  a  year  (or  any  other  unit  of  time)  being  writt^B 

I 

1  See  last  paragraph  of  Book  iv.  Ch.  in. 
«  See  Book  in.  Ch.  m.  §  4. 
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against  that  amounts  As  the  (annual)  amount  produced 
increases,  the  supply  price  may  either  increase  or  diminish, 
or  it  may  even  alternately  increase  and  diminish  \  For  if 
nature  is  ofifering  a  sturdy  resistance  to  man's  eflforts  to  wring 
from  her  a  larger  supply  of  raw  material,  while  at  that  parti- 
cular stage  there  is  no  great  room  for  introducing  important 
new  economies  into  the  manufacture,  the  supply  price  will 
rise ;  but  if  the  volume  'of  production  were  greater,  it  would 
perhaps  be  profitable  to  substitute  largely  machine  work  for 
hand  work  and  steam  power  for  muscular  force;  and  the 
increase  in  the  volume  of  production  would  have  diminished 


BOOK  V. 

CH.  ni. 
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»^^_„^ 

^'^'^' 

-"^^^^^ 
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_^^^ 
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1  Measuring,  as  in  the  case  of  the  demand  Fig.  18. 

curve,  amounts  of  the  commodity  along  Ox 

and  prices  paraUel  to  Oy^  we  get  for  each 

point  M  along  Ox  a  line  MF  drawn  at  right 

tngks  to  it  measuring  the  snpply  price  for 

the  amount  Oif,  the  extremity  of  which,  P, 

may  be  caUed  a  at^ly  paint;  this  price  MP 

hmg  made  up  of  the  supply  prices  of  the 

several  factors  of  production  for  the  amount 

OJf.  The  locus  of  P  may  be  called  the  supply 

evree. 

Suppose,  for  instance,  that  we  classify  the 

expenses  of  production  of  our  representatiTe 

finn,  when  an  amount  OM  of  cloth  is  being 

prodneed  nnder  the  heads  of  (i)  Mpi,  the 
supply  price  of  the  wool  and  other  circulating  capital  which  would  be  consumed 
in  making  it,  {u)piP%  the  corresponding  wear-and-tear  and  depreciation  on  build- 
ings, machinery  and  other  fixed  capital;  (iii)  p^^  the  interest  and  insurance  on 
lU  the  capital,  {iy)p^4  ^^  wages  of  those  who  work  in  the  factory,  and  (v)  p^P 
tbe  gross  earnings  of  management,  &c.  of  those  who  undertake  the  risks  and  direct 
the  work.  Thus  as  M  moves  from  0  towards  the  right  PirPi,p9,P4  wiU  each 
trace  out  a  curve,  and  the  ultimate  supply  curve  traced  out  by  P  wiU  be  thus 
down  as  obtained  V  superimposing  the  supply  curves  for  the  several  factors  of 
production  of  the  cloth. 

It  must  be  remembered  that  these  supply  prices  are  the  prices  not  of  units  of 
the  several  factors  but  of  those  amounts  of  the  several  factors  which  are  required 
for  producing  a  yard  of  the  cloth.  Thus,  for  instance,  piP4  is  the  supply  price  not 
of  any  fixed  amount  of  labour  but  of  that  amount  of  labour  which  is  employed  in 
making  a  yard  where  there  is  an  aggregate  production  of  OM  yards.  (See  above, 
f  3.)  We  need  not  trouble  ourselves  to  consider  just  here  whether  the  ground- 
rent  of  the  factory  must  be  put  into  a  dass  by  itself:  this  belongs  to  a  group  of 
questions  which  will  be  discussed  later.  We  are  taking  no  notice  of  rates  and 
taxes,  for  which  he  would  of  course  have  to  make  his  account. 

*  That  is,  a  point  moving  along  the  supply  curve  towards  the  right  may  either 
rise  or  fall,  or  even  it  may  alternately  rise  and  fall;  in  other  words,  the  supply 
;arve  jdaj  be  inclined  positively  or  negatively,  or  even  at  some  parts  of  its  course 
!t  may  be  inclined  positively  and  at  others  negatively.    (See  foot-note  on  p.  167.) 
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BOOK  V.   the  expenses  of  production  of  the  commodity  of  our  Repre- 
,  ^^°''    sentative  firm. 

We  post-  But  those  ^»se8  in  which  the  supply  price  fails  as  the 

m  wiSr*  aii^ount  increases  involve  special  difficulties  of  their  own. 
the  supply  And,  in  order  that  we  may  get  a  clear  view  of  the  broad 

pnce  .  •'    ^ 

diminishes  relations  between  normal  demand  and  supply,  let  us  leave 

as  the  ,  ^  ,  i>  ^      .         .       , 

amoimt      them  out  of  account,  and  confine  our  attention  m  the  re- 
mcreases.   Daainder  of  this  chapter  to  cases  in  which  the  normal  supply 
price   either  remains  constant  for  different  amounts  or  in- 
creases as  the  amount  produced  increase& 
What  is  §  6.     When  therefore  the  amount  produced  (in  a  unit  of 

™^.  ^    time)  is  sucb  that  the  demand  price  is  greater  than  the 
brimn.       supply  price,  defined  as  above,  then  sellers  receive  more  than 
is  sufficient  to  make  it  worth  their  while  to  bring  goods  to 
market  to  that  amount ;  and  there  is  at  work  an  active  force 
tending  to  increase  the  amount  brought  forward  for  sale. 
On  the  other  hand,  when  the  amount  produced  is  such^  that 
the  demand  price  is  less  than  the  supply  price,  sellers  receive 
less  than  is  sufficient  to  make  it  worth  their  while  to  bring 
goods  to  market  on  that  scale ;  so  that  those  who  were  just 
on  the  margin  of  doubt  as  to  whether  to  go  on  producing  are 
decided  not  to  do  so,  and  there  is  an  active  force  at  work 
tending  to  diminish  the  amount  brought  forward  for  sale. 
■  When  the  demand  price  is  equal  to  the  supply  price,  the 
amount  produced  has  no  tendency  either  to  be  increased  or 
to  be  diminished ;  it  is  in  equilibrium. 
EquUibri'         When  demand  and  supply  are  in  equilibrium,  the  amount 
^*^^r^  of  the  commodity  which  is  being  produced  in  a  unit  of  time 
Ubrium-     may  be  called  the  equilibrium-amount,  and  the  price  at 
which  it  is  being  sold  may  be  called  the  equilibrium-price. 
Stable  Such  an  equilibrium  is  STABLE ;  that  is,  the  price,  if  dia- 

equiMna,  pjg^^^j  ^  little  fixjm  it,  will  tend  to  return,  as  a  pendulum 
the  con-'  oscillates  about  its  lowest  point ;  and  it  will  be  found  to  be  a 
oil^  characteristic  of  stable  equilibria  that  in  them  the  demand 
^chthey  pj^^^  jg  greater  than  the  supply  price  for  amounts  just  less 
than  the  equilibrium  amount,  and  vice  versdK    For  wh^i  the 


1  When  we  come  to  discoss  eqnilibria  of  demand  and  rapplj  with 
things  of  which  the  sapply  price  diminishes  as  the  amoimt  prodneed 
we  shall  find  that  some  equilibria,  which  though  not  practicaUy  important  art  74 
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demand  price  is  greater  than  the  supply  price,  the  amount   eIok  v. 

produced  tends  to  increase ;  and  therefore,  if  the  demand    ^'°°' 

price  is  greater  than  the  supply  price  for  amounts  just  less 

than  an  equilibrium  amount,  then  if  the  scale  of  production 

is  temporarily  diminished  somewhat  below  that  equilibrium 

position,  it  will  tend  to  return ;  thus  the  equilibrium  is  stable 

for  displacements  in  that  direction.     If  the  demand  price  is 

greater  than  the  supply  price  for  amounts  just  le^s  than  the 

equilibrium  amount,  it  is  siure  to  be  less  than  the  supply 

price  for  amounts  just  greater :  and  therefore,  if  the  scale  of  \ 

production  is  somewhat  increased  beyond  the  equilibrium 

position,  it  will  tend  to  return ;  and  the  equilibrium  will  be 

stable  for  displacements  in  that  direction  also. 

When  demand  and  supply  are  in  stable  equilibrium,  if  OBciila- 

•        <•  •      tions  aboat 

any  accident  should  move  the  scale  of  production  from  its  a  position 
equilibrium  position,  there  will  be  instantly  brought  into  ^^.  ® 
play  forces  tending  to  bring  it  back  to  that  position ;  just  as,  ^"'^ 
if  a  stone  hanging  by  a  string  is  displaced  from  its  equilibrium 
position,  the  force  of  gravity  will  at  once  tend  to  bring  it  back 
to  its  equilibrium  position.  If  the  stone  is  allowed  to  fall 
freely  it  will  move  back  to  its  equilibrium  position,  pass 
through  it,  return  again  through  it,  and  after  several  rhythmi- 
cal oscillations  be  gradually  reduced  to  rest  by  the  resistance 
of  the  air.  The  oscillations  of  the  scale  of  production  about 
its  position  of  equilibrium  will  be  of  a  somewhat  similar  kind. 
If  all  the  general  conditions  of  the  market,  other  than  the 
original  disturbance,  the  eflFects  of  which  we  are  tracing, 
remain  unchanged  sufficiently  long,  it  will  be  brought  to  rest 
in  its  position  of  equilibrium  by  the  friction  which  its  sur- 
roundings oppose  to  its  continued  movement;  and  mean- 
while the  price  of  the  commodity  will  have  been  oscillating  in 
like  manner  about  its  equilibrium  position  and  will  come  to 
rest  when  the  scale  of  production  comes  to  its  position  of 
rest^ 


theoretically  possible,  are  unstable;  and  that  they  are  distinguished  from  stable 
eqtdUbnA  by  wanting  this  characteristic. 

1  To  represent  the  eqnilibrinm  of  demand  and  supply  geometrically  we  may 
drmw  the  demand  and  supply  curves  together  as  in  Fig.  19.  If  then  OB  repre- 
sents the  rate  at  which  prodnotion  is  being  actually  carried  on,  and  Rd  the  demand 
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cal. 
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duction. 
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signifi- 
cance of  a 


But  in  real  life  such  oscillations  are  seldom  as  rhythmi- 
cal as  those  of  a  stone  hanging  freely  from  a  string;  the 
comparison  would  be  more  exact  if  the  string  were  supposed 
to  hang  in  the  troubled  waters  of  a  mill-race,  whose  streun 
was  at  one  time  allowed  to  flow  freely,  and  at  another  parti- 
ally cut  off.  The  demand  and  supply  schedules  do  not  in 
practice  remain  unchanged  for  a  long  time  together,  but 
are  constantly  being  changed;  and  every  change  in  them 
alters  the  equilibrium  amount  and  the  equilibrium  price, 
and  thus  gives  new  positions  to  the  centres  about  which 
the  amount  and  the  price  tend  to  oscillate. 

These  considerations  point  to  the  great  importance  of 
the  element  of  Time  in  relation  to  demand  and  supply,  to 
the  study  of  which  we  now  proceed.  -  We  shall  gradually 
discover  a  great  many  different  limitations  of  the  doctrine 
that  the  price  at  which  a  thing  can  be  produced  represents 
its  Real  Cost  of  production,  that  is,  the  efforts  and  sacrifices 
which  have  been  directly  and  indirectly  devoted  to  its  pro- 
duction. That  doctrine  would  indeed  represent  facts  accu- 
rately enough  in  a  stationary  society,  in  which  people's  habits 
of  life,  and  the  methods  and  volume  of  production  remained 
unchanged  from  one  generation  to  another;  provided  that 
people  were  tolerably  free  to  choose  those  occupations  fc»r 
their  capital  and  labour  which  seemed  most  advantageous. 

But  in  an  age  of  change  such  as  this,  the  equilibrium  of 
normal  demand  and'supply  does  not  thus  correspond  to  any 


ng.19. 


price  ia  greater  than  Ra  the  supply  price,  the  production 
ia  exceptionaUy  profitable,  and  will  be  increased.  B^ 
the  amount-index^  as  we  may  call  it,  will  move  to  the 
right.  On  the  other  hand,  if  Rd  is  less  than  Ra,  R  wiU 
move  to  the  left.  If  Rd  is  eqaal  to  Ra,  that  is,  if  /?  is 
Tertically  onder  a  point  of  intersection  of  the  corves, 
demand  and  supply  are  in  eqnilibriom. 

This  may  be  taken  as  the  typical  diagram  for  stable 
eqailibrimn  for  a  commodity  that  obeys  the  Law  of 
Diminishing  Betom.    Bat  if  we  had  made  88'  a  hori-       ^  f  h  r      • 

zontal  straight  line,  we  should  have  represented  the  case  of  *'Con8tant  Betuu* 
in  which  the  supply  price  is  the  same  for  aU  amounts  of  the  commodity.  And 
if  we  had  made  8^  inclined  negatively,  but  less  steeply  than  DW  (the  neoesaitj  f« 
this  condition  will  appear  more  fuUy  later  on),  we  should  have  got  a  case  d  ittlik 
equilibrium  for  a  commodity  which  obeys  the  Law  of  Increasing  Betmn.  In  dtltf 
case  the  above  reasoning  remains  unchanged  without  the  alteratioQ  of  a  void  or  • 
letter ;  but  the  last  case  introduces  difficulties  which  we  have  arranged  to  poatpcat. 
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distinct  relation  of  a  certain  aggregate  of  pleasures  got  from    book  ▼. 
the  consumption  of  the  commodity  and  an  aggregate  of  efforts    ^^"^ 
and  sacrifices  involved  in  producing  them ;  and  it  would  not  position  of 
do  80  even  if  normal  earnings  and  interest  were  exact  measures  equiU- 
of  the  efforts  and  sacrifices  for  which  they  are  severally  the  anddf the 
money  paymenta     It  represents  only  the  equilibrium  of  the  JJJ^er- 
foroes  working  at  the  margins  of  demand  and  supply,  tending  stood 
to  increase  the  amount  demanded  on  the  one  hand,  or  to  the  long 
diminish  the  amount  supplied  at  the  equilibrium  price. 

This  is  the  real  drift  of  that  much-quoted,  and  much- 
misunderstood  doctrine  of  Adam  Smith  and  other  economists 
that  the  normal,  or  "  natural,*'  value  of  a  commodity  is  that 
which  economic  forces  tend  to  bring  about  in  the  long  run.  i. 
It  is  the  average  value  which  economic  forces  would  bring  | 
about  if  the  general  conditions  of  life  were  stationary  for  a  t 
nin  of  time  long  enough  to  enable  them  all  to  work  out  their 
full  effect.     The  fact  that  the  general  conditions  of  life  are 
not  stationary  is  the  source  of  many  of  the  difiBculties  that 
are  met  with  in  applying  economic  doctrines  to  practical 
problema     And  the  remainder  of  the  present  volume  will  be 
chiefly  occupied  with  interpreting  and  limiting  this  doctrine 
that  the  value  of  a  thing  tends  in  the  long  run  to  measure 
its  cost  of  production.         v 
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CHAPTER  IV. 

INVESTMENT  OF  CAPITAL  IN  A  BUSINESS.      PRIME  COST  AND 
TOTAL  COST. 

BOOK  V.  §  1.     The  true  nature  of  the  investment  of  capital  in  a 

cH^.    ijiigijjggg  ig  disguised  by  the  modem  methods  of  doing  busi- 

Themo-     ness,  in  which   the   undertaker  buys  most  of  the  labour 

tiTes  deter-  ,  ,  .  , 

mining  the  required  for  his  work ;  for  he  thinks  chiefly  of  the  expenses 

S^<»pitia*  of  production  and  seldom  pays  much  attention  to  the  efibrts 

Sewh?       ^^^  sacrifices  to  which  those  payments  more  or  less  closely 

seen  in  the  correspond,  and  which  constitute  the  Real  cost  of  production. 
<Ki8e  of  a  *  ,  *  - 

man  who  It  will  be  well  therefore  to  begin  by  watching  the  action  of 
thing  for  a  person  who  neither  buys  what  he  wants  nor  sells  what  he 
makes,  but  works  on  his  own  behalf;  and  who  therefiore 
balances  the  efforts  and  sacrifices  which  he  makes  on  the 
one  hand  against  the  pleasures  which  he  expects  to  derive 
firom  their  fiiiit  on  the  other,  without  the  intervention  of  any 
money  pajnnents  at  all. 
ninstra-  Let  US  then  take  the  case  of  a  man  who  builds  a  house 

for  himself  on  land,  and  of  materials,  which  Nature  supplies 
gratis ;  and  who  makes  his  implements  as  he  goes,  the  labour 
of  making  them  being  counted  as  part  of  the  laboiir  of  build- 
ing  the  house.  He  would  have  to  estimate  the  efiTorts  re- 
quired for  building  on  any  proposed  plan;  and  to  allow 
almost  instinctively  an  amount  increasing  in  geometrical 
proportion  (a  sort  of  compound  interest)  for  the  period  that 
would  elapse  between  each  effort  and  the  time  wh^i  the 
house  would  be  ready  for  his  use.  The  utility  of  the  house 
to  him  when  finished  would  have  to  compensate  him  not 
only  for  the  efforts,  but  for  the  waitings. 

For  he  might  have  applied  these  efforts,  or  efforts  equi- 


tion< 
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valent  to  them,  to  producing  immediate  gratifications ;  and 
if  he  deliberately  chose  the  deferred  gratifications,  it  would 
be  because,  even  after  allowing  for  the  disadvantages  of 
waiting,  he  regarded  them  as  outweighing  the  earlier  grati- 
fications which  he  could  have  substituted  for  them.  The 
motive  force  then  tending  to  deter  him  from  building  the 
house  would  be  his  estimate  of  the  aggregate  of  these  efforts, 
the  evil  or  discommodity  of  each  being  increased  in  geo- 
metrical proportion  (a  sort  of  compound  interest)  according 
to  the  corresponding  interval  of  waiting.  The  motive  on  the 
other  hand  impelling  him  to  build  it,  would  be  expectation 
of  the  satis&ction  which  he  would  have  from  the  house  when 
completed ;  and  that  again  might  be  resolved  into  the  aggre^ 
gate  of  many  pleasures  more  or  less  remote,  and  more  or  less 
certain,  which  he  expected  to  derive  from  its  use^ 

If  he  thought  that  this  satisfaction  which  he  would  derive 
from  the  house  when  finished,  this  aggregate  of  discounted 
values  of  pleasures  that  it  would  afford  him,  would  be  more 
than  a  recompense  to  him  for  all  the  efforts  and  waitings 
which  he  had  undergone,  he  would  decide  to  build.  If  the 
two  motives,  one  deterring,  the  other  impelling,  seemed 
equally  balanced,  he  would  be  on  the  margin  of  doubt.  Pro- 
bably the  impelling  motive  would  be  much  stronger  than  the 
deterring  with  regard  to  some  part  of  the  house :  but  as  he 
turned  over  more  and  more  ambitious  plans,  there  would  be  a 
point  at  which  the  advantages  of  any  further  extension  would 
be  balanced  by  the  efforts  and  waitings  required  for  making 
it ;  and  that  part  of  the  building  would  be  on  the  margin  of 
profitableness  of  the  investment  of  his  capital  K 

There  would  probably  be  several  ways  of  building  parts 
of  the  house ;  some  parts  for  instance  might  almost  equally 
well  be  built  of  wood  or  of  rough  stones :  the  investment  of 
capital  on  each  plan  for  each  part  of  the  accommodation 
would  be  compared  with  the  advantages  offered  thereby,  and 
each  would  be  pushed  forward  till  the  margin  of  profitable- 
ness had  been  reached.  Thus  there  would  be  a  great  many 
margins  of  profitableness:  one  corresponding  to  each  kind 


1  See  Book  m.  Ch.  t.  §  8. 
s  See  Mathematical  Note  xm. 


BOOK  ▼. 
OH.  IV. 
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BOOK  T.   of  plan  on  which  each  kind  of  accommodation  might  be 
*^-    provided. 

On  such  a  supposition  as  that  made  in  this  section,  we 

may  look  upon  capital  as  stored-up  effort,  the  amount  of 

effort  and  the  amount  of  sacrifice  involved  in  the  waiting 

for  the  result  being  measured  quantitatively*. 

Transition         §  2.     This  illustration  may  serve  to  keep  before  us  the 

TeBtm^tof  ^&y  ^  which  the  efforts  and  sacrifices  which  are  the  Real 

Se  modern  ^'^^  ^^  production  of  a  thing,  underlie  the  expenses  which  are 

undertaker  its  Money  cost.     But,  as  has  just  been  remarked,  the  modem 
ofbosmess  .  "^  ^  o 

enter-  business  man  commonly  takes  the  payments  which  he  has  to 
pnses.  make,  whether  for  wages  or  raw  material,  as  he  finds  them: 
without  staying  to  inquire  how  far  they  are  an  accurate 
measure  of  the  efforts  and  sacrifices  to  which  they  correspond. 
His  expenditure  is  generally  made  piece-meal;  and  the  longer 
he  expects  to  wait  for  the  fiiiit  of  any  outlay,  the  richer  must 
that  fi-uit  be  in  order  to  compensate  him.  The  anticipated 
fruit  may  not  be  certain ;  and  in  that  case  he  will  have  to 
allow  for  the  risk  of  failure.  After  making  that  allowance, 
the  fruit  of  the  outlay  must  be  expected  to  exceed  the  outlay 
itself  by  an  amount  which,  independently  of  his  own  remu- 
neration, increases  at  compound  interest  in  proportion  to  the 
time  of  waiting^ 

For  brevity  we  may  speak  of  any  element  of  outlay  (allow- 
ance being  made  for  the  remuneration  of  the  undertaker 
himself)  when  increased  by  compound  interest  in  this  war, 
Accumvia-  as  ACCUMULATED ;  just  as  WO  used  the  term  Discounted  to 
2^  dis?***  represent  the  present  value  of  a  distant  pleasure.     Each 
faS^u?  element  of  outlay  has  then  to  be  Accumulated  for  the  time 
lays  and     which  will  elapse  between  its  being  incurred  and  its  bearing 
fruit ;  and  the  aggregate  of  these  accumulated  elem^its  is 
the  total  outlay  involved  in  the  enterprise, 
ing^f  one^        If  ^^^  enterprise  were,  say,  to  dig  out  a  dock-basin  on  a 
Jg^*^®  contract,  the  payment  for  which  would  be  made  without  fail 


^  See  Mathematical  Note  xiv. 

>  We  may,  if  we  choose,  regard  the  price  of  the  hnsinees  imdertakcr's  on 
work  as  part  of  the  original  outlay,  and  reckon  oomponnd  interest  on  it  toftttai 
with  the  rest.  Or  we  might  snhstitate  for  compound  interest  a  sort  of  **  ccmpiwd 
profit.*'  The  two  courses  are  not  strictly  conTertible:  and  at  a  later  sUge  «i 
shall  find  that  in  certain  cases  the  first  is  to  he  preferred,  and  in  others  the  t 
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when  the  work  was  finished ;  and  if  the  plant  used  in  the   book  v. 
work  might  be  taken  to  be  worn  out  in  the  process,  and    ^'^' 
valueless  at  the  end  of  it ;  then  the  enterprise  would  be  just 
remunerative  if  this  aggregate  of  outlays  accumulated  up  to 
the  period  of  pajnnent  were  just  equal  to  that  payment. 

But  in  fisMJt  in  nearly  every  business  undertaking  the 
incomings  are  a  constant  process  as  well  as  the  outgoings. 
And  to  complete  the  case  we  must  suppose  a  balance-sheet 
struck,  looking  backwards  and  looking  forwards.  Looking 
backwards  we  should  add  together  the  net  outlays  accumu- 
lated up  to  that  time,  deducting  from  each  element  of  outlay 
any  incomings  that  came  in  at  the  same  time.  Looking  for- 
wards we  should  deduct  from  each^fu^rejncoming  any  out- 
lay that  would  be  made  at  the  same  time,  together  with 
allowance  for  the  undertaker's  own  remuneration ;  and  regard- 
ing the  result  as  the  net  incoming  at  that  time,  we  should 
discount  it  at  compound  interest  for  the  period  during  which 
it  would  be  deferred.  The  aggregate  of  the  net  incomings  so 
discounted  would  be  balanced  against  the  aggregate  of  the 
accoiuulated  outlays :  and  if  the  two  were  just  equal,  the 
business  would  be  just  remimerative. 

Almost  every  trade  has  its  own  diflSculties  and  its  own  Difficulties 
customs  connected  with  the  task  of  valuing  the  capital  that  ^thmak- 
has  been  invested  in  a  business,  and  of  allowing  for  the  De-  ^^^^7 
preciation  which  that  capital  has  undergone  fix)m  wear-and-  deprecia- 
tear,  from  the  influence  of  the  elements,  from  new  inventions,  aistiiignish. 
and  from  changes  in  the  course  of  trade.     These  two  last  Spen^-^^ 
causes  may  temporarily  raise  the  value  of  some  kinds  of  fixed  J^^Son 
capital,  at  the  same  time  that  they  are  lowerincf  that  ofcap>*aiac- 

Ai  11  •!  •!•«.  11     count. 

others.  And  people  whose  mmds  are  cast  m  different  moulds, 
or  whose  interests  in  the  matter  point  in  different  directions, 
will  often  differ  widely  on  the  question  what  part  of  the 
expenditure  required  for  adapting  buildings  and  plant  to 
changing  conditions  of  trade  may  be  regarded  as  an  invest- 
ment of  new  capital,  and  what  ought  to  be  set  down  as 
::harges  incurred  to  balance  Depreciation  and  treated  as  ex- 
penditure deducted  from  the  current  receipts,  before  deter- 
tnining  the  net  profits  or  true  income  earned  by  the  business. 
TTiese  difficulties,  and  the  consequent  differences  of  opinion. 
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BOOK  V.  are  greatest  of  all  with  regard  to  the  investment  of  capital 
CH^.  ^  building  up  a  business  connection,  and  the  proper  method 
of  appraising  the  goodvdll  of  a  business,  or  its  value  "as  a 
going  concern  \" 
The  Law  of  §  3'  When  at  the  beginning  of  a  business  an  estimate  is 
«on?*^*"  made  of  the  profits  likely  to  be  earned  in  it,  all  the  entries 
for  outgoings  and  incomings  alike  are  prospective.  And  at 
that  and  every  successive  stage  the  mind  of  the  undertaker 
is  ceaselessly  striving  so  to  modify  his  arrangements  as  to 
obtain  greater  results  with  a  given  expenditure  or  equal 
results  with  a  less  expenditure.  He  is  continually  wmii- 
paring  the  efficiency  and  the  supply  prices  of  different  fiu^tors 
of  production  which  may  be  used  in  obtaining  the  same 
result,  so  as  to  hit  upon  that  combination  which  will  give 
the  largest  incomings  in  proportion  to  any  given  outlay;  or, 
in  other  words,  he  is  ceaselessly  occupied  with  the  Law  of 
Substitution*. 

Every  locality  has  incidents  of  its  own  which  affect  in 

various  ways  the  methods  of  arrangement  of  every  class  of 

business  that  is  carried  on  in  it.     But  even  in  the  same  place 

and  the  same  trade  no  two  persons  pursuing  the  same  aims 

Different     will  adopt  exactly  the  same  routes.     The  tendency  to  varia- 

Sosen  kT   tion  is  a  factor  of  progress ;  and  the  abler  are  the  undertakeis 

Sbe^^    in  any  trade  the  more  powerful  is  this  factor  likely  to  be. 

end.  In  some  trades,  as  for  instance  cotton-spinning,  the  possible 

variations  are  confined  within  narrow  limits :  no  one  can  hoW 

his  own  at  all  who  does  not  use  machinery,  and  very  nearly 

the  latest  machinery,  for  every  part  of  the  work.    But  in 

others,  as  for  instance  in  some  branches  of  the  wood  and 

metal  trades,  in  farming,  and  in  shopkeeping  there  can  be 

1  On  the  whole  of  this  subject  the  reader  may  be  referred  to  Mr  MaUiMOB't 
Depreciation  of  Factories  a  fid  their  Valu€Uion, 

Besides  the  difficulties  referred  to  in  the  text,  there  is  another  groop  arisicc 
from  changes  in  the  general  purchasing  power  of  mon«y.  If  that  has  faDea, 
or,  in  other  words,  if  there  has  been  a  rise  of  general  pricee,  the  Tahie  of  ■ 
factory  may  appear  to  have  risen  when  it  has  really  remained  irtatimMTT 
Confusions  arising  from  this  source  introduce  greater  errors  into  estmiates  d, 
the  real  profitableness  of  different  classes  of  business  than  would  at  flrsi  si^al 
appear  probable.  But  all  questions  of  this  kind  must  be  deferred  UB,  w  fasm 
discussed  the  Theory  of  Money. 

>  Book  V.  Ch.  m.  §  8. 


Digitized  by  VjOOQ  iC 


AN  APPLICATION  OF  THE  LAW  OF  SUBSTITUTION.  415 

great  variations.  For  instance,  of  two  manufacturers  in  the  book  v. 
same  trade,  one  will  perhaps  have  a^  larger  wages  bill  and  the  ^°'^' 
other  heavier  charges  on  account  of  machinery ;  of  two  retail 
dealers  one  will  have  a  larger  capital  locked  up  in  stock  and 
the  other  will  spend  more  on  advertisements  and  other  means 
of  building  up  the  immaterial  capital  of  a  profitable  trade 
connection.  And  in  minor  details  the  variations  are  num- 
berless. Each  man's  actions  are  influenced  by  his  special 
opportunities  and  resources,  as  well  as  by  his  temperament 
and  his  associations. 

But  each  man,  taking  account  of  his  own  means,  will  push 
the  investment  of  capital  in  his  business  in  each  several 
direction  until  what  appears  in  his  judgment  to  be  the  margin  Themargin 
of  profitableness  is  reached ;  that  is,  until  there  seems  to  him  bienSs  is 
no  good  reason  for  thinking  that  the  gains  resulting  firom  any  ^^  ^^ 
further  investment  in  that  particular  direction  would  com-  any  one 
pensate  him  for  his  outlay.    The  margin  of  profitableness  is  aiine'mter- 
not  to  be  regarded  as  a  mere  point  on  any  one  fixed  line  of  J^t^ 
possible  investment;  but  as  a  boundary  line  of  irregular 
shape  cutting  one  after  another  every  possible  line  of  invest- 
ment, 

§  4.     When  investing  his  capital  in  providing  the  means 
of  carrying  on  a  business,  the  undertaker  looks  to  being 
recouped  by  the  price  obtained  for  its  various  products ;  and 
he  expects  to  be  able  under  normal  conditions  to  charge  for 
each  of  them  a  price  that  will  cover  not  only  its  (Money) 
Prime  C5ost;  i.e.  the  expenses  which  he  incurs  directly  and  Prime 
specially  for  its  production,  but  also  a  share  of  the  general  ^^^*' 
expenses  of  the  business,  which  we  may  call  its  Supplemen-  Suppiemen- 
TARY  Cost.     These  two  elements  together  make  its  (Money)  Tela  Cost. 
Total  Cost. 

We  may  follow  ordinary  usage,  and  take  the  term  Prime  Prime  cost 
cost   in  a  narrow   sense,  which   includes  nothing  but  the  mwdy 
(money)  cost  of  the  raw  material  used  in  making  the  com-  ^^^^ 
modity  and  the  wages  of  that  part  of  the  labour  spent  on  only  the 
it  which  is  paid  by  the  day  or  the  week :  the  salaries  of  the  raw  mate- 
upper  employ^  are  excluded,  partly  because  the  time  which  "rdinwy 
they  have  devoted  specially  to  it  cannot  always  be  easily  i»^^- 
ascertained,  and  partly  because  the  charges  to  which  the 
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BOOK  V.    business  is  put  on  account  of  their  salaries  cannot  be  adapted 
^°'  ^'    quickly  to  changes  in  the  amount  of  work  there  is  for  them 
to  do. 

This  is  the  Prime  cost  which  a  manufacturer  has  com- 
monly in  view  when,  trade  being  slack,  he  is  calculating  the. 
lowest  price  at  which  it  would  be  worth  his  while  to  accept 
an  order,  irrespectively  of  any  eflfect  that  his  action  might 
have  in  spoiling  the  market  for  future  orders.  And  in 
extreme  cases  he  will  even  be  willing  to  accept  a  lower  price 
than  this.  For  when  he  has  been  for  some  time  short  of 
work,  and  has  already  dismissed  all  save  the  best  of  his 
employes,  it  would — to  say  nothing  of  any  less  selfish  motive 
— almost  answer  his  piirpose  to  pay  the  remainder  full  wages 
to  beat  time,  so  to  speak ;  in  order  that  he  may  have  them 
at  hand  when  trade  revives,  and  high  profits  are  again  to 
be  made. 
Where  In  trades  which  use  very  expensive  plant,  the  Supple- 

much  fixed  mentary  cost  of  goods  is  a  large  part  of  their  Total  cost ; 
pSceB^can  ^^^  ^^  order  at  much  less  than  their  normal  price  may 
faUfar       leave  a  laree   surplus   above    their   Prime  cost.      But  if 

below  their  .  ° .  ^  i     .        ,  /.  i     •  • « 

normal  m  their  anxiety  to  prevent  their  plant  from  being  idle, 
outreach-  producers  accept  such  orders,  they  glut  the  market,  and 
mg  Mme  ^^j^j  ^^  prevent  prices  from  reviving.  If  they  pursue  this 
policy  constantly  and  without  moderation,  they  may  keep 
prices  so  low  as  to  drive  capital  out  of  the  trade,  ruiniog 
many  of  those  employed  in  it,  themselves  perhaps  among 
the  number.  During  all  this  time  the  income  derived  fiwm 
their  plant  and  business  organization  will  be  very  low ;  but 
after  a  while  the  demand  for  their  goods  will  revive,  and  the 
means  for  meeting  it  will  be  inadequate ;  and  the  prices  of 
the  goods  will  then  rise  high  above  their  normal  level*. 

^  Extreme  variations  of  this  kind  are  in  the  long  ran  beneficial  ncillMr  to 
producers  nor  to  consumers ;  and  general  opinion  is  not  altogether  hostile  to  that 
code  of  trade  morality  which  condemns  the  action  of  anyone  who  "  qwOs  tbf 
market"  by  being  too  ready  to  accept  a  price  that  does  little  more  than  corw 
the  Prime  cost  of  his  goods,  and  allows  but  little  on  account  of  his  gMwnl 
expenses.  The  public  listen  with  some  indulgence  to  those  who  aigne  thai  • 
trade  combination  or  a  Trust  is  the  only  means  available  for  Becming  a  reaaanilfe 
steadiness  of  price.  Questions  of  this  kind  are  of  great  and  growing  impoftaaoe, 
and  will  occupy  much  of  our  attention  later  on  when  we  come  to  consider  (he 
causes  of  conmiercial  fiuctuations. 
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That  part  of  the  receipts  of  a  business  which  is  required   book  ?. 
to  defray  the  Supplementary  cost  of  the  things  produced    ^^'^' 
in   it,  may  in  the   long  nm  be  regarded  as  part  of  i^sj^®*^^ 
normal  profits :   because  the  expectation  of  getting  these  long  nm 
gains  in  the  long  run  was  required  to  induce  people  to  invest  ^^e- 
their  capital  and  energies  in  the  trade.    But  on  the  other  cSst^r  a 
hand  when  once  invested  the  income  which  they  yield  isnormalty 
determined  by  the  selling  price  of  the  products  which  they  basiness, 
help  to  produce :  it  is  the  excess  of  this  price  over  the  Prime  SSt  ran 
cost  or  immediate  outlay  required  for  the  production :  it  is,  J|  J^^' 
as  has  already  been  hinted,  to  be  regarded  as  a  Producer's  Qi»»i-rent. 
Surplus  or  Qvusi-rent. 


M.  27 
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CHAPTER  V. 

EQUILIBRIUM  OP  NORMAL  DEMAND  AND  SUPPLY,  CONTDnJED. 
THE  TERM  NORMAL  WITH  REFERENCE  TO  LONG  AND 
SHORT  PERIODS. 

BOOK  V.  §  1-     It  has  already  been  noticed  that  in  economic  phrase 

cH^.     a^  market  is  the  whole  of  any  district  in  which  trade  inter- 

The  course  is  so  &r  free  that  prices  tend  to  adjust  themselTes  to 

QBo'df^e    one  level  easily  and  quickly;  and  that,  what  is  even  more 

keUs^lSae  iDiportant  for  our  immediate  purpose,  the  use  of  the  term  is 

a«  to  space  as  elastic  with  regard  to  time  as  it  is  with  regard  to  space. 

wider  as  to  The  dealings  in  a  market,  in  the  discussion  on  which  we  are 

™**         now  entering,  are  to  be  taken  as  ranging  over  a  sufficientlr 

long  period  of  time  for  the  conditions  of  normal  demand  aixl 

normal  supply  freely  to  act,  and  freely  to  react  on  one  another. 

The  length  of  the  period  required  for  this  purpose  is  different 

in  different  cases ;  but  in  every  case  it  must  be  sufficientlv 

long  to  cover  over  the  effects  of  minor  disturbances  and 

passing  fluctuations;  it  must  be  long  enough  to  allow  the 

economic  forces  concerned  to  work  themselves  out  with  some 

approach  to  regularity  and  law*. 

Oar  use  of        There  is  thus  great  elasticity  in  the  scope  which  w^ 

Normal  is   assign  to  a  market  and  in  the  range  of  the  forces  of  wbo» 

elastic,       action  we  take  account :  and  in  each  separate  application  oi 

our  general  reasoning  a  clear  indication  has  to  be  given  as  t^ 

what  conditions  are  taken  as  fixed  and  what  as  variable,  and 

as  to  the  length  of  the  period  to  which  the  whole  inquin 

relates.     This  is  indeed  done  more  or  less  systematicallj  i^ 

the  ordinary  conversation  of  business  life.     When  it  is  eiuft 

1  The  reader  U  here  referred  to  the  account  of  the  term  Normal  given  ia  Bed 
I.  Ch.  VI.  §  1. 
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that  the  price  of  wool  on  a  certain  day  was  abnormally  high    book  v. 
though  the  average  price  for  the  year  was  abnormally  low,     ^'^' 
that  the  wages  of  coal-miners  were  abnormally  high  in  1872 
and  abnormally  low  in  1879,  that  the  (real)  wages  of  labour 
were  abnormally  high  at  the  end  of  the  fourteenth  century,  conwsteut- 
and  abnormally  low  in  the  middle  of  the  sixteenth,  everyone  o^toary 
understands  that  the  scope  of  the  term  normal  is  not  the  ^****^®' 
same  in  these  various  cases :  everyone  takes  the  context  as 
itself  an  informal  interpretation  clause  indicating  the  special 
use  of  the  term  in  each  several  case. 

In  ordinary  conversation  indeed  a  formal  interpretation 
clause  is  seldom  necessary,  because  misunderstandings  can 
there  be  nipped  in  the  bud  by  question  and  answer;  and 
though  it  is  more  often  required  in  written  arguments  which 
have  not  that  safeguard,  yet  even  there  it  will  be  found  that 
in  the  large  majority  of  cases  the  context  explains  itself  so 
clewrly  as  to  leave  no  room  for  doubt.  Thus  the  difficulty 
irising  fix)m  the  elastic  use  of  the  term  Normal  need  not  be 
I  serious  one,  if  it  is  feirly  faced :  while  on  the  other  hand 
nuch  confusion  and  firuitless  controversy  have  arisen  from 
gnoring  it. 

§  2.     But  though  applications  of  the  term  Normal  are  studies  of 
hus  elastic,  *and  capable  of  being  extended  gradually  from  brinm  of 
eiy  short  to  very  long  periods ;  yet  these  periods  may  be  J^^^^ 
livided  roucfhly  into  two  classes.     In  the  first  class  there  and  supply 

.  .  ,     may  be 

3  time  for  the  supply  of  those  things  which  are  used  in  dmded 
Toducing   the  commodity  (or  in  other  words,  its   factors  ^J^^ 
f  production),  to  adapt  itself  to  the  demand ;  in  the  second  ^®,^^J^ 
lass  there  is  not.     The  relation  which  this  first  class  ofti»©y>*Ja^ 
ormal  equilibria  bears  to  the  second  may  be  made  clearer  compara- 
y  observing  that  it  is  similar  to  the  relation  which  this  ^ort. 
icond  class   bears  to  the   temporary  equilibria  discussed 
»  Chapter  II.;   for  there  the  period  over  which  we  were 
mdying  the  action  of  the  forces  of  demand  and  supply  was 
)  short,  that  cost  of  production  could  not  exercise   any 
irect  influence  over  the  supply  price. 

For  instance,  on  the  day  following  a  large  catch   of  niustratiou 
lackerel  the  price  in  the  market  may  settle  down  after  markets, 
little  manoeuvring  to  an  equilibrium  level  at  as  many '^®™i^^*^ 

27-2 
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BOOK  V.    pence  as  it  had  been  at  shillings  on  the  previous  day;  and 

^'^'     this  change  will  in  no  way  depiend  on  the  normal  cost  of 

equiu.        catching  mackerel,  it  will  be  governed  by  the  volume  of  the 

Osciila-      past  catch,  with  perhaps  some  slight  reference  to  the  chance 

Q^et       ^^^^  &  similar  catch  may  be  had  on  the  morrow.    If  we  sap- 

^^about  p^gg  ^jjg  \^QQ^  owned  by  a  capitalist  undertaker  who  pays  the 

period        fisherman  by  the  day,  the  net  earnings  of  his  boat  for  the 

supply       day  will  be  the  excess  of  the  price  he  gets  for  his  fish  over 

P"*^'         his  outlay  for  wages  and  stoi*es,  together  with  allowance  ftff 

the  injury  done  to  the  boat  and  net  by  the  day's  work   This 

excess  will  be  a  Producer's  Surplus  or  Quasi-rent,  which  for 

that  particular  day  may  be  either  more  or  less  than  the 

normal  supply  price  required  to  uiake  it  worth  his  while 

to  provide  the  boat  and  its  equipment  and  the  business 

organization  needed  for  managing  it  and  selling  its  catch. 

But  if,  in  the  long  run  and  on  the  average,  the  Quasi-rent  i^ 

more  than  this  normal  supply  price,  capital  will  drift  inU» 

the  fishing  trade;  if  less,  it  will  drift  out;  that  is  to  saj 

old  boats  and  nets,  when  worn  out,  will  seldom  be  repUoed 

And  therefore,  if  the  general  conditions*  of  the  fishing  tndt 

are  "Stationary"  the  earnings  of  the  boat  will  oscillate  aboot 

this  normal  supply  price  as  a  position  of  stable  equilil»iniiL 

Osciiia-  But  next  suppose  there  to  be  great  increase  in  the 

ahort^       general  demand  for  fish,  such  for  instance  as  might  arise 

Dormai       ^°^  *^^  spreading  of  a  disease  through  all  kinds  of  fiimi 

supply       stock  simultaneously,  by  which  meat  was  made  a  dear  anrf 

Itoeqniii-    dangerous  food     The  increased  demand  for  fish  could  nut 

po^n.     ^oll  be  met  without  bringing  into  the  fishing  trade  sodhj 

people  firom  outside,  who  were  not  fitted  by  training  to  (i«| 

its  work  well,  and  to  whom  many  of  its  ordinary  inddeoti 

would  prove  great  hardships.     Old  and  imsuitable  boata 

would  be  pressed  into  the  service ;  and  if  seaworthy  wouW 

earn  a  surplus,  or  Quasi-rent,  above  their  expenses  of  workins^ 

which  they  could  not  earn  before :  while  the  better  class  I'j 

boats  would  earn  a  Quasi-rent  that  would  amount  in  a  sii^ 

year  to  fifty  per  cent,  or  more  of  their  total  cost ;  and  abh 

fishermen,  whether  paid  by  shares  or  by  the  day,  mighl 

for  a  time  get  twice  their  ordinary  wages;  and  the  (short 

period)  normal  price  of  fish  would  be  higher  than  befoot 
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Variations  in  the  catch  of  fish  from  day  to  day  might  make    book  y. 
the  market  price  oscillate  at  least  as  violently  as  before  about     ^'^' 
this  normal  level,  but  that  level  for  an  increased  amoimt 
would  rise  rapidly  with  every  such  increase  of  demand. 

Of  course  these  high  prices  would  tend  to  bring  capital  For  short 
and  labour  into  the   trade :   but  if  it  were   expected  that  ^i^ease^ 
the  disease  among  live  stock  would  not  last  very  long,  and  ^^duSS"* 
that  therefore  the  unusual  demand  for  fish  would  die  away  nfwiy 

always 

in  a  few  years,  people  would  be  cautious  about  investing  raises 
and  skill  in  a  trade  that  was  in  danger  of  being  gnppij 


glutted.  And  therefore,  though  when  the  demand  slackened  ^ 
off^  the  price  would  fall  too,  and  probably  below  its  old  level ; 
yet  80  long  as  the  demand  was  fully  maintained  the  price 
would  keep  up.  And  here  we  see  an  illustration  of  the 
almost  universal  law  that  an  increase  in  the  amount  demanded 
raises  the  shcri-period  normal  supply  price. 

But  if  we  turn  to  consider  the  long-period  normal  supply 
price,  we  shall  find  that  it  is  determined  by  a  different  set  of 
causes,  and  with  different  results.  For  suppose  that  the  Long 
disuse  of  meat  causes  a  permanent  distaste  for  it,  and  that  S^nnai 
an  increased  demand  for  fish  continues  long  enough  to  enable  ^S?^piy 
the 'forces  by  which  its  supply  is  governed  to  work  out  their  w®^ 
action  fully.  The  source  of  supply  in  the  sea  might  perhaps 
show  signs  of  exhaustion,  and  the  fishermen  might  have  to 
resort  to  more  distant  coasts  and  to  deeper  waters.  Nature 
giving  a  Diminishing  Return  to  the  increased  application  of 
capital  and  labour  of  a  given  order  of  efficiency.  On  the 
other  hand,  those  might  turn  out  to  be  right  who  think  that 
man  is  responsible  for  but  a  very  small  part  of  the  destruc- 
tion of  fish  that  is  constantly  going  on ;  and  in  that  case  a 
boat  starting  with  equally  good  appliances  and  an  equally 
efficient  crew  would  be  likely  to  get  nearly  as  good  a  haul 
after  the  increase  in  the  total  volume  of  the  fishing  trade  as 
before.  In  any  case  the  normal  Real  Cost  and  therefore  (the 
general  purchasing  power  of  money  being  assumed  stationary) 
the  normal  Money  Cost  of  equipping  a  good  boat  with  an 
efficient  crew  would  certainly  not  be  higher,  and  probably  be 
a  little  lower  after  the  trade  had  settled  down  to  its  now 
increased    dimensions    than    before.     For    since  fishermen 
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BOOK  V.    require   only  trained  aptitudes,  and    not  any  exceptional 

^'^'     natural  qualities,  their  number  could  be  increased  in  less 

than  a  generation  to  almost  any  extent  that  was  necessair 

to  meet  the  demand;  while  the  industries  connected  with 

building  boats,  making  nets  &c.  being  now  on  a  larger  scale 

would  be  organized  more  thoroughly  and  economically.    If 

therefore  the  waters  of  the  sea  showed  no  signs  of  depletion 

of  fish,  an  increased  supply  could  be  produced  at  a  lower 

price  after  a  time  suflSciently  long  to   enable  the  nonnal 

action  of  economic  causes  to  work  itself  out :  and,  the  tenn 

Normal  being  taken  to  refer  to  a  long  period  of  time,  the 

normal  price  of  fish  would  decrease  with  an  increase  in  tbt* 

<'    amoimt  produced. 

Uiastration        §  3.     To  take  an  illustration  fi*om  manufacture  let  us 

co8™of  pro-  revert  to  the  case  of  the  supply  price  of  a  certain  amount  of 

cloth?'*  ^'  a  particular  kind  of  cloth*.     We  saw  that  to  estimate  it  a 

person  would  first  calculate  the  supply  prices  of  all  its  diflfer- 

ent  factors  of  production  with  reference  to  the  amounls  of 

each  of  them  that  would  be  wanted,  and  on  the  suppoaU<m 

in  the  first  instance  that  the  conditions  of  supply  would  be 

"normal.**    But  now  we  have  to  notice  that  he  would  give 

to  this  term  a  wider  or  narrower  range  according  as  he  was 

looking  more  or  less  far  ahead. 

Thus  in  estimating  the  wages  required  to  call  forth  an 
adequate  supply  of  labour  to  work  a  certain  class  of  looms, 
he  might  take  the  current  wages  of  similar  work  in  the 
neighbourhood :  or  he  might  argue  that  there  was  a  scarcity 
of  that  particular  class  of  labour  in  the  neighbourhood,  that 
its  current  wages  there  were  higher  than  in  other  parts  of 
England,  and  that  looking  forward  over  several  years  so  as  to 
allow  for  immigration,  he  might  take  the  normal  rate  of 
wages  at  a  rather  lower  rate  than  that  prevailing  there  at 
the  time.  Or  lastly,  he  might  think  that  the  wages  o< 
weavers  all  over  the  country  were  abnormally  low  relativelj 
to  others  of  the  same  grade,  in  consequence  of  a  too  sangoiot' 
view  having  been  taken  of  the  prospects  of  the  trade  htlf  a 
generation  ago.  He  might  argue  that  this  branch  of ''work 
was  overcrowded,  that  parents  had  begim  to  choose  oAe: 
1  Above,  Ch.  m.  §  5. 
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trades  for  their  children  which  oflfered  greater  net  advantages   book  v. 
and  yet  were  not  more  diflScult ;  that  in  consequence  a  few     °"'  "' 
jears  would  see  a  falling-off  in  the  supply  of  labour  suited 
for  his  purpose ;  so  that  looking  forward  a  long  time  he  must 
take  normal  wages  at  a  rate  rather  higher  than  the  present 
average.    (There  are  indeed  not  many  occasions  on  which  Use  of  the 
the  calculations  of  a  business  man  for  practical  purposes  N^ai  in 
need  to  look  forward  so  far,  and  to  extend  the  range  of  the  JJ^j^ 
term  "  normal "  over  a  whole  generation :  but  in  the  broader 
appUcations  of  economic  science  it  is  sometimes  necessary  to 
extend  the  range  even  further,  and  to  take  account  of  the 
slow  changes  that  in  the  course  of  centuries  affect  the  supply 
price  of  the  labour  of  each  industrial  grade.) 

Again  in  estimating  the  normal  supply  price  of  wool,  he 
would  probably  take  the  average  of  past  years,  making  an 
allowance  however  for  any  probable  change  in  the  causes 
likely  to  affect  the  supply  in  the  immediate  future.  He 
would  probably  reckon  for  the  effect  of  such  droughts  as 
from  time  to  time  occur  in  Australia  and  elsewhere ;  since 
their  occurrence  is  too  common  to  be  regarded  as  abnormal : 
but  he  would  probably  not  allow  here  for  the  chance  of  our 
being  involved  in  a  great  war,  by  which  the  Australian  sup- 
plies might  be  cut  off;  he  would  consider  that  any  allowance 
for  this  should  come  under  ^the  head  of  extraordinary  trade 
risks,  and  not  enter  into  his  estimate  of  the  normal  supply 
price  of  wool. 

He  would  deal  in  the  same  way  with  the  risk  of  civil 
tumult  or  any  violent  and  long-continued  disturbance  of  the 
labour  market  of  an  unusual  character ;  but  in  his  estimate 
of  the  amount  of  work  that  could  be  got  out  of  the  machinery, 
&a  under  normal  conditions,  he  would  probably  reckon  for 
minor  interruptions  from  trade  disputes  such  as  are  con- 
tinually occurring,  and  are  therefore  to  be  regarded  as 
belcmging  to  the  regular  course  of  events,  that  is  as  not 
abnormal 

In  all  these  calculations  he  would  not  concern  himself  it  may 
specially  to  inquire  how  far  mankind  are  under  the  exclusive  ^uves^ 
influence  of  selfish  or  self-regarding  motives.     He  might  be  ^^^, 
aware  that  anger  and  vanity,  jealousy  and  offended  dignity  are  regartog. 
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BOOK  V.    still  almost  as  commoD  causes  of  strikes  and  lockouts,  as  the 

^"'  ^'     desire  for  pecuniary  gain :  but  that  would  not  enter  into  his 

calculations;  all  that  he  would  want  to  know  about  them 

would  be  whether  they  acted  with  sufficient  regularity  for 

him  to  be  able  to  make  a  reasonably  good  allowsmce  far 

their  influence  in  causing  interruptions  of  work  and  increasiDg 

the  normal  supply  price  of  the  gooda 

The  §  4*     Thus  then  th^  general  drift  of  the  term  Normal 

dSfSuie  Supply  price  is  always  the  same  whether  the  period  to  which 

t«raa         it  refers  is  short  or  long ;  but  there  are  great  difTerences  in 

fmppi:^       detail     In  every  case  it  has  reference  to  a  certedn  given  rate 

^^^8^6    of  aggregate  production,  that  is  to  the  production  of  a  certain 

«?d^^    fi-ggregftt^  amount  daily  or  annually.    In  every  case  it  means 

periods,      the  price  the  expectation  of  which  is  sufficient  and  only 

just  sufficient  to  make  it  worth  while  for  people  to  produce 

that  aggregate  amount :  in  every  case  it  is  the  marginal  cost 

of  production ;  that  is,  it  is  the  cost  of  production  of  thoee 

goods  which  are  on  the  margin  of  not  being  produced  at  all 

and  which  would  not  be  produced  if  the  price  to  be  got  for 

them  were  expected  to  be  at  all  lower.     But  the  causes 

which  determine  this  margin  vary  with  the  length  of  the 

period  imder  consideration. 

Bnt  for  ^^^  immediate  effect  of  the  expectation  of  a  hi^  price  is 

^^riMsthe  *^  cause  people  to  bring  into  active  work  all  their  appliances 

appliances  of  production,  and  to  work  them  ftill  time  and  perhaps  oTer- 

tiXhavr  time.    The  marginal  supply  price  is  then  the  money  cost  of 

fOT^graSed  production  of  that  part  of  the  produce  which  forces  the 

and  Uie      undertaker  to  hire  such  inefficient  labour  (perhaps  tired  by 


pnce  is      workinfif  overtime)  at  so  hitrh  a  pnce,  and  to  put  himself  and 
that  which     ^,         f  u    *     •  J  •  •  ^r  X  I.     •  *i« 

is  just        others  to  so  much  stram  and  inconvenience  that  he  is  on  the 

SSjOTth    niargin  of  doubt  whether  it  is  worth  his  while  to  do  it  ornot 

dments     ^®  immediate  effect  of  the  expectation  of  a  low  price  is  to 

of  supply    throw  many  appliances  for  production  out  of  work,  and  slackai 

on  the       the  work  of  others.    If  the  producers  had  no  fear  of  spoiling 

not^idM    their  markets,  it  would  be  worth  their  while  to  produce  for  a 

^th'SiMe  *™®  ^^^  any  price  that  covered  the  Prime  costs  of  productioo 

appliances,  and  rewarded  them  for  their  own  trouble.    But,  as  it  is,  they 

generally  hold  out  for  a  higher  price ;  each  man  fears  to  spoil 

his  chance  of  getting  a  better  price  later  on  from  his  own 
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customers ;  or,  if  he  produces  for  a  large  and  open  market,  he  book  v. 
is  more  or  less  in  fear  of  incurring  the  resentment  of  other  ^'^' 
producers,  should  he  sell  needlessly  at  a  price  that  spoils  the 
common  market  for  all.  The  marginal  production  in  this 
case  is  the  production  of  those  whom  a  little  further  fall  of 
price  would  cause,  either  from  a  regard  to  their  own  interest, 
or  by  formal  or  informal  agreement  with  other  producers,  to 
suspend  production  for  fear  of  further  spoiling  the  market. 
This  then  is  the  interpretation  of  marginal  supply  price  for 
short  periods :  for  which  it  rises  with  every  increase  in  the 
amount  that  has  to  be  produced*. 

Thus  in  short  periods  the  supply  of  specialized  skill  and  Meanwhile 

I  ...  -       .     ^1  1.  f     1  .1  -1         J  the  income 

aoiuty,  of  suitable  machmery  and  other  material  capital,  and  derived 
of  the  appropriate  industrial  Organization  has  not  time  to  be  a^uances 
fully  adapted  to  demand ;  but  the  producers  have  to  adjust  ^SSIdient. 
their  supply  to  the  demand  as  best  they  can  with  the 
appliances  already  at  their  disposal  On  the  one  hand  there 
is  not  time  materially  to  increase  those  appliances  if  the 
supply  of  them  is  deficient ;  and  on  the  other,  if  the  supply 
is  excessive,  some  of  them  must  remain  imperfectly  employed, 
smce  there  is  not  time  for  the  supply  to  be  much  reduced  by 
gradual  decay,  and  by  conversion  to  other  uses.  The  par- 
ticular income  derived  from  them  during  those  times,  does 
not  for  the  time  affect  perceptibly  the  supply  nor  therefore 
the  price  of  the  commodities  produced  by  them:  but  is 
rather  a  Quasi-rent  or  Surplus  of  total  receipts  over  Prime 
(money)  cost,  determined  by  the  more  or  less  accidental 
relations  of  demand  and  supply  for  that  time.  But  unless 
that  Quasi-rent  covers  in  the  long  run  the  Supplementary 
costs  of  the  business,  production  will  gradually  fall  off.  In 
this  way  the  short  period  supply  price  is  governed  in  the 
background  by  causes  ranging  over  a  long  period ;  and  the 
fear  of  "spoiling  the  market"  often  makes  those  causes  act 
more  promptly  than  they  otherwise  would. 

1  We  shall  later  stady  the  mntnal  inflnenoes  of  fluctuations  in  the  purchasing 
power  of  mtmej  and  in  the  actiTity  of  prodncen;  and  also  the  motiyes  and  the 
methods  of  combinations  among  employers  to  restrict  their  out-put,  and  of  com- 
binations among  employes  to  restrict  theur  work  with  the  double  purpose  of 
extracting  better  terms  for  themselves  from  their  employers  and  of  putting 
pressure  on  those  of  their  employers  who  are  inclined  to  sell  nearly  at  Prime  cost 
tnd  spoil  the  common  market. 
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BOOK  V.  §  6.     In  long  periods  all  investments  of  capital  and  effiort 

^fll'  in  providing  the  material  plant  and  the  organizatioD  of  a 
But  for  business,  and  in  acquiring  trade  knowledge,  and  spedalijed 
penodsthe  ability  have  time  to  be  adjusted  to  the  incomes,  which  an* 
^^w  expected  to  be  earned  by  them :  and  the  estimates  of  those 
isju^^^  incomes  therefore  directly  govern  supply  and  are  the  true 
^^^,       long  period  normal  supply  price  of  the  commodities  jhd- 

forth  those  duced. 

mentsof  A  great  part  of  the  capital  invested  in  a  businefls  i^ 

material  generally  spent  on  building  up  its  internal  organiisation,  and 
"*^     ,     its  external  trade  connections.     If  the  business  does  not 

personal, 

which  are  prosper  all  this  capital  is  lost,  even  though  its  material  plant 
make  up  a  iQ^y  realize  a  considerable  part  of  its  original  cost.  And  any 
^^1^^  one  proposing  to  start  a  new  business  in  any  trade,  must 
vctoMof   reckon  for  the  chance  of  this  loss.    If  himself  a  man  of 

proauc- 

tion;  normal  capacity  for  that  class  of  work,  he  may  look  forward 
ere  long  to  his  business  being  a  Representative  one,  in  the 
sense  in  which  we  have  used  this  term,  with  its  fidr  share  of 
those  Internal  and  External  economies,  which  the  aggregate 
scale  of  production  in  that  trade  will  cause  to  accrue  to  snch 
a  business.  If  the  net  receipts  of  such  a  Representative 
business,  that  is  the  excess  of  its  incomings  over  its  outgoings, 
seem  likely  to  be  greater  than  he  could  get  by  similar  invest- 
ments in  other  trades,  to  which  he  has  access,  he  will  chooft^ 
this  trada  Thus  that  marginal  investment  of  capital  in  a 
trade,  on  which  the  price  of  the  commodity  produced  by  it 
depends  in  the  long  run,  is  governed  by  estimates  on  the  ooe 
hand  of  the  outgoings  required  to  build  up  and  to  work  a 
Representative  firm,  and  on  the  other  of  the  incomings 
spreitd  over  a  long  period  of  time,  to  be  got  by  such  a  price. 
these  For  we  must  remember  that,  though  at  any  particulai 

^*^^®®  moment  some  businesses  will  be  rising  and  others  fciUing. 
wh«tt*"'  y®**  ^^^^  ^®  ^^^^  taking  a  broad  view  of  the  causes  which 
viewed  determine  normal  supply  price,  we  need  not  trouble  ouiselTe* 
mcreasing  with  these  eddies  on  the  surface  of  the  great  tide.  Such 
wh^«5e  oddies  will  always  exist,  and  occasionally  play  an  impcHtant 
p^dxSiou  P^^  ^^  ^^^  history  of  a  particular  trade ;  the  recent  historit-? 
mcreases.  of  the  manufactures  of  silk,  of  watches,  and  of  agricultural 
implements,  and  again  of  the  shipbuilding,  the  sugar  refining 
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and  the  chemical  indastries  afford  examples  of  the  way  in   book  t. 
which  the  energy  or  the  incompetence  of  a  few  business  men     ^^'  ^'. 
may  exert  a  powerful  influence  on  the  development  of  a  great 
trade  in  one  place  and  its  decadence  in  another. 

Such  (acta  are  significant  for  some  purposes,  they  do  not 
concern  us  just  now;  because  looking,  as  we  now  are,  at 
broad  results  only,  we  have  no  reason  to  believe  that  the 
eddy  at  any  particular  time  will  be  moving  in  one  direction 
rather  than  another.  Any  particular  increment  of  produc- 
tion may  be  due  to  some  new  manufacturer  who  is  struggling 
against  difficulties,  working  with  insufficient  capital,  and  en- 
during great  privations  in  the  hope  that  he  may  gradually 
build  up  a  good  business.  Or  it  may  be  due  to  some  wealthy 
finn  which  by  enlarging  its  premises  is  enabled  to  attain  new 
economies  altogether  out  of  proportion  to  the  small  flection 
that  the  extension  of  its  particular  business  adds  to  the  aggre- 
gate volume  of  production  in  its  trade,  and  reap  enormous 
gains  or  Quasi-rents  from  its  successful  itdaptation  to  the 
environment  (Conjunctur),  and  from  the  favours  of  fortune 
and  Opportunity.  But  these  inequalities  do  not  prevent  the 
steady  tendency  of  the  long  period  normal  supply  price  to 
diminish  in  many  branches  of  industry  as  a  direct  consequence 
of  an  increase  in  their  aggregate  volumes  of  production. 

Of  course  there  is  no  hard  and  sharp  line  of  division  There  is 
between  "  long  "  and  "  short "  periods.     Nature  has  drawn  no  SivSS? 
such  lines  in  the  economic  conditions  of  actual  life ;  and  in  ^^^ 
dealing  with  practical  problems  they  are  not  wanted.    Just  ahOTt 
as  we  contrast  civilized  with  uncivilized  races,  and  establish 
many  general  propositions  about  either  group,  though  no 
bard  and  fast  division  can  be  drawn  between  the  two ;  so  we 
contrast  long  and  short  periods  without  attempting  any  rigid 
demarcation  between  them.     If  it  is  necessary  for  the  pur- 
poses of  any  particular  argument  to  divide  one  case  sharply 
from  the  other,  it  can  be  done  by  a  special  interpretation 
clause:  but  the  occasions  on  which  this  is  necessary  are 
neither  frequent  nor  important*.    In  those  broad  inquiries 

^  Of  ocrane  the  periods  required  to  adapt  the  several  factors  of  production  to 
the  dflmaDd  may  he  verj  different ;  the  nnmher  of  skiUed  compositors  for  instance, 
eamiot  he  increased  nearly  as  fast  as  the  snpply  of  type  and  printing  presses. 
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BOOK  V.    which  will  occupy  the  remainder  of  this  Book,  we  shall  be 

^"•^'     concerned  almost  exclusively  with  the  true  normal  equilibria: 

but  when  at  a  later  stage  we  come  to  consider  the  quickly 

moving  oscillations  of  trade  and  commerce,  the  short-period 

Anew  term  normal,  or  as  we  may  conveniently  call  them,  the  subnormal 

equilibria  will  claim  more  of  our  attention. 

ReUUons  §  6.     Such  are  the  broad  outlines  of  the  general  theoiy  of 

B^\o      equilibrium  of  normal  demand  and  supply;  but  there  renuun 

the  next,     many  important  detaib  to  be  considered.    Some  of  these 

relate  to  the  several  peculiarities,  and  to  the  mutual  relatioDs 

of  the  three  great  agents  of  production.  Labour,  Capital,  and 

Land ;  and  they  will  be  postponed  to  .the  following  Book. 

But  there  are  several  others  which  are  more  general  in 

character  and  may  be  tak^n  at  once. 

Scope  of  The  first  group  is  concerned  with  the  relations  between 

Slapters^  the  different  &ctors  that  are  required  to  co-operate  for  the 

^^^       production  of  the  same  goods,  and  with  those  between  the 

Chapters    joint  products  of  the  same  branch  of  production,  &c. 

Chapters  The  second  group  deals  with  the  relations  in  which  Rent 

vm,  IX.,  X.  proper,  that  is  the  income  derived  from  the  free  gifts  of 

nature,  and  Quasi-rents  of  all  kinds  stand  to  value.    Li  dib 

group  several  difficulties,  that  have  been  slightly  touched  on 

in  the  present  and  the  last  chapter,  will  be  examined  at 

length,  with  the  purpose  among  others  of  bringing  out  the 

complete  continuity  between  the  theory  of  the  income  derived 

from  land  and  from  other  things  which  are  commonly  said  to 

be  made  by  man,  but  really  are  only  turned  to  account  br 

him,  since  man  can  create  only  utilities. 

And  this  cause  alone  would  prevent  any  rigid  division  being  made  between  loos 
and  short  periods.  Bat  in  fact  a  theoretically  perfect  long  period  most  give  Hmt 
enongh  to  enable  not  only  the  factors  of  production  of  the  oommodi^  to  bt 
adjusted  to  the  demand,  but  also  the  factors  of  prodncticm  of  those  fadon  d 
production  to  be  adjusted  and  so  on;  and  this»  when  carried  to  its  lofkal 
consequences,  will  be  found  to  involve  the  supposition  of  a  stationary  stale  of 
industry,  in  which  the  requirements  of  a  future  age  can  be  anticqpated  am 
indefinite  time  beforehand.  Some  such  assumption  is  indeed  nncooscicmriy  is- 
plied  in  many  popular  renderings  of  Ricardo's  theory  of  value,  if  not  in  hk  own 
versions  of  it ;  and  it  is  to  this  cause  more  than  any  other  that  we  must  attribsto 
tliat  simplicity  and  sharpness  of  outline,  from  which  the  eeonomic  doctrines  ia 
fashion  in  the  first  half  of  this  century  derived  some  of  their  seductive  ehana  m 
well  as  roost  of  whatever  tendency  they  may  have  to  lead  to  falM  practkal  om> 
closions. 
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This  further  study  of  Quasi-rents  will  lead  the  way  to  a   book  v. 
rather  technical  discussion  of  the  relations  between  marginal     ^°'^* 
and  average  supply  price  expenses  of  production;  and  of  Chapter  xu 
problems  in  which  two  or  more  positions  of  stable  equi- 
librium between  normal  demand  and  normal  supply  may, 
theoretically  at  least,  be  possible. 

The  last  group  relates  to  the  bearings  of  the  theories  of  Cbapten* 
demand  and  supply,  and  of  monopolies  on  the  famous  doctrine 
that  free  competition  tends  to  make  the  aggregate  satisfaction 
a  maximum. 

All  of  these  discussions  are  integral  parts  of  a  complete  Some  of 
understanding  of  the  theory  of  value :  but  at  all  events  the  chapters 
last  two  groups  are  not  essential  to  the  discussion  of  the  ^^ed 
broad  problem  of  Distribution  and   Exchange,  which  will  gj®^  ^^^ 
occupy  our  attention  in  the  following  Book.    And  the  sum-  present, 
maiy  of  their  chief  results  given  in  the  concluding  chapters 
of  this  Book  may  suflSce  for  the  present  purpose  of  those 
readers  who  desire  to  get  as  soon  as  possible  to  the  applica- 
tion of  the  theory  of  value  to  social  questions. 
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CHAPTER  VL 

JOINT    AND    COMPOSITE    DEMAND:     JOINT     AND     COMPOSITE 

SUPPLY. 


BOOK  V. 
CH.  VI. 

Derived 
demand 
tLnd  joint 
demand. 


Illastratioii 
taken  from 
a  labour 
dispute  in 
the  bnild- 
iug  trade. 


§  1.  The  demand  for  the  things  used  for  making  other 
things,  and  their  fiactors  of  production,  is  indirect ;  it  is  DE- 
RIVED from  the  demand  for  the  things  towards  the  production 
of  which  they  contribute ;  or,  in  other  words,  the  demands  for 
all  the  various  factors  of  production  of  a  finished  conmiodity 
are  joined  together  in  the  joint  demand  for  it\  Thugjbfi- 
demand  for  beer  is  direct,  and  is  a  joint  demand  for  hops, 
malt,  brewers'  labour,  and  the  other  factors  of  production  of 
beer:  and  the  demand  for  any  one  of  them  is  an  indirect 
demand  derived  from  that  for  beer.  Again  there  is  a  direct 
demand  for  new  houses ;  and  from  this  there  arises  a  joint 
demand  for  the  labour  of  all  the  various  building  trades,  and 
for  bricks,  stone,  wood,  etc.,  which  are  factors  of  production 
of  building  work  of  all  kinds,  or  as  we  may  say  for  shortness, 
of  new  houses.  But  the  demand  for  any  one  of  these,  as  for 
instance  the  labour  of  plasterers,  is  only  an  indirect,  or  De- 
rived, demand. 

Let  us  take  an  illustration  from  a  class  of  events  that  are 
of  frequent  occurrence  in  the  labour  market ;  the  period  over 
which  the  disturbance  extends  being  short,  imd  the  causes  of 
which  we  have  to  take  account  as  readjusting  demand  and 
supply  being  only  such  as  are  able  to  operate  within  that 
short  period. 

^  Compare  Book  m.  Ch.  m.  §  6.  It  will  be  recollected  that  the  things  id  • 
form  ready  for  immediate  use  have  been  called  Goods  o/tkejirst  Order,  or  O- 
sitmera  Goods;  and  that  things  osed  as  Factors  of  production  of  other  Goods  bs^ 
been  called  Producers  Goodsy  or  more  exactly  Goods  of  the  second  eatd  hf^ 
Orders  (Book  n.  Ch.  m.  §  1). 
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This  case  has  important  practical  bearings,  which  give  it  book  v. 
a  special  claim  on  our  attention ;  but  we  should  notice  that,  ^'^' 
referring  as  it  does  to  short  periods,  it  is  an  exception  to  our 
general  rule  of  selecting  illustrations  in  this  and  the  neigh- 
bouring chapters  from  cases  in  which  there  is  time  enough 
for  the  full  long-period  action  of  the  forces  of  supply  to  be 
developed. 

Let  us  then  suppose  that  the  supply  and  demand  for 
building  being  in  equilibrium,  there  is  a  strike  on  the  part 
of  one  group  of  workers,  say  the  plasterers,  or  that  there  is 
some  other  disturbance  to  the  supply  of  plasterers'  labour. 
In  order  to  isolate  and  make  a  separate  study  of  the  demand 
for  that  fikctor,  we  suppose  firstly  that  the  general  conditions 
of  the  demand  for  new  houses  remain  unchanged,  (that  is, 
that  the  demand  schedule  for  new  houses  remains  valid); 
and  secondly  we  assume  that  there  is  no  change  in  the  general 
conditions  of  supply  of  the  other  factors,  two  of  which  are  of 
course  the  business  faculties  and  the  business  organizations 
of  the  master  builders ;  (that  is,  we  assume  that  their  supply 
schedules  also  remain  valid).  Then  a  temporary  check  to 
the  supply  of  plasterers'  labour  will  cause  a  proportionate 
check  to  the  amount  of  building :  the  demand  price  for  the 
diminished  number  of  houses  will  be  a  little  higher  than 
before;  and  the  supply  prices  for  the  other  factors  of  pro- 
duction will  not  be  greater  than  before*.  Thus  the  demand 
price  for  new  houses  will  now  exceed  the  sum  of  the  supply 
prices  of  these  other  factors  by  a  good  margin ;  and  that 
margin  gives  the  limit  to  the  possible  rise  of  the  demand 
price  for  plasterers'  labour,  on  the  supposition  that  plasterers* 
labour  is  indispensable.  The  different  amounts  of  this  margin, 
corresponding  to  diflferent  checks  to  the  supply  of  plasterers' 
labour,  are  determined  by  the  general  rule  that, — 

The  demand  price 'for  any  thing  used  in  producing  2k  Law  of 
commodity  is,  for  each  separate  amount  of  the  commodity,  i^^nd. 
limited  by  the  excess  of  the  price  at  which  that  amount  of 

I  This  is  at  any  rate  true  under  aU  ordinary  conditions:  there  wiU  be  less 
extra  charges  for  oxertime;  and  the  price  of  the  labour  of  carpenters,  brick- 
layers and  others  is  likely  rather  to  go  down  than  to  go  up,  and  the  same  is  tme 
of  brides  and  other  bnilding  materials. 
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BOOK  V.  the  commodity  can  find  purchasers,  over  the  sum  of  the  price? 
^'^'  at  which  the  corresponding  supplies  of  the  other  things  needed 
for  making  it  will  be  forthcoming.  (Or,  to  use  technical 
terms,  the  demand  schedule  for  any  fiewstor  of  production  of  a 
commodity  can  be  derived  from  that  for  the  commodity  hj 
subtracting  from  the  demand  price  of  each  separate  amount 
of  the  commodity  the  sum  of  the  supply  prices  for  correspond- 
ing amounts  of  the  other  fiujtors.) 

It  must  always  be  remembered  that  this  Derived  schedule 
has  no  validity  except  on  the  supposition  that  we  are  isolatiDg 
this  one  factor  for  separate  study;  that  its  own  conditicms 
of  supply  are  disturbed ;  that  there  is  at  the  time  no  in- 
dependent disturbance  affecting  any  other  element  in  the 
problem ;  and  that  therefore  in  the  case  of  each  of  the  other 
Actors  of  production  the  selling  price  may  be  taken  to  coincide 
alwajrs  with  the  supply  price*. 

1  In  illnstratiug  this  by  a  diagram  it  wiU  be  well,  for  the  sake  of  sbortDMs  d 
wording,  to  divide  the  expenses  of  production  of  a  commodity  into  the  sapflr 
prices  of  two  things  of  which  it  is  made ;  let  us  then  regard  the  supply  priee  of  « 
knife  as  the  sum  of  the  supply  prices  of  its  blade  and  handle,  and  neglect  the  ex- 
pense of  putting  the  two  together.  Let  m'  be  the  supply  curve  for  ti^*wiu«  ud 
SS'  that  for  knives;  so  that  M being  any  point  on  Ox,  and  MqQ  being  dzmwn  vcr- 
tically  to  cut  m'  ing  and  88'  in  Q^  Mq  is  the  supply  price  for  OM  li*>w^W,  qQh^ 
the  supply  price  for  OM  blades  and  MQ  the  supply  price  for  OM  knives,  Lst  DIf 
the  demand  curve  for  knives  cut  88^  in  A,  and  AaB  be  drawn  verticaUy  as  is  tbr 
figure.  Then  in  equilibripm  OB  knives  are  sold 
at  a  price  BA  of  which  Ba  goes  for  the  handle 
and  aA  for  the  blade. 

(In  this  iUustration  we  may  suppose  that 
sufficient  time  is  allowed  to  enable  the  forces 
which  govern  supply  price  to  work  themselves 
out  fnUy ;  and  we  are  at  liberty  therefore  to  make 
our  supply  curves  inclined  negatively.  This 
change  will  not  affect  the  argument;  but  on  the 
whole  it  is  best  to  take  our  typical  instance  with 
the  supply  curve  inclined  positively.) 

Now  let  us  suppose  that  we  want  to  isolate 
for  separate  study  the  demand  for  knife  handles.  Aocordin^y  we  suppoM  thai  the 
demand  for  knives  and  the  supply  of  blades  conform  to  the  laws  iirfiraM  k; 
their  respective  curves:  also  that  the  supply  curve  for  handles  stfll  reaui» 
in  force  and  represents  the  circumstances  of  normal  supply  of  handlea;.  althoagfa 
the  supply  of  handles  is  temporarily  disturbed.  Let  MQ  cut  DD*  in  /*,  tfaoi 
MP  is  the  demand  price  for  OM  knives  and  Qq  is  the  supply  price  for  OM  Wadw 
Take  a  point  p  in  MP  such  that  Pp  is  equal  to  Qq,  and  therefore  JUf|i  is  tb 
excess  of  MP  over  Qq ;  then  i/]p  is  the  demand  price  for  OM  handles.  Let  d^  l« 
the  locus  of  ji^  obtained  by  giving  M  successive  positions  along  Ox  and  finding  thr 
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§  2.    When  however  we  come  to  apply  this  theory  to  the    book  v. 
actual  conditions  of  life,  it  will  be  important  to  remember    ^'^' 
that  if  the  supply  of  one  factor  is  disturbed,  the  supply  of  Ctntlons 
others  is  likely  to  be  disturbed  also.     In  particular,  when  the  practical 
factor  by  which  the  supply  is  disturbed  in  one  class  of  labour,  SSns^  the 
as  that  of  the  plasterers,  the  employers'  earnings  generally  ^^^'t- 
act  as  a  buffer.    That  is  to  say,  the  loss  falls  in  the  first 
instance  on  them ;  but  by  discharging  some  of  their  work- 
men and  lowering  the  wages  of  others,  they  ultimately 
distribute  a  great  part  of  it  among  the  other  factors  of  pro- 
duction.   The  details  of  the  process  by  which  this  is  effected 
are  various,  and  depend  on  the  action  of  trade  combinations, 
on  the  higgling  and  bargaining  of  the  market,  and  on  other 
causes  with  which  we  are  not  just  at  present  concerned. 

It  is  important  to  note  the  general  conditions,  under  which  Conditions 
a  check  to  the  supply  of  a  thing  that  is  wanted  not  for  ^ch  a 
direct  use,  but  as  a  &ctor  of  production,  may  cause  a  very  ^fJJL^y 
great  rise  in  its  price.  The  first  condition  is  that  the  fiewtor  i^much 
itself  should  be  essential,  or  nearly  essential  to  the  production  %  factor  of 
of  the  commodity,  no  good  substitute  being  available  at  a  ^  nction. 
moderate  price. 

corresponding  positions  of  p ;  then  <2(f  is  the  derived  demand  carve  for  handles. 
Of  coarse  it  passes  through  a.  We  may  now  neglect  aU  the  rest  of  the  figare 
except  the  carves  dtf,  m';  and  regard  them  as  representing  the  relations  of 
donuid  for  and  supply  of  handles,  other  things  being  eqaal»  that  is  to  say, 
b  the  absence  of  any  distarbing  cause  which  affects  the  law  of  sapply  of  blades 
md  the  law  of  demand  for  knives.  Ba  is  then  the  eqailibriam  price  of  handles, 
iboat  which  the  market  price  oscillates,  in  the  manner  investigated  in  the 
preceding  chapter,  ander  the  inflaence  of  demand  and  sapply,  of  which  the 
■cfaedoles  are  represented  by  dtt  and  m'.  It  has  already  been  remarked  that 
the  ordinary  demand  and  sapply  carves  have  no  practical  valae  except  in  the 
inunediate  neighboarhood  of  the  point  of  eqailibriam.  And  the  same  remark 
^Ues  with  even  greater  force  to  the  eqaation  of  derived  demand. 

SinceJtfp— if^sJ/P— If ^;  therefore  A  being  a  point  of  stable  eqailibriam, 
^  eqailibrinm  at  a  also  is  stable,  whether  the  sa^ly  carves  are  positively  or 
oegitivdy  inclined. 

In  the  ilhutration  that  has  jast  been  worked  oat  the  anit  of  each  of  the 
factors  remains  anchanged  whatever  be  the  amoant  of  the  commodity  produced; 
lor  one  Made  and  one  handle  are  always  required  for  each  knife ;  but  when  a 
:hiiige  in  the  amoant  of  the  commodity  produced  changes  in  the  amount  of  each 
^•ettot  ttiat  is  required  for  the  production  of  a  unit  of  the  commodity,  the  demand 
uid  sapply  curves  for  the  factor  got  by  the  above  process  are  not  expressed  in 
tmns  of  fixed  units  of  the  factor.  They  must  be  translated  back  into  terms  of 
ited  units  before  they  are  available  for  general  use.  (See  Mathematical  Note  xrv.) 
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BOOK  V.  The  second  condition  is  that  the  commodity  in  the  pro- 
^'^'  duction  of  which  it  is  a  necessary  factor,  should  be  one  for 
which  the  demand  is  stiff  and  inelastic ;  so  that  a  check  to 
its  supply  will  cause  consumers  to  offer  a  much  increased 
price  for  it  rather  than  go  without  it ;  and  this  of  course 
includes  the  condition  that  no  good  substitutes  for  the  com- 
modity are  available  at  a  price  but  little  higher  than  its 
equilibrium  price.  If  the  check  to  house  building  raises  the 
price  of  houses  very  much,  builders,  anxious  to  secure  the 
exceptional  profits,  will  bid  against  one  another  for  such 
plasterers'  labour  as  there  is  in  the  market*. 

The  third  condition  is  that  only  a  small  part  of  the 
expenses  of  production  of  the  commodity  should  consist  of 
the  price  of  this  factor.  Since  the  plasterers'  wages  are  bat 
a  small  part  of  the  total  expenses  of  building  a  house,  a  rise  of 
even  50  per  cent,  in  them  would  add  but  a  very  small  per- 
centage to  the  expenses  of  production  of  a  house  and  would 
check  demand  but  little*.  V^ 

The  fourth  condition  is  %|;t  even  a  small  check  to  the 
amount  demanded  should  dime  a  considerable  CblU  in  the 
supply  prices  of  other  factorf  of  production ;  for  that  will  in- 
crease the  margin  available  t>r  paying  a  high  price  for  this 
one*.  If,  for  instance,  bricklayers  and  other  classes  of  work- 
men, or  the  employers  themselves  cannot  easily  find  other 
things  to  do,  and  cannot  afford  to  remain  idle,  they  may  be 
willing  to  work  for  much  lower  earnings  than  before,  and  this 
will  increase  the  margin  available  for  paying  higher  wages  to 
plasterers.  These  four  conditions  are  independent,  and  the 
effect  of  the  last  three  is  cumulativ<e. 
The  The  rise  in  plasterers'  wages  would  be  checked  if  it  wen* 

inoderaiiDg 

1  We  have  to  inquire  under  what  conditions  the  ratio  pM  to  oB  wiU  be  tLr 
greatest,  pM  being  the  demand  price  for  the  factor  in  question  corregpouiiimt  %» 
a  snpply  reduced  from  OB  to  Oif ,  that  is  reduced  by  the  given  amoimt  BM,  TW 
second  condition  is  that  PM  should  be  large ;  and  since  the  elasticity  of 
measured  by  the  ratio  which  BM  bears  to  the  excess  of  PM  over  AB^  the 
PM  is,  the  smaUer,  other  things  being  equal,  is  the  elasticity  of  demaad. 

a  The  third  condition  is  that  when  PM  exceeds  AB  in  a  grren  ratio,  ^if 
be  caused  to  exceed  ^a  in  a  large  ratio:  and  other  things  being  equal,  thai 
J?a  to  be  but  a  small  part  of  BA. 

8  That  is,  if  Qg  had  been  smaller  than  it  is,  Pp  would  have  been 
Mp  would  have  been  larger.    See  also  Mathematical  Note  xv. 
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possible  either  to  avoid  the  use  of  plaster,  or  to  get  the  work  book  v. 
done  tolerably  well  and  at  a  moderate  price  by  people  outside  °°*^' 
the  plasterers'  trade.     The  Law  of  Substitution  here  as  else-  mfluenceof 

,  ,  ,        ,  the  Xiftw  of 

where  exercises  a  subduing  influence  on  forces  which  might  Substitn. 
otherwise  lead  to  startling  results.     The  tyranny  which  one   ^^' 
&ctor  of  production  of  a  commodity  might  in  some  cases 
exercise  over  the  other  factors  through  the  Law  of  Derived 
Demand  is  tempered  by  the  Law  of  Substitution^ 

Again,  an  increased  difficulty  in  obtaining  one  of  the 
fiactors  of  a  finished  commodity  can  often  be  met  by  modify- 
ing the  character  of  the  finished  product.     Some  plasterers' 
labour  may  be  indispensable;  but  people  are  often  in  doubt 
how  much  plaster  work  it  is  worth  while  to  have  in  their 
houses,  and  if  there  is  a  rise  in  its  price  they  will  have  less 
of  it.    The  intensity  of  the  satisfaction  of  which  they  would  and  of  the 
be  deprived  if  they  had  a  little  less  of  it,  is  its  marginal  m^^^ 
utility ;  the  price  which  they  are  just  willing  to  pay  in  order  H*®^"^^ 
to  have  it,  is  the  true  demand  price  for  plasterers'  work  up  the  several 
to  the  amount  which  is  being  used.     So  again  there  is  a  joint  production 
demand  for  malt  and  hops  in  ale :  but  their  proportions  can  m^Jdi^" 
be  varied,  the  difference  in  the  price  which  can  be  got  for  ^"^  ®^® 
two  kinds  of  ale  similar  in  other  respects,  but  of  which  one 
has  more  hops  than  the  other,  gives  the  means  of  determin- 
ing the  demand  price  for  hops*. 

The  relations  between  plasterers,  bricklayers,  &c.,  which 
were  discussed  in  our  first  illustration,  are  representative  of 
much  that  is  both  instructive  and  romantic  in  the  history  of 
alliances  and  conflicts  between  trades  unions  in  allied  trades. 
But  the  most  numerous  instances  of  Joint  demand  are  those 
of  the  demand  for  a  raw  material  and  the  operatives  who 
work  it  up ;  as  for  instance  cotton  or  jute  or  iron  or  copper, 
and  those   who  work   up   these   several   materials     Again 

I  Dr  Bohm-Bawerk  in  his  exceUent  Qrundz&ge  der  Theorie  des  icirtachaJUichen 
^nteneertg  {Jahrbueh  fur  NaJtionaldkonomie  und  Statiatikt  vol.  xm.  p.  59)  shows 
that  if  all  bat  one  of  the  factors  of  production  of  a  commodity  have  available  sub- 
stitntes  in  nnlimited  supply,  by  which  their  own  price  is  rigidly  fixed,  the  derived 
demand  price  for  the  remaining  factor  wiU  be  the  excess  of  the  demand  price  for 
the  finished  prodnct  over  the  sun  of  the  supply  prices  thns  fixed  for  the  remaining 
iactora.    Tfais  is  an  interesting  special  case  of  the  law  given  in  the  text. 

*  See  Mathematical  Note  XVI. 
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BOOK  V. 
CH.  VI. 


Composite 
demand. 


Joint 
Supply. 


the  relative  prices  of  different  articles  of  food  vary  a  good 
deal  with  the  supply  of  skilled  cooks  labour;  thus  for  instance 
many  kinds  of  meat  and  many  parts  of  vegetables  which  are 
almost  valueless  in  America,  where  skilled  cooks  are  rare 
and  expensive,  have  a  good  value  in  France  where  the  art 
of  cooking  is  widely  diffused. 

§  3.  We  have  already^  discussed  the  way  in  which  the 
demand  for  any  commodity  is  made  up  or  compounded  of  the 
demands  of  the  diff(^*ent  groups  of  people,  who  may  need  it 
But  we  now  may  extend  this  notion  of  GOBfPOSiTE  demand  to 
factors  of  production.  Nearly  every  raw  material  and  nearly 
every  kind  of  labour  is  applied  in  mimy  different  branches  of 
industry,  and  contributes  to  the  production  of  a  great  variety 
of  commodities.  Each  of  these  commodities  has  its  own 
direct  demand  fix)m  which  the  derived  demand  for  any  of  the 
&ctors  made  in  using  it  can  be  found.  The  total  demand 
for  the  &ctor  is  the  sum  of  the  derived  demands  for  it,  in 
each  of  its  several  uses ;  and  these  may  be  added  together, 
in  just  the  same  way  as  the  partial  demands  of  several  classes 
of  society  for  a  finished  commodity  are  added  together,  and 
thus  make  up  the  total  demand  for  it*. 

§  4.  We  may  now  pass  to  consider  the  case  of  things  which 
have  a  joint  supply.  It  corresponds  to  that  of  things  which 
have  a  joint  demand,  and  it  may  be  discussed  almost  in  the 


Let  didi'  be  the 


1  See  Book  m.  Ch.  nr.  §  2. 

s  Thns,  let  a  factor  of  production  have  three 
cnrre  for  it  in  its  first  use.  From  N  any 
point  on  Oy  draw  ^i  horizontally  to  cat  didi 
in  pi;  then  Xpi  is  the  amoont  that  is  de- 
manded for  the  first  use  at  price  ON,  Produce 
Xpi  to  p^  and  further  on  to  P  making  pip^ 
and  jp^P  of  such  lengths  as  to  represent  the 
amounts  of  the  factor  demanded  at  price  ON 
for  the  second  and  third  uses  respectively.  As 
N  moves  along  Oy  let  p^  trace  out  the  curve 
d^*  and  let  P  trace  out  the  curve  Djy.  Thns 
d^t  would  be  the  demand  curve  for  the  factor 
if  it  had  only  its  first  and  second  uses.  DD* 
is  its  demand  curve  for  all  three  uses.  It  is 
immaterial  in  what  order  we  take  the  several 
uses.  In  the  case  represented,  the  demand  for  the  second  use  begins  ■&  %  hwt  r 
price  and  that  for  the  third  use  begins  at  a  higher  price  than  does  the  <*— 'tiy'  fi' 
the  first  use.    (See  Mathematical  Note  xvu.) 
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swne  words,  by  merely  substituting  "  demand  "  for  "  supply,"  book  v. 
and  vice  versd.  When  two  or  more  things  are  produced  by  ^°'^' 
one  and  the  same  process ;  so  that  the  expenses  of  producing 
them  all  together  are  not  greater  than  the  expenses  of  pro- 
ducing one  of  them  alone  would  be ;  then  these  things  are 
called  joint  products.  Thus  wheat  and  straw  are  joint  pro- 
ducts ;  beef  Mid  hides  are  joint  products. 

If  it  is  desired  to  isolate  the-  relations  of  demand  and  Derived 
supply  for  a  joint  product,  the  derived  supply  price  is  found  Jffl^e. 
in  just  the  same  way  as  the  derived  demand  price  for  a  &ctor 
of  production  was  found  in  the  parallel  case  of  demand. 
Other  things  must  be  assumed  to  be  equal  (that  is,  the 
supply  schedule  for  the  whole  process  of  production  must  be 
assumed  to  remain  in  force  and  so  must  the  demand  schedule 
for  each  of  the  joint  products  except  that  to  be  isolated). 
The  derived  supply  price  is  then  found  by  the  rule  that  it 
must  equal  the  excess  of  the  supply  price  for  the  whole  pro- 
cess of  production  over  the  sum  of  the  demand  prices  of  all 
the  other  joint  products ;  the  prices  being  taken  throughout 
with  reference  to  corresponding  amounts^  In  manufacture 
and  agriculture,  in  the  carrying  and  distributing  trades,  it  is 
often  a  matter  of  the  greatest  difficulty  to  decide  what  are 
the  real  expenses  of  any  one  of  the  many  operations  that  are 
being  done  at  the  same  time.  The  difficulty  is  greatest  with 
regard  to  those  fixed  charges  which  would  run  on  if  little 

>  We  may  again  flloBtrate  by  a  sim^e  example.  Let  SS*  be  the  sapply  curve 
for  boUocks ;  dd*  the  demand  cnnre  for  their  carcases, 
that  is,  for  the  meat  derired  from  them.  M  being  any 
point  on  Ox  draw  Mp  verticaUy  to  cat  dd'  in  p^  and 
prodnce  it  to  P  so  that  pP  represents  the  demand 
price  for  OM  hides.  Then  MP  is  the  demand  price  for 
Oif  bollocks,  uid  Djy  the  locns  of  P  is  the  demand 
corre  for  bollocks :  it  may  be  called  the  total  demand 
curve.  Let  />//  cnt  SS*  in  A ;  and  draw  AaB  as  in 
the  figure.  Then  in  eqnilibriam  OB  boUooks  are  pro- 
duced and  sold  at  the  price  BA  of  which  Ba  goes  for  ^  ""  »  ' 
the  carcase  and  aA  for  the  hide. 

Let  MP  cnt  8JS^  in  Q.  From  ^if  cnt  off  Qg  equal  to  Pp ;  then  9  is  a  point  on  the 
derived  supply  carve  for  carcases.  For  if  we  assnme  that  the  seUing  price  of  OM 
hides  is  always  eqnal  to  the  corresponding  demand  price  Pp^  it  foUows  that  since 
it  costs  QM  to  prodace  each  of  OM  bnUocks  there  remains  a  price  QM—Pp^  that 
is  qM,  to  be  borne  by  each  of  the  OM  hides.  Then  s$*  the  locns  of  g,  and  dd*  are 
the  sQi^ly  and  demand  curves  for  hides.    (See  Mathematical  Note  xvm.) 
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BOOK  V.    or  nothing  were  being  done  in  the  establishment ;  and  we 
^•^'    shall  be  much  occupied  hereafter  with  the  troubles  that  arise 
from  this  source. 
But,  where       There  are  however  very  few  cases  of  joint  products  the 
tive  pro-     cost  of  production  of  both  of  which  together  is  exactly  the 
^i^kiT     *""®  ^  *^**  ^f  ^^^  ^f  them  alone.     So  long  as  any  product 
products     of  a  business  has  a  market  value,  it  is  almost  sure  to  have 
modified,    devoted  to  it  some  special  care  and  expense,  which  would  be 
diminished,  or  dispensed  with  if  the  demand  for  that  product 
were  to  fall  very  much.     Thus,  for  instance,  if  straw  were 
valueless,  farmers  would  exert  themselves  more  than  they  do 
to  make  the  ear  b^ar  as  large  a  proportion  as  possible  to  the 
stalk.    Again,  the  importation  of  foreign  wool  has  caused 
English  sheep  to  be  selected  almost  exclusively  for  their 
tendency  to  develop  early  heavy  weights  of  good  meat.    It 
is  only  when  one  of  two  things  produced  by  the  same  process 
is  valueless,  unsaleable,  and  yet  does  not  involve  any  expense 
for  its  removal,  that  there  is  no  inducement  to  attempt  to 
modify  their  relative  proportions, 
we  can  And  it  is  only  in  these  exceptional  cases  that  there  is,  a? 

^^theT'  ^  ^^>  *^y  grefl'*'  difficulty  in  ascertaining  the  separate  suppir 
^f^^      price  of  each  of  the  joint  products.     For  when  it  is  possible 
of  them  by  to  modify  the  proportions  of  these  products,  it  can  always  be 
^^      ascertained  what  part  of  the  whole  expense  of  the  process  ot 
method,      production  would  be  saved,  by  so  modifying  these  proportions 
as  slightly  to  diminish  the  amount  of  one  of  the  joint  pro- 
ducts, without  affecting  the  amounts  of  the  others.     Thai 
part  of  the  expense  is  the  expense  of  production  of  the  mar- 
ginal element  of  that  product ;  it  is  the  supply  price  of  whidi 
we  are  in  search*. 
Coniponu        §  5.     We  may  pass  to  the  problem  of  composite  supw*y 
Supply,      ^y^jh  is  analogous  to  that  of  composite  demand.    It  is  closely 
connected  with  the  Law  of  Substitution  which  has  beeii 
Biyai  com-  noticed  already.     We  may  consider  that  two  things  are  riraU 
"*   *  ^     when  they  are  capable  of  satisfying  the  same  demand.     If 
the  causes  which  determine  their  production  are  nearly  the 
same,  they  may  for  many  purposes  be  treated  as  one  com- 

>  See  Mathematical  Note  xn. 
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modity'.  For  instance,  beef  and  mutton  may  be  treated  as  book  v. 
varieties  of  one  commodity  for  many  purposes;  but  they  ^°*  ^' 
must  be  treated  as  separate  for  others,  as  for  instance  for 
those  in  which  the  question  of  the  supply  of  wool  enters. 
Rival  things  are  however  often  not  finished  commodities,  but 
factors  of  production.  For  instance,  there  are  many  rival 
fibres  which  are  used  in  making  ordinary  printing  paper*. 

Continued  rivalry  is  as  a  rule  possible  only  when  none  of  cannot 
the  rivals  has  its  supply  governed  by  the  Law  of  Increasing  Sfflmain  m 
Return.    The  equilibrium  is  stable  only  when  none  of  them  ^thw,  if 
is  able  to  drive  the  others  out ;  and  this  is  the  case  when  all  ^7  ^^, 

,     ,    ,      ,  them  obeys 

of  them  conform  to  the  Law  of  Diminishing  Return ;  because  the  Law  of 
then  if  one  did  obtain  a  temporary  advantage  and  its  use  in-  Re^t^.^'^ 
creased,  its  supply  price  would  rise,  and  then  the  others 
would  begin  to  undersell  it.  But  if  one  of  them  conformed 
to  the  Law  of  Increasing  Return,  the  rivalry  would  soon 
cease;  for  whenever  it  happened  to  gain  a  temporary  ad- 
vantage over  its  rivals  its  increased  use  would  lower  its 
supply  price  and  therefore  increase  its  sale — its  supply  price 
would  then  be  further  lowered,  and  so  on :  thus  its  advantage 
over  its  rivals  would  be  continually  increased  until  it  had 
driven  them  out  of  the  field  It  is  true  that  there  are 
apparent  exceptions  to  this  rule ;  and  things  which  conform 

1  Comp.  Jevons,  l.c.  pp.  146,  6. 

>  The  want  which  aU  the  rivals  tend  to  satisfy  is  met  l^  a  composite  supply^ 
tlie  total  sopply  at  any  price  being  the  snm  of  the  partial  supplies  at  that  price. 

Thus,  for  instance,  N  being  any  point  on   O^f  draw  Nqiq^Q  paraUel  to 
Oz  such  that  ^91,  qiqt  and  q^Q  are  Fig.  23. 

respectively  the  amounts  of  the 
first,  second  and  third  of  those  rivals 
which  can  be  supplied  at  the  price 
OX.  Then  XQ  is  the  total  com- 
posite simply  at  that  price,  and  the 
loeus  of  <^  is  the  total  supply  curve 
<d  the  means  of  satisfying  the  want 
in  question.  Of  course  the  units  of 
the  several  things  which  are  rivals 
Buist  be  so  taken  that  each  of  them 
utisfies  the  same  amount  of  the 
wtnt    In  the  case  represented  in 

the  figure  small  quantities  of  the  first  rival  can  be  put  on  the  market  at  a  price 
too  low  to  eaU  forth  any  supply  of  the  other  two,  and  small  quantities  of  the 
■econd  at  a  price  too  low  to  call  forth  any  of  the  third.    (See  Mathematical  Note 
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BOOK  V.   to  the  Law  of  Increasmg  Return  do  sometimes  seem  lo 
cH^i.    y^jjj^jj^  fop  ^  fojjg  ijjm^  ju  jjhg  jg^y  ng  rivals:  such  is  the 

case  perhaps  with  different  kinds  of  sewing  machines  and  cf 
electric  lighta  But  in  these  cases  the  things  do  not  really 
satisfy  the  same  wants,  they  appeal  to  slightly  different  needs 
or  tastes ;  there  is  still  some  difference  of  opinion  as  to  their 
relative  merits ;  or  else  perhaps  some  of  them  are  patented 
or  in  some  other  way  have  become  the  monopoly  of  particular 
firms.  In  such  cases  custom  and  the  force  of  advertiang 
may  keep  many  rivals  in  the  field  for  a  long  time ;  partica- 
larly  if  the  producers  of  those  things  which  are  really  the 
best  in  proportion  to  their  expenses  of  production  are  not 
able  effectively  to  advertise  and  push  their  wares  by  travellers 
and  other  agencies. 
In  real  life  §  6-  I»  r^al  life  there  are  very  few  things  the  value  of 
^tions  which  can  be  determined  without  taking  some  account  of  all 
between     the  four  chief  problems  which  have  been  discussed  in  this 


deter-        chapter.    We  often  find  connections  between  the  prices  of 
vaiue?of  ^  commodities  which  at  first  seem  (ax  apcu^t. 
^^^^  Thus  when  charcoal  was  generally  used  in  making  iron, 

often  reach  the  price  of  leather  depended  in  some  measure  on  that  of 

far  and  are  ,        ■■'  "^  ,  , 

very  com-  iron ;  and  the  tanners  petitioned  for  the  exclusion  of  foreign 


ex. 


ninstra-  iron  in  order  that  the  demand  on  the  part  of  English  iron 
^^^^'  smelters  for  oak  charcoal  might  cause  the  production  of 
English  oak  to  be  kept  up,  and  thus  prevent  oak  bark  from 
becoming  dear\  Again,  the  development  of  railways  and 
other  means  of  communication  for  the  benefit  of  one  trade, 
as  for  instance  wheat  growing  in  some  parts  of  America  and 
silver  mining  in  others,  greatly  lowers  some  of  the  chief 
expenses  of  production  of  nearly  every  other  product  of 


1  Toynbee  {Industrial  Revolutum,  p.  80).  This  Instance  may  aerre  to  i 
na  of  the  way  in  which  an  excessive  demand  for  a  thing  may  cause  its  aoaress  of  | 
supply  to  be  destroyed,  and  thus  render  scarce  any  joint  products  ihml  H  mmj 
have :  for  the  demand  for  wood  on  the  part  of  the  ironmakers  led  to  a  nkmtimm  | 
destruction  of  many  forests  in  England.  Again,  an  exeeeaiTe  demand  for  kafe 
was  assigned  as  a  cause  of  the  prevailing  scarcity  of  sheep  a  few  yean  ago,  wWc 
some  argued  on  the  contrary  that  the  better  the  price  to  be  got  for  spring  kab 
sold  to  the  rich,  the  more  profitable  would  be  the  prodnotioii  of  sbesfK  and  ths 
cheaper  would  mutton  be  for  the  people.  The  fact  is  that  an  increaac  of  dsmaai 
may  hare  opposite  effects  according  as  it  does  or  does  not  act  so  sodden^  ■•  t» 
prevent  producers  from  adapting  their  action  to  it. 
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those  districta  Again,  the  prices  of  soda,  and  bleaching  book  v. 
materials  and  other  products  of  industries,  the  chief  raw  ^°'  ^'' 
material  of  which  is  salt,  move  up  and  down  relatively  to 
one  another  with  almost  every  improvement  in  the  various 
processes  which  are  used  in  those  industries;  and  every 
change  in  those  prices  afifects  the  prices  of  many  other 
goods;  for  the  various  products  of  the  salt  industries  are 
more  or  less  important  factors  in  many  branches  of  manu- 
factured 

1  See  Mathematical  Note  xzi. 
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CHAPTER  VII. 

PRIME  AND  TOTAL  COST  IN  RELATION  TO  JOINT  PRODUCR. 
COST  OF  MARKETING.  INSURANCE  AGAINST  RISK.  COST 
OF  REPRODUCTION. 

BOOK  V.         §  !•    We  may  now  return  to  the  consideration  of  Prime 
cH^i.    jm^  Supplementary  Costs,  with  special  reference  to  the  proper 
Supple.      distribution  of  the  latter  between  the  Joint  products  of  a 
Costs  <rf     business. 

prodocts.  ^^  often  happens  that  a  thing  made  in  one  branch  of  a 

Difficulty    business  is  used  as  a  raw  material  in  another,  and  then  the 

J^^one    question  of  the  relative  profitableness  of  the  two  branches 

ft'bS^Ms  ^^*^  ^®  accurately  determined  only  by  an  elaborate  system  of 

snppUesa   book-keeping  by  double  entry;  though  in  practice  it  is  more 

rial  to        common  to   rely  on  rough   estimates  made  by  an  almo^ 

*"     ^'^     instinctive  guess.     Some  of  the  best  illustrations   of  thi* 

difficulty  are  found  in  agriculture,  especially  when  the  same 

farm  combines  permanent  pasture  and  arable  land  worked  cm 

long  rotation*. 

Difficnlties        Another  difficult  case  is  that  of  the  shipowner  who  has  t*> 

joint  pro-    apportion  the  expenses  of  his  ship  between  heavy  goods  and 

^e  Mme    ?^^^^  ^^^^  *"^  bulky  but  not  heavy.     He  tries,  as  for  as  mar 

business,     be,  to  get  a  mixed  cargo  of  both  kinds ;  and  an  important 

element  in  the  struggle  for  existence  of  rival  ports  is  the 

disadvantage  under  which  those  ports  lie  which  are  able  t«> 

offer  a  cargo  only  of  bulky  or  only  of  heavy  goods:  while 

a   port   whose   chief  exports  are   weighty  but   not   bulky. 

attracts  to   its   neighbourhood   industries  which   make  kf 


^  There  is  scope   for  applications  of  mathematieal  or  semi-i 
analyses  such  as  are  indicated  in  the  last  chapter,  to  some  d  the  ehiaC  pnciMi 
difficulties  of  book*keeping  by  double  entry  in  different  trades. 
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export  goods  that  can  be  shipped  fix)m  it  at  low  freights,    book  v. 
The  Staffordshire  Potteries,  for  example,  owe  part  of  their    ^'^^* 
success  to  the  low  freights  at  which  their  goods  are  carried 
by  ships  sailing  from  the  Mersey  with  iron  and  other  heavy 
cargoea 

But  there  is  free  competition  in  the  shipowning  trade,  are  often ' 
and  it  has  great  powers  of  variation  as  regards  the  size  and  through 
shape  of  ships,  the  routes  which  they  take,  and  the  whole  of®v^Jto« 
method  of  trading;   and   thus  in   many  ways  the  g^i^^ral  S^e*^ 
principle  can  be  applied,  that  the  relative  proportions  of  the  of  produc- 
jobt  products  of  a  business  should  be  so  modified  that  the 
marginal  expenses  of  production  of  either  product  should  be 
equal  to  its  marginal  demand  priced      Or,  in  other  words, 
the  amount  of  carrying  power  for  each  kind  of  cargo  has 
a  constant  tendency  to  move  towards  equilibrium  at  a  point 
at  which  the  demand  price  for  that  amount  in  a  normal 
state  of  trade  is  just  sufficient  to  cover  the  expenses  of  pro- 
viding it;  these  expenses  being  reckoned  so  as  to  include 
not  only  its  (money)  Prime  cost,  but  also  all  those  general 
expenses  of  the  business  which  are  in  the  long  run  incurred 
on  its  account,  whether  directly  or  indirectly*. 

In  some  branches  of  manufacture  it  is  customary  to  A  first  ap- 
make  a  first  approximation  to  the  Total  cost  of  producing  §Si  is 
any  class  of  goods,  by  assuming   that  their  share  of  the*^™Jy™^ 
general  expenses  of  the  business  is  proportionate  either  to  gating 
their  Prime  cost,  or  to  the  special  labour  bill  that  is  incurred  mentaryas 
in  making  them.     Corrections  can  then  be  made  to  meettl^'^to 
such  cases  as  those  of  goods  which  require  either  more  or^*™"®*^** 
less  than  an  average  share  of  space  or  light,  or  of  the  use  of 
expensive  machinery;  and  so  on. 

All  such  questions  are  of  considerable  interest,  but  we 


1  Compare  Ch.  vi.  §  4. 

s  Of  coarse  this  does  not  apply  to  railway  rates.  For  a  railway  company 
having  little  elasticity  as  to  its  methods  of  working,  and  often  not  mnch  competi- 
tion from  oatside,  has  no  inducement  to  endeavour  to  adjust  the  charges  which 
it  makes  for  different  kinds  of  traffic  to  theur  cost  to  itself.  In  fact  though  it 
may  ascertain  the  Prime  Cost  in  each  case  easily  enough,  it  cannot  determine 
sccurately  what  are  the  relative  Total  costs  of  fast  and  slow  traffic,  of  short 
uid  long  distance  traffic,  of  light  and  heavy  traffic;  nor  again  of  extra  traffic 
when  its  lines  and  its  trains  are  crowded  and  when  they  are  nearly  empty. 
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BOOK  ▼.   must  not  pursue  them  in  detail  \     There  are  however  two 

^•^^°*    elements  of  the  general  expenses  of  a  business,  the  sharing  of 

which  between  the  different  branches  requires  some  special 

attention.     They  are  the  expense  of  marketing  and  that  d 

insurance  against  risk. 

The  diffi.  §  2.     Some  kinds  of  goods  are  easily  marketed :  there  is 

J^^^    a  steady  demand  for  them,  and  it  is  always  safe  to  make 

{^^^       them  for  stock.     But  for  that  very  reason  competition  cats 

a  mixed      their  price  "very  fine,"  and  does  not  allow  a  large  margin 

its  proper   &bove  the  direct  cost  of  making  them.     Sometimes  the  tasb 

^^^^      of  making  and  selling  them  can  be  rendered  almost  automatie, 

penses  of    so  as  to  require  very  little  to  be  chareed  on  their  aooooRt 
markeung.  ^  *f  o 

under  the  heads  of  the  expenses  of  management  and  market- 
ing. But  in  practice  it  is  not  uncommon  to  charge  such 
goods  with  even  less  than  the  small  share  that  would  properiv 
fall  to  them,  and  to  use  them  as  a  means  of  obtaining  and 
maintaining  a  business  connection,  that  will  fiudlitate  the 
marketing  of  other  classes  of  goods,  the  production  of  which 
cannot  so  well  be  reduced  to  routine;  for  as  to  these  there  is 
not  so  close  a  competition.  Manu&cturers,  especially  in 
trades  connected  with  ftuniture  and  dress,  and  retailers  in 
almost  all  trades,  frequently  find  it  best  to  use  certain  of 
their  goods  as  a  means  of  advertising  others,  and  to  charge 
the  first  with  less  and  the  second  with  more  than  theb 
proportionate  share  of  Supplementary  expenses.  In  the 
former  class  they  put  those  goods  which  are  so  uniform  in 
character  and  so  largely  consumed  that  nearly  all  puichasen 
know  their  value  well,  in  the  second  those  with  r^;atd  to 
which  purchasers  think  more  of  consulting  their  fancy  than 
of  buying  at  the  lowest  possible  price. 
The  AH  difficulties  of  this  kind  are  much  increased  by  thftl 

Jjl^^     instability  of  supply  price  which  results  from  the  action  d 
very  great  jj^e  Law  of  Increasincf  Return,  whenever  that  action  is  ven 

when  the  ° 

Law  of       powerful.     We  have  seen  that  in  seeking  the  normal  sopph 

Increaaing  ^  .         .  ,  ,  ®  .  ^^' 

Return       pnce  in   such   cases    we  must  select  as  representative  i 

strongly;    business  which  is  managed  with  normal  ability  and  so  ai 

to  get  its  fair  share  of  the  economies  both  Internal  utc 

1  Some  interesting  particnlars  are  given  in  Oarcke  and  FeD*a  Fmetmrj  .i« 

counts. 
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External  resulting  from  industrial  organization ;  and  that  book  v. 
these  economies,  though  they  fluctuate  with  the  fortunes  ^°'  ^'' 
of  particular  businesses,  yet  increase  generally  when  the 
aggregate  production  increases  Now  it  is  obvious  that  if  a 
manufacturer  makes  a  commodity  the  increased  production 
of  which  would  put  largely  increased  Internal  economies 
within  his  reach,  it  is  worth  his  while  to  sacrifice  a  great 
deal  in  order  to  push  its  sales  in  a  new  market.  If  he  has  a 
lai^e  capital,  and  the  commodity  is  one  in  much  demand,  his 
expenditure  for  this  purpose  may  be  very  great,  even  exceed- 
ing that  which  he  devotes  directly  to  the  manufacture :  and 
i(  as  is  likely,  he  is  pushing  at  the  same  time  several  other 
commodities,  nothing  more  than  a  very  rough  guess  can  be 
tnade  as  to  what  share  of  this  expenditure  should  be  charged 
k>  the  sales  of  each  of  them  in  the  current  year,  and  what 
ihare  should  be  charged  to  the  connection  which  he  is  en- 
leavouring  to  build  up  for  them  in  the  future. 

In  fact  when  the  production  of  a  commodity  conforms  to  eflpeciaily 
he  Law  of  Increasing  Return  in  such  a  way  as  to  give  a  very  production 
[Teat  advantage  to  large  producers,  it  is  apt  to  fall  almost  ^i^^ 
tntirely  into  the  hands  of  a  few  large  firms ;  and  then  the  ^i/5J_ 
tonnal  marginal  supply  price  cannot  be  determined  on  the 
isn  just  referred  to,  because  that  plan  assumes  the  existence 
fa  great  many  competitors  with  businesses  of  all  sizes,  some 
t  them  being  young  and  some  old,  some  in  the  ascending 
nd  some  in  the  descending  phase.     The  production  of  such 
conunodity  really  partakes  in  a  great  measure  of  the  nature 
fa  monopoly;  and  its  price  is  likely  to  be  so  much  influenced 
y  the  incidents  of  the  campaign  between  rival  producers, 
ach  struggling  for  an  extension  of  territory,  that  no  free 
lay  is  allowed  to  the  normal  action  of  economic  forces,  and 
;  can  scarcely  be  said  to  have  a  normal  supply  price. 

Economic  progress  is  constantly  offering  new  facilities  for  Economies 
ULrketing  goods  at  a  distance:  it  not  only  lowers  cost  ofuonare**^ 
uriage,  but  what  is  often  more  important,  it  enables  pro-  t2SSiced 
acers  and  consumers  in  distant  places  to  get  in  touch  with  ^^^f^ 
ae  another.    In  spite  of  this,  the  advantages  of  the  producer  for  market- 
ho  lives  on  the  spot  are  very  great  in  many  trades ;  they  ^^' 
ften  enable  him  to  hold  his  own  against  competitors  at  a 

Digitized  by  VjOOQ  iC 


446  PBIME  AXD   TOTAL  COST  IN  RELATION   TO  JOINT   PRODUCTS. 

BOOK  T.    distance  whose  methods  of  prodaction  are  more  economicaL 
^^^^    He  can  sell  in  his  own  neighbourhood  as  cheaply  as  they 
can,  because  though  the  Prime  cost  is  greater  for  his  goods 
than  for  theirs,  he  escapes  much  of  the  Supplementary  cost 
which  they  incur  for  marketing.     But  time  is  on  the  side 
of  the  more  economic  methods  of  production;  his  distant 
competitors  will  gradually  get  a  stronger  footing  in  the  place, 
unless  he  or  some  new  man  adopts  their  improved  methods. 
A  great  part  of  these  expenses  of  marketing  results  from 
the  risk  that  a  thing  preparing  for  a  certain  market  will  not 
find  the  expected  sale  there.     But  it  still  remains  to  make  a 
closer  study  of  the  relation  in  which  Insurance  against  the 
risks  of  a  business  stands  to  the  supply  price  of  any  par- 
ticular commodity  produced  in  it. 
All  in-  §  3.     The  manu&cturer  and  the  trader  commonly  insure 

pSiS'*cau  against  injury  by  fire  and  loss  at  sea;  and  the  premiums 
Se"  ffected  ^^^^^  t^^y  P^y  ^^  among  the  general  expenses,  a  share  of 
against  which  has  to  be  jadded  to  the  Prime  cost  in  order  to  deter- 
or  sea,  at  mine  the  Total  cost  of  their  goods.  But  no  insurance  can  be 
are  not  efifected  against  the  great  majority  of  business  risks. 
ganiJy*  Even  as  regards  losses  by  fire  and  sea,  insurance  com- 

bigh;         panies  have  to  allow  for  possible  carelessness  and  fraud ;  and 
must  therefore,  independently  of  all  allowances  for  their  own 
expenses  and  profits,  charge  premiums  considerably  higher 
than  the  true  equivalent  of  the  risks  run  by  the  buildings  or 
the  ships  of  those  who  manage  their  affairs  well   The  injuiy 
done  by  fire  or  sea  however  is  likely,  if  it  occurs  at  all,  to  be 
so  very  great  that  it  is  generally  worth  while  to  pay  this 
bnt  not       extra  charge ;  partly  for  special  trade  reasons,  but  chiefly  f*ff 
mosTother  ^h^  reason,  already  discussed^  that  the  total  utility  of  weakh 
ri^^**"     increases  less  than  in  proportion  to  its  amount.     But  the 
greater  part  of  business  risks  are  so  inseparably  connected 
with  the  general  management  of  the  business  that  an  in- 
surance company  which  undertook  them  would  really  nuke 
itself  responsible  for  the  business :  and  in  consequence  eveiy 
firm  has  to  act  as  its  own  insurance  office  with  regard  ti* 
them.     The  charges  to  which  it  is  put  under  this  head  are 
part  of  its  general  expenses,  and  a  share  of  them  has  to  he 
1  Book  ui.  Ch.  VI.  §  8. 
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added  to  the  Prime  cost  of  each  of  its  products.     But  here    book  v. 
there  are  two  difficulties.    In  some  cases  insurance  against    ^'  ^"' 
risk  is  apt  to  be  left  out  of  account  altogether,  in  others  it  is 
apt  to  be  counted  twice  over. 

Let  us  take  an  illustration  from  the  shipping  trade.    A  A  ship^ 
large  shipowner  sometimes  declines  to  insure  his  ships  with  tekes  out 
the  imderwriters :  and  sets  aside  part  at  least  of  the  premiums  ^l^ce 
that  he  might  have  paid  to  them,  to  build  up  an  insurance  poli^» 
fund  of  his  own.     But  he  must  still,  when  calculating  the  add  to 
Total  cost  of  working  a  ship,  add  to  its  Prime  cost  a  charge  a  charge 
on  account  of  insurance.   And  he  must  do  the  same  thing,  in  [^^^ 
some  form  or  other,  with  regard  to  those  risks  against  which  Jg^"* 
he  could  not  buy  an  insurance  policy  on  reasonable  terms 
even  if  he  wanted  to.    At  times,  for  instance,  some  of  his 
ships  will  be  idle  in  port,  or  will  earn  only  nominal  freights : 
and  to  make  his  business  remunerative  in  the  long  run  he 
must,  in  some  form  or  other,  charge  his  successfril  voyages 
with  an  insurance  premium  to  make  up  for  his  losses  on  those 
which  are  unsuccessful.    In  general,  however,  he  does  this, 
not  by  making  a  formal  entry  in  his  accounts  under  a  separate 
head,  but  by  the  simple  plan  of  taking  the  average  of  suc- 
cessful and  unsuccessful  voyages  together;  and  when  that 
has  once  been  done,  insurance  against  these  risks  cannot  be 
entered  as  a  separate  item  in  cost  of  production,  without 
counting  the  same  thing  twice  over. 

Having  decided  to  run  these  risks  himself,  he  is  likely  to  bot  not 
spend  a  little  more  than  the  average  of  his  competitors,  in  those 
providing  against  their  occurrence ;  and  this  extra  expense  jj^^^a- 
enters  in  the  ordinary  way  into  his  balance-sheet.    It  is  really  ^  ^7, 
an  insurance  premium  in  another  form :  and  therefore  he  outlay; 
must  not  count  insurance  against  this  part  of  the  risk  sepa-  should 
rately,  for  then  he  would  be  coxmting  it  twice  over.    Again,  ^^^thi^g 
certain  insurance  companies  in  America  take  risks  against  g^j^ 
fire  in  fjBUstories  at  very  much  less  than  the  ordinary  rates,  instances 

^'  •  1  •  •!      1  .  *  from 

on  condition  that  certam  prescribed  precautions  are  taken,  risks  of 
such  as  providing  automatic  sprinklers  and  making  the  walls    ^* 
and  floors  solid.      The  expense  incurred  in  these  arrange- 
ments is  really  an  insurance  premium;  and  care  must  be 
taken  not  to  count  it  twice  over.     A  factory  which  under- 


Digitized  by  VjOOQ  IC 


448  INSURANCE  AGAINST  RISK. 

BOOK  T.    takes  its  own  risks  against  fire  will  have  to  add  to  the  Prime 
cH^.    ^^^  Qf  ^^  goods  an  allowance  for  insurance  at  a  lower  rate, 
if  it  is  arranged  on  this  plan,  than  if  built  in  the  ordinal; 
way. 
from  farm-       Again,  when  a  fanner  has  calculated  the  expenses  of 
^"*^    raising  any  particular  crop   with  reference  to  an  average 
year,  he  must  not  count  in  addition  insurance  against  the 
risk  that  the  season  may  be  bad,  and  the  crop  a  faUure:  for 
in  taking  an  average  year,  he  has  already  set  off  the  chancer 
of  exceptionally  good  and  bad  seasons  against  one  another. 
When  the  earnings  of  a  ferryman  have  been  calculated  on  the 
average  of  a  year,  allowance  has  already  been  made  for  the 
risk  that  he  may  sometimes  have  to  cross  the  stream  with 
an  empty  boat, 
and  from  Again,  when  a  manufacturer  has  taken  the  average  of 

SSeprwjia-    ^is  sales  of  dress  materials  over  a  long  time,  and  bases  hu« 
^io"^-  future  action  on  the  results  of  his  past  experience,  he  has 

already  allowed  for  the  risks  that  the  machineiy  will  be 
depreciated  by  new  inventions  that  will  render  it  nearly  ob- 
solete and  that  his  goods  will  be  depreciated  by  changes  in 
fashion.  If  he  were  to  allow  separately  for  insurance  against 
these  risks,  he  would  be  counting  the  same  thing  twice  over. 
Bat  on-  §  4«    But  though  when  we  have  counted  up  the  av^age 

^wae^  receipts  of  a  risky  trade,  there  is  no  separate  allowance  to  be 
in  itself,  made  for  insurance  against  risk ;  there  may  be,  and  often  if, 
something  to  be  allowed  as  a  charge  on  account  of  un- 
certainty. It  is  true  that  an  adventurous  occupation,  such 
as  gold  mining,  has  special  attractions  for  some  people :  the 
deterrent  force  of  risks  of  loss  in  it  is  less  than  the  attractive 
force  of  chances  of  great  gain,  even  when  the  value  of  the 
latter  estimated  on  the  actuarial  principle  is  much  less  than 
that  of  the  former ;  and  as  Adam  Smith  has  pointed  oat^ 
a  risky  trade,  in  which  there  is  an  element  of  romance,  oft«i 
becomes  so  overcrowded  that  the  average  earnings  in  it  arp 
lower  than  if  there  were  no  risks  to  be  run.  But  in  the  large 
majority  of  cases  the  influence  of  risk  is  in  the  opposite 
direction ;  a  railway  stock  that  is  certain  to  pay  foiu*  per  cent. 

1  Wealth  o/Nationt,  Book  u  Clu  x. 
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will  sell  for  a  higher  price  than  one  which  is  equally  likely  to    book  v. 

pay  one  or  seven  per  cent,  or  any  intermediate  amount.  ^°'  ^'' 

Every  trade  then  has  its  own  peculiarities,  but  in  most  a^  an 

-  ,  .  ,  average 

cases  the  evils  of  uncertainty  count  for  something,  though  not  gain  gene- 
very  much :  in  some  cases  a  slightly  higher  average  price  is  connts  for 
required  to  induce  a  given  outlay,  if  that  average  is  the  ^^*^. 
mean  of  widely  divergent  and  uncertain  results,  than  if  the  ofrtain  the 

1  ,  /%  1        ,  ,,./*.       elements  of 

adventurer  may  reckon  confidently  on  a  return  that  dmers  which  it  is 

but  little  from  that  average.     To  the  average  price  therefore  '     *  "^' 
we  must  add  a  recompense  for  uncertainty,  if  that  is  un- 
usually great ;  though  if  we  added  insurance  against  risk  we 
should  be  counting  the  greater  part  of  that  twice  over*. 

§  5.  This  discussion  of  the  risks  of  trade  has  again  To  snbsti- 
brought  before  us  the  fact  that  the  value  of  a  thing,  though  ^prodac- 
it  tends  to  equal  its  normal  (money)  cost  of  production,  does  ^^o7pro- 
not  coincide  with  it  at  any  particular  time,  save  by  accident.  ^^^^^  ^ 
Carey,  observing  this,  suggested  that  we  should  speak  of  ofnorm^ 
value  in  relation  to  (money)  cost  of  Reproduction  instead  of  make  no 
in  relation  to  cost  of  production.  Slmge; 

The  suggestion  has,  however,  no  significance  so  far  as 
normal  values  are  concerned.  For  normal  cost  of  production 
tod  normal  cost  of  reproduction  are  convertible  terms ;  and 
no  real  change  is  made  by  saying  that  the  normal  value  of  a 
thing  tends  to  equal  its  normal  (money)  cost  of  reproduction 
instead  of  its  normal  cost  of  production.  The  former  phrase 
is  less  simple  than  the  latter,  but  means  the  same  thing. 

And  no  valid  argument  for  the  change  can  be  founded  on  and  though 
the  &ct,  which  may  be  readily  admitted,  that  there  are  some  value  of  a 
few  cases  in  which  the  market  value  of  a  thing  is  nearer  its  sometimes 
cost  of  reproduction  than  the  cost  that  was  actually  incurred  **®YS  re- 
in  producing  that  particular  thing.     The  present  price  of  an  production 
iron  ship  for  instance,  made  before  the  great  recent  improve-  costof  i>ro- 
ments  in  the  manufacture  of  iron,  might  diverge  less  from  it*^  not 
the  cost  of  reproducing  it,  that  is  of  producing  another  just  |y^^t^f 
like  it  by  modem  methods,  than  from  that  which  was  actually  reproduc- 
incurred  in  producing  it.     But  the  price  would  probably  be 
less  than  the  cost  of  reproduction  of  the  ship,  because  the  art 

^  The  erilB  resulting  from  the  uncertainty  involved  in  great  business  risks  are 
wcfl  shown  by  Von  ThUnen  {Itolirter  Stoat,  11.  i.  p.  82). 

M,  Axj         ^—>  T 
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BOOK  V.  of  designing  ships  has  improved  as  fast  as  that  of  mann- 
^•^''  factoring  iron.  It  may  still  be  urged  that  the  price  of  the 
ship  is  equal  to  that  of  producing  a  ship,  which  would  be 
equally  serviceable,  on  a  modem  plan  and  by  modern 
methods ;  but  even  if  that  were  true,  it  would  not  be  tiie 
same  thing  as  saying  that  the  value  of  the  ship  is  equAl 
to  its  cost  of  reproduction ;  and,  as  a  matter  of  feet,  when, 
as  often  happens,  an  unexpected  scarcity  of  ships  caufies 
freights  to  increase  very  rapidly,  those  who  are  anxious  to 
reap  the  harvest  of  profitable  trade,  will  pay  for  a  ship  in 
sailing  order  a  price  much  above  that  for  which  a  shipbuild- 
ing firm  would  contract  to  produce  another  equally  good  mm! 
deliver  it  sdme  time  hence.  Cost  of  reproduction  exerts  littk 
direct  influence  on  value,  save  when  purchasers  can  con- 
veniently wait  for  the  production  of  new  suppliea 

Again,  there  is  no  connection  between  cost  of  reproductioQ 
and  price  in  the  cases  of  food  in  a  beleaguered  city,  of  quinine 
the  supply  of  which  has  run  short  in  a  fever-stricken  isUnd, 
of  a  picture  by  Raphael,  of  a  book  that  nobody  cares  to  read, 
of  an  armour-clad  ship  of  obsolete  pattern,  of  fish  when  the 
market  is  glutted,  of  fish  when  the  market  is  nearly  emp^, 
of  a  cracked  bell,  of  a  dress  material  that  has  gone  out  of 
fashion,  or  of  a  house  in  a  deserted  mining  village. 


-    # 
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CHAPTER  VIII. 

ON  THE  VALUE  OF  AN  APPLIANCE  FOR  PRODUCTION  IN 
RELATION  TO  THAT  OF  THE  THINGS  PRODUCED  BY  IT. 
RENT  AND  QUASI-RENT. 

§  1,     We  have  already  made  some  study  of  the  broad    book  v. 
jMinciple  that,  on  the  one  hand,  the  prices  of  those  invest-    ^°'  ^''' 
ments  of  capital  and  eflfort  which  are  incurred  for  the  purpose  ^®®^^" 
of  producing  any  thing  enter  directly  into  its  price;  for  the  the  broad 
outlay  will  not  be  made  unless  an  adequate  remuneration  for SfwSch 
it  is  expected  to  be  included  in  this  price;  and,  on  the  other  gtudy^'^ 
hand,  that  the  value  of  those  appliances  for  production  which  ^  fe™*^® 
are  already  in  existence  at  any  time  is  dependent  on  the  and  the 
value  of  the  things  which  they  can  be  used  in  producing;  and  copters, 
that  it  aflfects  the  value  of  those  things  only  indirectly,  by 
affecting  their  supply.     The  more  careful  examination  of 
this    principle,  which    will   occupy  us  during   the   jjbsent^ 
and   the   two   following  chapters,   is   technical   and  jgthdf^ 
difficult.     But   it   has  considerable  interest  from   a  pKly 
theoretical    point   of   view,  and   its    bearing    on   practical 
problems,  though  not  very  broad,  is  more  important  than 
at  first  sight  appears. 

Nearly  the  whole  of  our  inquiry  will  apply  to  markets  for  The  argu- 
labour  as  well  as  to  markets  for  commodities;  to  the  supply  Slepresent 
price  of  skill  as  well  as  to  the  supply  price  of  goods;  to  the  ^^^ 
investment  of  capital  in  education  and  industrial  training  as  generally 

„  .       .  ...  <»  1       1  1^     applicable 

well  as  to  its  mvestment  m  the  improvement  of  land  or  the  to  Personal 
making  of  machinery ;   to    the   income   derived  from  that "  m,*-'  ** 

29—2     ^         T 
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BOOK  V.   genius  which  is,  so  far  as  we  know,  the  free  and  ahnost 
cH^n.  arbiti-ary  gjft  ^f  nature,  as  well  as  to  that  derived  from  a 
Goods:  but  vineyard    of   unique    natural    fertility.       But   the   human 
for  the       elements  of  production  have  important  incidents  that  are 
FtTmost"*  peculiar  to  themselves;  and  to  inti-oduce  them  here  would  add 
torm^      needless  complexity  to  problems  which  are  necessarily  intri- 
cate.    It  will  be  best  therefore  to  keep  our  argument  for  the 
present  in  its  most  general  form ;  and  to  defer  to  the  next 
Book  our  application  of  it  to  the  price  of  human  abilities; 
although  much  of  its  deepest  interest  lies  in  this  applicaticm. 
We  shall  find  that  much  that  appears  at  first  sight  to  be 
true  only  of  the  rent  of  land  is  true  of  many  other  kinds  of 
income,  subject  to  suitable  modifications  with  regard  to  the 
element  of  Time ;  and  that  on  the  other  hand  the  Bent  of 
land  in  a  newly  settled  country  has  at  first  strong  points  of 
resemblance  to  the  gains  got  by  "making,"  that  is  adapting 
to  human  use,  other  material  things. 
The  rent  In  this  discussion  we  can  hardly  avoid  treating  of  some 

is  treated    sspects  of  land  which   are  peculiar  to  it.     But  our  main 
M  far^as^it  concern  is  with  land  not  as  a  thing  by  itself,  but  as  affording 
iUuatrates  the  Sovereign  illustration  of  a  great  principle  of  wide  appli- 
pnncipie.    cation  to  other  agents  of  production  besides  land.     Ant! 
we  shall,  at  present,  pursue  our  inquiry  as  to  land  only  »» 
far  as  is  necessary  for  the  establishment  of  general  resultf^ 
of  which  we  shall   have  need  when  we  come  to  analv^ 
minutely  the  earnings  of  the  employed  and  the  profits  of 
the  employer. 
The  It  is  indeed  a  fact  familiar  to  every  one  that  much  oi 

whether  what  is  commouly  called  the  rent  of  Icmd  is  properly  to  bi* 
deri^™^  regarded,  for  some  purposes  at  least,  as  the  profits  of  capital 
f"*to*  f  ^^P^^ded  in  improving  it.  But  it  has  further  been  sbovu 
producUon  by  a  long  series  of  writers,  among  whom  Senior  and  Mill 
ffarded  as  Hermann  and  Mangoldt  are  conspicuous,  that  much  of  what 
dSJerentiai  ^®  commonly  Called  profits  ought  rather  to  be  r^farded  ai 
*^a*3i^^'  belonging  to  a  special  class  of  income  derived  from  "a  dift-^ 
foreaspar-rential  advantage  in  producing  a  commodity;"  that  is,  tk| 
the^ture  possession  by  one  or  more  persons  of  facilities  for  prodoctu^ 
of  rent,  ^j^^^^  ^^  ^^^  accessible  to  all.  Since  the  leading  and  reprP 
Bentative  member  of  this  class  is  the  rent  of  land,  the  nam^ 
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of  Rent  is  sometimes  applied  to  the  whole  class:  though  this    book  v. 

course  is  not  without  danger*.  J ' 

§  2.  There  is  however  one  class  of  incomes  which  are 
not  commonly  classed  as  Rent,  but  to  which  that  term  may 
be  safely  applied.  For  the  eminent  claim  to  be  called  a  true 
Producers  Surplus  or  Rent  ia^ot  confined  to  the  income 
derived  irom  land  or  other  AleaB  property,  but  extends  to 
that  derived  fh)m  all  things  rBe  supply  of  which  cannot  be 
increased. 

For  instance,  suppose  that  a  meteoric  shower  of  a  few  An  uinstra- 
thousand  stones  as  hard  as  diamonds,  but  very  large,  fell  all  income 
in  one  place ;  so  that  they  were  all  picked  up  at  once,  and  no  meSoric 
amount  of  search  could  find  any  more.    These  stones,  able  to  J^J^^^ 
cut  the  hardest  material,  would  revolutionize  many  branches  Bent, 
of  industry;  and  the  owners  of  them  would  have  a  differential 
advantage  in  production  that  would  afford  a  large  Producer's 
Surplus:  this  would  be  a  true  economic  rent,  whether  they     • 
used  the  stones  themselves  or  loaned  them  out  to  manufac- 
turers, though  only  in  the  latter  case  would  it  be  called  Rent. 
Its  amount  would  be  determined  by  the  value  of  services  the 
stones  rendered  in  production;  and  this  would  in  the  main 
be  determined  by  the  cost  of  equivalent  services  of  chilled 
steel  and  other  cutting  tools,  which  are  made  by  man  and 
have  therefore  a  normal  supply  price. 

1  Thus  MOl  says,  PcUtxcal  Economy,  Book  m.  Ch.  v.  §  4,  "Any  difference  in 
EtTomr  of  eertain  prodncers  or  in  faTonr  of  production  in  certain  drcnmstances  is 
tb«  source  of  a  gain,  which  though  not  called  rent  unless  paid  periodicaUy  by  one 
person  to  another  is  governed  by  laws  entirely  the  same  with  it.  The  price  paid 
tor  a  differential  advantage  in  prodadng  a  commodity  cannot  enter  into  the  cost 
rf  production  of  the  commodity."  Again  Senior  pointing,  though  not  very  clearly, 
iowaids  the  element  of  Time  as  holding  the  key  of  the  division  between  Rent  and 
EVoftts,  says  {Political  Economy,  p.  129),  **for  aU  osefnl  pmrposes  the  distinction 
rf  proflU  from  rent  ceases  as  soon  as  the  capital  fxttm  which  a  given  revenae 
uriies  has  beccmie,  whether  by  gift  or  by  inheritance,  the  property  of  a  person 
U)  whose  abstinence  and  exertionlB  it  did  not  owe  its  creation."  And  within  the 
uX  Itm  j^nn  this  subject  has  been  pursued  with  great  zeal  and  ability  in  Austria 
uid  Ameriea:  see  for  instance  Prof.  Boehm-Bawerk's  Kapitalains-Theorien,  Prof. 
Wmec'B  Xat&rlieher  Wertk,  General  Walker's  various  writings.  Prof.  Clark's 
Capital  and  its  Earnings,  and  Prof.  Patten's  Stability  of  Prices, 

It  may  be  mentioned  that,  rent  is  compared  with  profits  rather  than  with 
uterest,  because  it  commonly  includes  an  element  of  earnings  of  management 
Ad  undertaking:  but  this  is  a  question  of  degree;  and  there  are  a  few  exceptional 
ases  in  which  a  net  rent  emerges  that  may  more  fitly  be  compared  with  interest, 
rhts  point  wiU  require  further  discussion  at  a  later  stage. 
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Again,  if  the  stones  were  of  exceptional  splendour,  and 
useful  for  ornament  rather  than  for  manu&cturing  purposes, 
they  might  be  worn  by  their  owners,  or  let  out  to  be  worn 
by  others;  and  the  money  value  of  the  satisfactions  thej 
rendered  would  be  a  true  rent,  corresponding  to  the  nwner 
value  of  the  satisfactions  derived  from  a  building  site  of 
exceptional  beauty,  whether  its  owner  lives  on  it  or  lets  it 
to  others. 

Similar  remarks  apply  to  pictures  by  a  deceased  artist. 
If  these  are  let  out  for  show,  the  gratifications  which  they 
produce  are  the  source  of  a  money  income,  which,  after  de- 
ductions for  the  immediate  outlays,  is  a  net  Producer'? 
Surplus  or  Rent;  and,  if  retained  by  the  owners  for  their 
own  pleasure,  yield  equally  a  true  rent  of  real  satisfaction. 

For  it  is  always  understood  that  the  "rental  value"  of  a 
country  includes  rents  which  the  owners  of  land  who  keep  it 
in  their  own  occupation  are  supposed  to  pay  to  themselves: 
and  on  the  same  plan,  even  when  a  thing  is  used  by  it8 
owner,  we  may  speak  of  the  money  value  of  the  satisfactaon? 
afforded  by  it,  as  a  Producer  s  Surplus,  he  being  supposed  to 
use  the  thing  to  produce  the  satisfactions  for  himself.  \Tbis 
Surplus  is  a  different  thing  from  a  Consumer's  Surplus,  which 
is  the  excess  of  the  money  value  to  a  person  of  the  satisfiKv 
tions  which  he  derives  from  a  thing  over  the  price  he  has  to 
pay  for  it.] 

A  special  tax  on  these  stones  or  pictures  would  fall  en- 
tirely on  their  owners  (a  lessee  being  regarded  as  a  pert 
owner) ;  for  it  would  not  diminish  their  supply  and  ther^Eore 
would  not  alter  the  gross  value  of  the  utilities  and  gratifica- 
tions  which  they  can  be  made  to  afford*. 

But  next  let  us  suppose  that  the  meteoric  stones  were 
not  all  found  at  once ;  but  were  scattered  over  the  surfiu^e  of 
the  earth  on  public  ground,  and  that  a  long  and  laboriou5 
search  might  expect  to  be  rewarded  by  finding  one  here  and 
there.    Then  people  would  hunt  for  the  stones  only  up  to 

^  It  ahoiild  perhaps  be  noticed  in  passing,  though  it  ia  not  reteTant  to  tba  w^k 
issne,  that  in  so  far  as  the  jrictnres  or  the  stones,  retained  for  prirate  Qae«  wwt* 
yalned  not  for  their  beanty  bat  for  the  show  of  wealth  which  they  madei,  a  tez  mi 
them  would  increase  their  valne  for  display,  and  therefore  would  give 
State  than  it  took  from  those  who  paid  it. 
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that  margin,  at  which  the  probable  gain  of  so  doing  would    book  v. 
in  the  long  run  just  reward  the  outlay  of  labour  and  capital    °°'  ^^"' 
required  for  finding  it ;  and  the  long  period  normal  value  of 
the  stones  would  be  kept  in  equilibrium  between  demand 
and  supply,  the  number  of  the  stones  gathered  annually  being 
in  the  long  run  just  that  for  which  the  normal  demand  price 
was  equal  to  the  normal  supply  price.     A  special  tax  on 
these  stones  would  ultimately  fall  upon  the  consumers  of  the 
utilities  produced  by  them.     But,  for  some  time,  it  would  but  for 
fall  chiefly  on  the  owners ;  for  it  could  not  for  some  time  ^^  it 
materially  diminish  the  supply  of  the  stones,  nor  therefore  of  Q^f.^jj^. 
their  services ;  and  accordingly  it  could  not  greatly  raise  the 
value  of  their  services.    This  shows  that  the  income  derived 
from  the  stones  may  be  regarded  as  a  Quasi-rent  for  short 
periods. 

Next  let  us  suppose  that  the  stones  were  brittle,  and  and  in 
were  soon  broken  and  destroyed;   but  that  new  supplies circmn- 
could  be  found  quickly.     In  that  case  a  tax  on  them  would  ^^f^ 
almost  at  once  diminish  the  supply  and  raise  the  price  of  the  ^oxHd  be 

regarded 

services  rendered  by  them ;  and  therefore  would  be  trans-  as  Profits 
ferred  to  the  consumers.  except 

The  truths  indicated  by  this  illustration  may  be  pre-J^jJ**^ 
sented  in  a  more  general  form  thus : — 

A  tax  on  any  set  of  things  that  are  already  produced,  General 
&lls  exclusively  on  the  owners  of  those  things,  if  it  is  not  STto^the^*^ 
accompanied  by  a  tax,  or  the  expectation  of  a  tax,  on  the  S*taxer 
production,  or  bringing  into  use,  of  similar  or  rival  thinga   If  ^j^f*®' 
it  &lls  also  on  all  rival  things,  and  the  supply  of  them  is  not  rents  and 
absolutely  fixed,  its  incidence  will  be  gradually  transferred 
to  the  consumers.     For  any  period,  for  which  a  tax  would  fall 
mainly  on  the  consumers,  the  income  derived  fi*om  the  things    ■* 
may  be  regarded  as  of  the  nature  of  Profits  entering  directly 
into  supply  price.     For  a  shorter  period,  iif  which  the  tax     * 
falls  mainly  on  the  owners  (lessees  being  regarded  as  part- 
owners),  the  income  may  be  regarded  as  more  or  less  of  the 
nature  of  Rent. 

§  3.    Our  next  illustration  shall  be  taken  £rom  immovable  A  second 
"Keal**  property;  but  not  from  agricultural  land,  because  taken 
that  has  special  incidents  of  its  own,  which  it  is  advisable  to  ^'^^^  ^® 
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BOOK  V.    keep  in  the  background  at  present.     We  will  take  it  from 
cH^i.   ^j^^  ^j^^g^  ^£  perennial  springs  of  natural  mineral  water.  1 


^Sdl?d  b  ^^  there  were  only  one  spring  of  the  kind,  its  owner  wouM     I 

minei-ai  have  a  pure  Monopoly ;  which  he  may  be  supposed  to  let  oat 
whichare  on  lease.  The  lessee  would  fix  the  price  of  the  water  so  that  J 
nwnopoiy,  ^^®  ^^ggTOgate  (yearly)  receipts  from  the  sales  would  exceed  = 
the  aggregate  (yearly)  expenses  of  working  the  business  by  ! 
as  large  a  sum  as  possible :  and  this  excess  (his  own  Earnings  - 
of  Management  being  included  in  the  expenses  of  workbg)  > 
would  be  the  rent  which  the  owner  of  the  spring  could  ; 
compel  him  to  pay*.  i 

bnt  are  The  rent,  with  which  we  are  here  concerned,  is  the  income    i 

uamber.     derived  from  one  of  several  sources  of  supply  of  the  same  com- 
modity, these  sources  being  in  the  hands  of  persons  who  are 
competing  wth  one  another.     Suppose  then  that  there  are    j 
in  a  certain  place  a  number  of  springs,  not  all  owned  by  the    | 
same  person,  of  a  natural  mineral  water  for  which  there  is  no 
available  substitute.     Suppose  also  that  the  supply  drawn 
from  each  of  them  can  be  increased  almost  indefinitely  by 
the  aid  of  pumping  appliances,  the  expensiveness  of  which 
increases  more  than  in  proportion  to  the  additional  supplies 
obtained  by  their  meana     Then,  it  being  assumed  that  there 
is  no  combination  between  the  owners  of  the  springs,  each 
will  go  on  increasing  his  production  until  the  price  no  looger 
does  more  than  cover  the  expenses  of  an  additional  supply. 
The  equilibrium  price  will  be  such  as  just  to  remunerate  each 
producer  for  his  mai*ginal  production;  that  is,  for  the  last 
gallon  of  water  which  his  expenditure  enables  him  to  raise, 
when  the  amounts  raised  from  the  several  springs  are  such 
that  they  are  together  equal  to  the  amount  which  purchasers 
are  willing  to  buy  at  that  price.    The  rental  value  of  each 
spring  will  be  the  excess  which  this  price  affords  over  Ibe 
expenses  of  working  it.    Thus  the  price  will  be  determined 
by  the  relations  of  demand  and  supply ;  it  will  take  part 

■  We  Bhall  foon  discuss  the  qnesUon  of  Monopolj  in  some  deteiU  mad  ahafl 
observe  more  closely  the  fset  that  Monopoly  rent  is  rent  detamined,  other  ikt^ 
being  eqnsl,  hj  the  price  of  the  water,  and  does  not  enter  into  that  pvieeu  TMs 
fact  is  in  harmony  with  the  doctrine  we  are  discussing,  but  is  not  an  J 
of  it. 
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directly  in  determining  the  rent  and  will  not  be  determined    book  v. 
by  the  rent :  rent  will  not  enter  into  expenses  of  production*.   °"'  ^'* 

It  must  however  be  noted  that  we  have  implicitly  assumed  A  latent 
that  every  spring  ynll  be  opened  up  which  can  be  worked  so  SSS"£  *^° 
as  to  supply  water  at  an  expense  less  than  the  selling  price,  ^S^hT 
nothing  being  allowed  in  estimating  this  expense  for  the 
value  of  the  land ;  that  is,  we  have  assumed  that  there  is  no 
other  way  of  using  the  land  from  which  a  larger  revenue  can 
be  derived  But  if  one  of  the  smaller  springs  happened  to 
be  so  situated  that  it  could  not  be  worked  without  injury  to 
a  valuable  site,  it  would  probably  not  be  worked  at  all ;  the 
fact  that  the  site  had  a  high  rental  value  for  other  purposes 
would  cut  off  part  of  the  supply  of  mineral  water  that  other- 
wise would  have  been  forthcoming.  This  would  cause  more 
water  to  be  obtained  fix)m  the  other  springs  at  expenses 
increased  more  than  in  proportion:  the  expenses  of  pro- 
duction of  that  part  which  determines  the  price  of  the  whole 
would  be  raised  in  consequence  of  the  high  rent  that  could 
be  got  by  using  for  other  purposes  one  of  the  sites  on  which 
machinery  for  pumping  mineral  water  might  have  been 
erected.  Thus  the  proposition  that  rent  does  not  enter  into 
expenses  of  production  when  rightly  understood  is  not  incon- 
sistent with  the  foct  that  if  some  of  the  possible  sources  of 
supply  of  the  conmiodity  in  question  have  been  diverted  to 
purposes  that  will  enable  them  to  render  a  higher  rent,  this 
diminution  of  supply  will  raise  prices. 

This  brings  us  to  consider  the  celebrated  doctrine  that  This  as- 
Rent  does  not  enter  into  cost  of  production.    It  has  had  a  great  S^ui^to 
place  in  history;  but,  it  has  been  much  misunderstood.     It  **>e'*™oii8 

1  The  plAZi  of  startiog  with  value  as  determined  by  a  monopoly,  and  then  Intro- 
dmdog  the  eompetition  of  many  rivab  so  as  to  work  towards  the  drcmnstances  of 
a  free  market  was  adopted  by  Coomot  as  the  basis  of  his  mathematical  treatment 
of  eoooonadca.  His  work  is  most  fascinating  and  saggestiye:  bnt  he  seems  not  to 
have  Dotieed  that  if  the  field  of  sale  of  each  of  the  rivab  were  milimited,  and  the 
commodity  which  they  prodnoed  obeyed  the  law  of  Increasing  Betom  then  the 
poaitkm  of  eqnilibriimi  attained  when  each  produced  on  the  same  scale  would 
be  imstaUe.  For  if  any  one  of  the  rivab  got  an  advantage,  and  increased  his 
oeale  of  prodnetion,  he  would  thereby  gain  a  further  advantage,  and  soon  drive 
an  his  rivals  out  of  the  field.  Coumot  ignores  the  practical  limitations  which 
prevent  this  result  from  being  reached  in  real  life.  (See  above  Book  iv.  Chapters 
ja — ^hzl;  we  riiall  return  to  this  sul»Jeet.) 
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BOOK  V.    has  often  been  applied  to  farm-rents  in  a  sense  in  which  it 

^'  ^"'   is  not  true :  and  on  the  other  hand  its  scope  has  been  limited 

proposition  to  farm-rents,  thou£:h  in  £act  we  shall  find  that  it  is  applicable 

that  Rent  ,        ,  .     i        ..  -        t  it 

does  not     to  many  other  kmds  of  rents  m  the  same  way  and  to  the 

^t  o^pro-  same  extent  that  it  applies  to  farm-rents\ 

d^tion.  g  4     Three  preliminary  cautions  may  be  entered.    In 

liminary     the  first  place.  Rent   is  here  taken  as  another  name  for 

can  ons.    ^j^^  Surplus  produce  which  is  in  excess  of  what  is  required 

to  remunerate  the  cultivator  for  his  capital  and  labour ;  and 

if  the  cultivator  owns  the  land  himself,  he  of  course  retains 

this  surplus. 

Next,  the  "  Marginal "  dose,  by  the  return  to  whidi  we 
estimate  the  amount  required  to  remunerate  the  farmer,  is  not 
necessarily  applied  to  land  on  the  margin  of  cultivation:  it  is 
on  the  margin  ofprofitahle  expenditure  on  land  of  any  quality. 
Lastly,  the  doctrine  does  not  mean  that  a  tenant  fiumer 
need  not  take  his  rent  into  account  when  making  up  his 
year's  balance-sheet :  when  he  is  doing  that,  he  most  count 
his  rent  just  in  the  same  way  as  he  does  any  other  expense. 
What  it  does  mean  is  that  when  the  fiEumer  is  calculating 
whether  it  is  worth  his  while  to  apply  a  certain  extra  dose  <rf 
capital  to  the  land,  then  he  need  not  think  of  his  rent ;  for  be 
will  have  to  pay  this  same  rent  whether  he  applies  this  extra 
"  Marginal "  capital  or  not :  and  therefore  if  the  "  Marginal " 
produce  due  to  this  dose  seems  likely  to  give  him  normal 
profits,  he  applies  the  dose ;  and  his  rent  does  not  then  enter 
into  his  calculations. 

The  doctrine  is  then,  that  the  price  of  the  whole  produce 
was  determined  by  the  action  of  the  farmers  with  r^;ard  to , 
their  ''  Marginal "  produce ;  and  that  since  this  action  wa^ 
not  aflfected  by  the  rent  they  had  to  pay,  therefore  rent  did 
not  enter  into  the  price  of  the  marginal  produce  and  therefore 
did  not  enter  into  the  price  of  any  part'. 

^  Ricardo,  the  original  user  of  this  phrase,  is  himself  partlj  respoosihle  jatthw 
error. 

*  Adam  Smith  is  attacked  by  Rioardo  for  putting  rent  on  the  same  f oolfair  viik 
wages  and  profits  as  parts  of  (money)  cost  of  production ;  and  no  doubt  he  does  thai 
sometimes.  But  yet  he  says  elsewhere,  **  Bent  it  is  to  be  observed  entars  inlo  the 
composition  of  the  price  of  commodities  in  a  diiferent  way  from  wages  and  ptuir 
High  or  low  wages  and  profit  are  the  canses  ol  hi^  or  low  priee:  falgfa  er  fe« 
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If,  following  Ricardo,  we  suppose  that  all  kinds  of  agri-   booe  v. 
cultural  produce  can  be  regarded  as  converted  into  certain    ^'  ^"' 
quantities  of  com ;  and  then  take  it  for  granted  that  all  the  The 
land  will  be  used  for  agricultural  purposes  of  some  kind  or  not  mis- 
other,  with  the  exception  of  building  sites  which  are  a  small  ^ith  ^ 
and  nearly  fixed  part  of  the  whole ;  it  is  then  true  that  the  J^^^.*^ 
price  of  agricultural  produce  taken  as  a  whole  is  governed,  in  tur^ 
the  long  run,  and  other  things  being  equal,  by  its  marginal  a  whole, 
expenses  of  production  (or,  to  use  the  ordinary  metaphor,  by 
the  expenses  on  the  margin  of  cultivation);  that  these  ex- 
penses are  not  in  any  way  affected,  directly  or  indirectly,  by 
the  true  rent  (exclusive  of  the  ^uasi-rents  of  improvements) 
paid  for  the  land ;  and  that  therefore  this  rent  does  not  enter 
into  the  expenses  of  production  of  agricultural  produce  taken 
as  a  whole. 

§  5.     But  when  applied  to  the  case  of  one  kind  of  agri-  Bat  when 
cultural  produce  considered  separately,  the  doctrine  is  liable  trSie  u  ap- 
to  be  understood  in  a  sense  in  which  it  is  not  trua     For^^^jJ^^ 
instance  the  production  of  those  oats  which  only  jiist  pay  gjP^'*^ 
their  way  is  often  said  to  determine  the  price  of  all  other  rateiy  it  is 
oats ;  rent,  it  is  argued,  does  not  enter  into  their  cost  of  pro-  ^^' 

duction,  and  therefore  rent  does  not  enter  into  the  supply 
price  of  oats.    But  this,  though  true  in  a  sense,  is  misleading. 

It  is  true  that  when  we  know  what  are  the  most  un- 
&vourable  conditions  under  which  oats  are  grown,  we  can 
calculate  the  supply  price  of  oats  by  reckoning  up  their  ex- 
penses of  production ;  just  as  we  can  discover  the  tempera- 
ture by  looking  at  the  thermometer.  But  as  it  would  be 
misleading  to  say  that  the  height  of  the  thermometer  deter- 
mines the  temperature;  so  a  great  deal  of  confusion  has 
arisen  from  saying  simply  that  the  normal  value  of  oats  is 
determined  by  their  production  under  the  most  un&vourable 

rent  is  the  effect  of  it.  It  is  because  high  or  low  wages  and  profit  mnst  be  paid 
in  ord^'  to  bring  a  particnlar  commodity  to  market  that  its  price  is  high  or  low. 
But  it  is  beiBaiise  its  price  is  high  or  low  a  great  deal  more,  or  very  little  more, 
or  no  more  than  what  is  sufficient  to  pay  those  wages  and  profits,  that  it  affords  a 
hi|^  rent,  or  a  low  rent,  or  no  rent  at  all."  ( Wealth  of  Natiom^  Book  i.  Chapter 
n.)  In  this,  as  in  many  other  instances,  he  anticipated  in  one  part  of  his  writings 
trvAhs  which  in  other  parts  he  has  seemed  to  deny.  We  shall  recor  to  his  and 
Bicardo'a  doctrines  as  to  the  rent  of  mines  later  on. 
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BOOK  V.  circumstances  under  which  they  are  grown«  This  statemeot 
cH^^vra.  jjgg^g  ^Q  Y)e  completed  by  adding  that  these  circumstances 
are,  no  less  than  the  normal  value  itself,  determined  by  the 
general  conditions  of  demand  and  supply ;  and  that  one  of 
the  chief  of  these  conditions  is  the  amount  of  land  which  is 
capable  of  growing  oats,  but  for  which  there  is  so  great  a 
demand  for  other  purposes  that  it  affords  a  higher  rent,  when 
used  for  them,  than  when  used  for  growing  oats.  For  the 
expenses  of  production  of  those  oats  which  only  just  pay  their 
way,  are  greater  than  they  would  be,  were  it  not  that  much 
of  the  land  which  would  return  the  largest  crops  of  oats  to 
the  smallest  outlay  is  diverted  to  growing  other  crops  that 
will  enable  it  to  pay  a  higher  rent  than  oats  would  afford; 
and  therefore  the  rent  that  land  on  which  oats  could  be 
grown,  can  be  made  to  pay  for  other  purposes,  though  it  doc« 
not  "  enter  into  "  the  expenses  of  production  and  the  nonnal 
value  of  oats,  yet  does  indirectly  affect  them*. 

We  conclude  then  that  the  doctrine  that  rent  does  not 
enter  into  money-cost  of  production  applies  to  agriculture 
only  when  carefully  limited ;  and  if  Ricardo  had  studied  its 
limitations  more  carefully  he  would  probably  have  seen  that 
there  remained  no  reason  for  confining  its  scope  to  agricul- 
ture.   It  may  be  taken  in  a  sense  in  which  it  is  not  true  of 
agricultural  rent;  when  properly  interpreted,  it  is  equally 
true  of  all  kinds  of  rent. 
Those  limi.       §  6.    We  have  seen'  that  the  Law  of  Diminishing  Retun 
^dUio^  applies  to  the  use  of  land  for  the  purposes  of  living  and 
nw^My    working  on  it  in  all  trades.     Of  course  in  the  trade  of  buiW- 
ton^eflieing,  as  in  agriculture,  it  is  possible  to  apply  capital  too 
trneofagri-  thinly.    Just  as  a  squatter  may  find  that  he  can  raise  more 
rents  are    produce  by  cultivating  only  a  half  of  the  160  acres  allotted 
JJ^^*j  to  him  than  by  spreading  his  labour  over  the  whole,  so  even 
true  of  ur.  when  fiTound  has  scarcely  any  value,  a  very  low  house  may  be 

ban  rents.     .         .°  x*       .     •  t     •  t>  .     i 

dear  m  proportion  to  its  accommodation.    But,  as  m  agncol- 

1  As  MiU  points  oat  when  discussing  "some  peculiar  cases  of  Tmlne,**  aU <{•>•- 
tions  relating  to  the  competition  of  crops  for  the  possession  ot  partknlar  soOs  tn 
complicated  by  the  rotation  of  crops  and  similar  causes  {PrindpUs;  Bosk  m. 
Ch.  xvi.  I  2).  He  does  not  however  appear  to  have  noticed  the  bearing  of  ikme 
remarks  on  the  general  problem  of  "  Bent  in  its  relation  to  Value." 

s  Book  IT.  Ch.  m. 
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tare,  there  is  a  certain  application  of  capital  and  labour  to  the  book  t. 
acre  which  gives  the  highest  return,  and  further  applications  ^'^"'' 
after  this  give  a  less  return,  so  it  is  in  building.  The  amount 
of  capital  per  acre  which  gives  the  maximum  return  varies  in 
agriculture  with  the  nature  of  the  crops,  with  the  state  of  the 
arts  of  production,  and  with  the  character  of  the  markets  to  be 
supplied;  and  similarly  in  building,  the  capital  per  square 
foot  which  would  give  the  maximum  return,  if  the  site  had  no 
scarcity  value,  varies  ynth  the  purpose  for  which  the  building 
is  wanted.  But  when  the  site  has  a  scarcity  value,  it  is  worth 
while  to  go  on  applying  capital  beyond  this  maximum  rather 
than  pay  the  extra  ground-rent  required  for  extending  the 
site.  In  places  where  ground-rent  is  high,  each  square  foot 
is  made  to  yield  perhaps  twice  the  accommodation,  at  more 
than  twice  the  cost,  that  it  would  be  made  to  give,  if  used  for 
similar  purposes  where  ground-rent  is  low.  We  may  apply  The  Mar- 
the  phrase  the  Margin  of  Building  to  that  accommodation  S^Ming, 
which  it  would  not  be  worth  while  to  obtain  from  a  given 
site  if  its  ground-rent  were  a  little  lower;  and,  to  fix  the 
ideas,  we  may  suppose  this  accommodation  to  be  given  by 
the  top  floor  of  the  building^ 

By  erecting  this  floor,  instead  of  spreading  the  building 
over  more  ground,  a  saving  of  ground-rent  is  efiected,  which 
just  compensates  for  the  extra  expense  and  inconvenience  of 
the  plan.  The  accommodation  given  by  this  floor,  when 
allowance  has  been  made  for  its  incidental  disadvantages, 
is  only  just  enough  to  be  worth  what  it  costs  without 
allowing  anything  for  ground-rent;  and  the  expenses  of  pro- 
duction of  the  things  raised  on  this  floor,  if  it  is  pai-t  of  a 
factory,  are  just  covered  by  their  price;  there  is  no  surplus 

1  Hoiues  bfoilt  in  flats  are  often  provided  with  a  lift  which  is  mn  at  the  expense 
oi  the  owner  of  the  hoose,  and  in  such  cases,  at  all  events  in  America,  his  top  floor 
Bonnetimes  lets  fOr  a  higher  rent  than  any  other.  If  the  site  is  very  valnahle  and 
the  law  does  not  limit  the  height  of  his  honse  in  the  interest  of  his  neighhonrs,  he 
may  build  very  high :  bat  at  last  he  will  reach  the  margin  of  building.  At  last  he 
win  find  that  the  extra  expenses  for  foundations  and  thick  walls,  and  for  his  lift, 
together  with  some  resulting  depreciation  of  the  lower  floors,  makes  him  stand  to 
lose  mare  than  he  gams  by  adding  one  more  floor;  the  extra  accommodation 
which  it  only  just  answers  his  purpose  to  supply  is  then  to  be  regarded  as  at  the 
ntargin  of  building,  even  though  the  gross  rent  be  greater  for  the  higher  floors 
than  for  the  lower. 
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BOOK  V.    for  ground-rent.   The  expenses  of  production  of  manu&ctures 

cH^jTu*  ^^y  ^j^^^  ^^  reckoned  as  those  of  the  goods  which  are  made 

on  the  margin  of  building,  so  as  to  pay  no  ground-rent.    On 

the  understanding  that  we  do  so  reckon  them,  it  is  true  thai 

ground-rent  does  not  enter  into  the  expenses  of  manufacture: 

and  this  understanding  is  exactly  parallel  to  that  which  has 

to  be  supplied  in  order  to  make  Ricardo's  doctrine  true, 

when  applied  to  agriculture.     For,  the  expenses  of  prodj 

tion  of  oats  are  increased  by  the  &ct  that  land  which  < 

)deld  good  crops  of  oats  is  in  great  demand  for  growi 

crops,  which  enable  it  to  yield  a  higher  rent;  while 

printing  presses  which  may  be  seen  at  work  in  London 

sixty  feet  above  the  ground  could  afford  to  do  their  work  a 

little  cheaper  if  the  ground  were  not  so  much  in  demaixl 

for  other  uses,  and  pressure  of  ground-rent  did  not  push  the 

margin  of  building  up  so  high*. 

The  indi-  Reverting  to  a  caution  given  at  the  beginning  of  this 

orreuton   chapter  against  misunderstanding   the  general  bearing  of 

Expenses    Ricardo's  doctrine,  we  may  notice  that  this  argument  does 

1  Jevons  in  the  Preface  to  the  Second  Edition  of  his  Theory  of  PcUiietl 
Economy  argues  in  the  direction  of  treating  agricnltoral  rent  on  the  same  footiiie 
as  ground-rent.  But  he  goes  on : — "  If  land  which  has  been  yielding  £2  per  acre 
rentt  as  pasture,  be  ploughed  up  and  used  for  raising  wheat,  must  not  the  £3  per 
acre  be  debited  against  the  expenses  of  production  of  wheat?"  It  is  tme  that 
Mill  was  inconsistent  in  answering  this  question  in  the  negative,  while  he  ntain- 
tained  that  when  land  capable  of  yielding  rent  in  agriculture  is  applied  to  Hse 
other  purpose,  the  rent  which  it  would  have  yielded  is  an  element  in  the  eoit 
of  production  of  the  commodity  which  it  is  employed  to  produce.  But  still  the 
proper  answer  to  Jevons'  question  is  in  the  negative.  For  there  is  no  connectiai 
between  this  particular  sum  of  £2  and  the  expenses  of  production  <tf  that 
wheat  which  only  just  pays  its  way.  The  amount  of  capital  ^yjdied  in  enlti- 
vation  is  elastic,  and  is  stretched  mitil  the  return  to  it  only  just  repays  the 
outlay:  this  limit  is  determined  by  the  general  circumstances  of  supply  and 
demand;  and  is  independent  of  the  particular  sum  of  £2  which  the  land  wiU  afford 
as  rent.  Mill  ought  to  have  said,  **When  land  capable  of  being  used  for  pro- 
ducing one  commodity  (whether  agricultural  produce  or  not)  is  used  for  prodadsf 
another,  the  price  of  the  first  is  raised  by  the  consequent  limitation  of  ita  field  d 
production.  The  price  of  the  second  wiU  be  the  expenses  of  productkm  (wages 
and  profits)  of  that  part  of  it  which  only  just  pays  its  way,  that  whkdi  is  pro- 
duced on  the  margin  of  cultivation  or  building.  And  if  for  the  purposes  of  anv 
particular  argument  we  take  together  the  whole  expenses  of  the  productioa  «■ 
that  site,  and  divide  these  among  the  whole  of  the  commodity  {Hrodoced,  then,  the 
rent  which  we  ought  to  count  in  is  not  that  which  the  site  would  pay  if  used  Isr 
producing  the  first  commodity,  but  that  which  it  does  p«y  when  used  for  pn- 
ducing  the  second." 
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not  imply  that  a  manufacturer  when  making  up  the  profit   book  v. 
and  loss  account  of  his  business  would  not  count  his  rent    ^°'  ^°* 
among  his  expenses.     If  the  ground-rent  in,  say,  Leeds  rises,  of  produc. 
a  manufikcturer  finding  his  expenses  of  production  increased  notbeover- 
may  move  to  another  town  or  into  the  country;  and  leave  the  ©iSier  in 
land  on  which  he  used  to  work  to  be  built  over  with  shops  ^^**^' 
and  warehouses,  for  which  a  town  situation  is  more  valuable  *^^' 
it  is  for  factories  \     For  he  may  think  that  the  saving 
>und-rent  that  he  will  make  by  moving  into  the  country, 
Br  with  other  advantages  of  the  change,  will  more  than 
erbalance  its  disadvantages.     In  a  discussion  as  to 

ther  it  was  worth  his  while  to  do  so,  the  ground-rent  of 
his  factory  would  be  reckoned  among  the  expenses  of  pro- 
duction of  his  cloth. 

This  is  true.  But  it  is  no  less  true  that  in  making  up 
the  profit  and  loss  account  of  the  cultivation  of  land,  the 
&nner  s  rent  must  be  reckoned  among  his  expenses.  A  hop- 
grower,  for  instance,  may  find  that  on  account  of  the  high 
rent  which  he  pays  for  his  land,  the  price  of  his  hops  will  not 
cover  their  expenses  of  production  where  he  is,  and  he  may 
abandon  hop-growing,  or  seek  other  land  for  it;  while  the 
land  that  he  leaves  may  perhaps  be  let  to  a  market-gardener. 
After  a  while  the  demand  for  land  in  the  neighbourhood 
may  again  become  so  great  that  the  aggregate  price  which 
the  market-gardener  obtains  for  his  produce  will  not  pay  its 
expenses  of  production,  including  rent ;  and  so  he  in  his  turn 
makes  room  for,  say,  a  building  company. 

§  7.     Mines,  quarries,  &c.  form  a  class  by  themselves.  Mining 
as  has  already  been  indicated^     For,  except  when  they  are  ^^^to 
practically  inexhaustible,  the  excess  of  their  income  over  their  ^!i^i**' 
direct  outgoings  has  to  be  regarded,  in  part  at  least,  as  the  of  minerals 
price  got  by  the  sale  of  stored  up  goods — stored  up  by  Nature 
indeed,  but  now  treated  as  private  property ;  and  therefore 
the  marginal  supply  price  of  minerals  includes  a  royalty  in 
addition  to  the  marginal  expenses  of  working  the  mine.   This 
royalty  on  a  ton  of  coal,  when  accurately  adjusted,  represents 


1  Compare  the  latter  part  of  Book  iv.  Cb.  in.  §  7. 
«  Book  IV.  Oh.  m.  §  7. 
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BOOK  v.  that  diminution  in  the  value  of  the  mine,  regarded  as  a 
cH^i.  g^yj^g  q{  wealth  in  the  future,  which  is  caused  by  taking 
the  ton  out  of  nature's  storehouse.  Ricardo  was  technicaDy 
right  when  he  said  that  rent  does  not  enter  into  the  marginal 
expenses  of  production  of  mineral  produce.  But  he  ought  to 
have  added  that  the  incomes  derived  from  mines,  which  are 
not  practically  inexhaustible,  are  in  fact  partly  rent  and 
partly  royalty;  and  that  though  the  rent  does  not,  the 
minimum  royalty  does  enter  directly  into  these  marginal 
expenses  ^ 

1  Compare  Prof.  Sorley's  paper  on  Mining  Royaltiei  in  the  Statitiical  Jottr*^ 
for  March  1889. 
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CHAPTER  IX. 

ON  THE  VALUE  OF  AN  APPLUKCE  FOR  PRODUCTION  IN 
RELATION  TO  THAT  OF  THE  THINGS  PRODUCED  BY  IT, 
CONTINUED. 

§  1.     We  now  proceed  to  consider  more  closely  the   book  v. 
application  to  Quasi-rent  of  the  rule  that  Rent  does  not    *^°'"' 
enter  into  cost  of  production,  and  to  inquire  what  modifica-  ^^'^^ 
tions  are  needed  to  adapt  it  to  incomes  derived  from  factors  ter. 
of  production  the  supply  of  which,  though  not  permanently 
limited,  cannot  be  increased  quickly  enough  to  affect  appre- 
ciably the  production  of  the  commodity  in  question  during 
the  period  which  we  have  in  view  when  speaking  of  its  normal 
fupply  price.    In  order  to  emphasize  this  continuity  the 
better  we  will  study  the  income  derived  from  land  in  a  newly 
settled  country :  we  shall  find  that  for  some  purposes  they 
are  to  be  classed  as  Profits,  or  at  most  as  Quasi-rents,  rather 
Ihan  Renta 

A  settler  who  takes  up  land  in  a  new  country  exercises  when  a 
ao  exclusive  privilege,  for  he   only  does  what  anyone  else  ^J^try  is 
is  at  liberty  to  do.    He  undergoes  many  hardships,  if  not  S^J-^J^Je 
personal  dangers,  and  perhaps  runs  some  risk  that  the  land  regardedas 
[Day  turn  out  badly,  and  that  he  may  have  to  abandon  his  profits 
mprovements.     On  the  other  hand,  his  venture  may  turn  "Sf*  ^ 
)ut  well ;  the  flow  of  population  may  trend  his  way,  and  the 
ralue  of  his  land  may  soon  give  as  large  a  surplus  over  the 
lormal  remimeration  of  his  outlay  on  it  as  the  fishermen's 
liaul  does  when  they  come  home  with  their  boat  full.     But 
R  this  there  is  nothing  which  presents  itself  to  him  as  rent. 
9e  hajB  engaged  in  a  risky  business  which  was  opei)  to  all, 
ind  his  energy  and  good  fortune  have  given  him  an  excep- 
M.  30 
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BOOK  V.  tionally  high  reward :  others  might  have  taken  the  same 
^'"^  chance  as  he  did;  and  from  a  business  point  of  view  they 
ought  to  have  done  so,  if  they  thought  that,  after  discounting 
all  the  hardships  and  risks  of  the  venture,  it  would  yield  a 
surplus  which  could  fairly  be  called  the  rent  of  a  special 
privilege  or  monopoly. 

Thus  the  income  which  he  expects  the  land  to  afford  in 
the  future  enters  into  the  calculations  of  the  settler,  and  adds 
to  the  motives  which  determine  his  action  when  on  the 
margin  of  doubt  as  to  how  far  to  carry  his  enterprise.  He 
regards  its  ''discounted  value "^  as  profits  on  his  capital, 
and  as  earnings  of  his  own  labour,  in  so  fieu*  as  his  improve- 
ments are  made  with  his  own  hands. 

A  settler  often  takes  up  land  with  the  expectation  that 
the  produce  which  it  affords  while  in  his  possession  will  &U 
short  of  an  adequate  reward  for  his  hardships,  his  laboor 
and  his  expenditure.  He  looks  for  part  of  his  reward  to  the 
value  of  the  land  itself,  which  he  proposes  after  a  while  to 
sell  to  some  new-comer  who  has  no  turn  for  the  life  of  a 
pioneer.  Sometimes  even,  as  the  British  farmer  learns  to 
his  cost,  the  new  settler  regards  his  wheat  almost  as  a  by- 
product; the  main  product  for  which  he  works  is  a  fium,  the 
title-deeds  to  which  he  will  earn  by  improving  the  land,  and 
the  value  of  which  will  steadily  rise*. 

1  Compare  Book  m.  Ch.  v.  §  3. 

>  It  has  even  been  maintained  thai  any  new  country  which  ahosld  rcfaae  t* 
settlers  the  power  of  acquiring  an  absolnte  right  of  property  in  the  mO,  msA 
should  grant  long  leases  only,  wonld  see  the  stream  of  immigrants  into  it  speedify 
'  ran  away.  Bnt  there  does  not  seem  to  be  any  strong  reason  for  thinking  that 
this  effect  would  be  more  than  temporary:  for  the  more  far-seeing  ckas  «i 
immigrants  might  think  that  what  was  kept  from  them  as  **  indiTidnal  wealtli ' 
was  more  than  returned  to  them  as  shareholders  in  the  "ooDectrTe  wealtk.' 
And  even  if  not,  it  may  be  doubtful  whether  the  few  people  who  ilivt  aizh*  a 
a  new  shore  are  justified  in  assuming  that  they  have  the  right  to  dispose  d  its 
vast  resources  in  perpetuity.  Warned  by  the  experiences  of  the  past  our  on 
generation  might  well  pause  before  entering  into  new  engagements  that  pvport 
to  bind  its  suocessors  for  all  time.  The  gain  which  the  world  as  a  whole  can  fd 
from  turning  the  stream  of  migration  in  this  direction  rather  than  that,  is  not  nr? 
great:  distant  generations  may  think  that  the  fee-simple  of  the  soil  was  too  kifb 
a  price  to  pay  for  such  a  purpose ;  and  that,  since  a  hundred  years,  thoagh  i»otka( 
iu  the  life  of  the  race,  is  long  relatively  to  indiyidual  liyes,  a  free  lease  for  a  basiri^ 
years  would  have  been  a  sufficient  price  to  pay.  But  this  takes  us  out  bcTvol  tkt 
range  of  our  present  inquiries :  the  point  with  which  we  are  coocented  jvsl  ban  » 
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§  2.  But  when  the  land  is  all  taken  up,  the  desire  to  book  y. 
obtain  its  title-deeds  no  longer  acts  as  a  motive  to  further  ^°' "' 
improvement  and  to  further  production.     Henceforth  that  ^«» 

■^  .  ,  -^  ,  there  are 

Det  income  which  the  land  affords  to  its  owner  in  excess  of  no  more 
normal  profits  on  his  fresh  application  of  capital  is  a  Pro-  to  be 
ducer's  Surplus  standing  outside  of  those  gains  which  are  ^J^i^"* 
required  to  cover  the  marinnal  expenses  of  production.     As  'ajo'ijed 

■■•  .  .  .  .  ,    Bitnations, 

population  and  wealth  increase  in  the  neighbourhood  this  rent 
net  income  also  will  increase;  but  except  in  so  far  as  the  ^^^^' 
improvement  may  be  due  to  the  direct  action  of  individual 
owners,  the  whole  of  it  may  be  regarded  as  a  rent  coming 
under  the  general  argument  of  the  preceding  chapter. 

Its  amoimt  therefore  will  be  determined,  other  things  and  the 
being  equal,  by  the  supply  price  of  produce  at  the  margin  period 
of  cultivation  and   it   wU   play  very  little  direct  part  in  Sderatloui 
determining  that  price.     For  that  price  will  be  governed  ^^^«^ 
chiefly  by  the  results  which  landowners  and  ftmners  can  get  cUisses  of 
from  applying  capital  and  labour  in  the  further  development  ments,  the 
of  the  resources  of  the  soil,  and  in  cultivating  it  by  more  wi^^is^ 
intensive  methods  than  those  of  the  early  settler.    The  ^^ 
results  of  all  kinds  of  improvements,  both  those  which  bear 
fruit    slowly  and  those   which  bear  fruit  quickly,  will  be 
watched;  and  their  success  or  &ilure  will  influence  th(>se 
who   are   thinking  of  investing  more  capital   in   the  soil. 
Local  variations  of  land  tenure  and  custom  will  afreet  the 
issue;  but  in  every  case  it  will  be  true  that  the  marginal 
supply  price  of  produce  in  the   near   future  will  not   be 
affected   by  improvements  that  bear  fruit  slowly  in  the 
same  way  that  it  is  by  those  which  act  quickly. 

Suppose,  for  instance,  that  a  war,  which  was  not  expected  An  uiastra- 
to  last  long,  were  to  cut  off  part  of  our  food  supplies.  People  stanS. 
would  set  themselves  to  raise  heavier  crops  by  such  extra 
application  of  capital  or  labour  as  was  likely  to  yield  a 
speedy  return ;  they  would  consider  the  results  of  artificial 
manures,  of  the  use  of  clod-crushing  machines,  and  so  on; 
aiid  the  more  fiavourable  these  results  were,  the  lower  would 

ihmt  ftnythiDg  that  affects  the  hopes  of  distant  gain  on  the  part  of  the  settler 
^x«rt8  a  clearly  marked,  though  perhaps  slowly  acting  influence  on  the  amount  of 
produce  which  will  he  forthcoming  in  the  country  at  any  given  time. 

30-2 
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BOOK  V.   be  the  price  of  produce  in  the  coming  year  which  they  re- 

^'"'    garded  as  necessary  to  make  it  worth  their  while  to  incur 

additional  outlay  in  these  directiona     But  the  war  would 

have  very  little  effect  on  their  action  as  to  improvements 

that  would  not  bear  fruit  till  it  was  over. 

In  any  inquiry  then  as  to  the  causes  that  will  determine 
the  prices  of  com  during  a  short  period,  that  fertility  whidi 
the  soil  derives  from  slowly  made  improvements  has  to  be 
taken  for  granted  as  it  then  exists,  almost  in  the  same  way 
as  if  it  had  been  made  by  nature ;  and  the  income  derived 
from  it  may  be  regarded  as  a  Quasi-rent.  But  it  is  more 
properly  regarded  as  profits  than  as  rent  when  we  are  con- 
sidering the  broader  action  of  economic  causes  over  long 
periods  of  time — that  action  which  controls  the  gradual  de- 
velopment of  material  well-being.  For  in  the  long  run 
the  net  returns  to  the  investment  of  capital  in  the  Imd. 
taking  successful  and  unsuccessful  returns  together,  do  not 
afford  more  than  an  adequate  motive  to  such  investment 
If  poorer  returns  had  been  expected  than  those  on  which 
people  actually  based  their  calculations,  fewer  improvem^ts 
would  have  been  made ;  and  in  any  case  the  imiHt>vem»t^ 
would  depend  partly  on  the  conditions  of  land  tenure,  and 
the  enterprise  and  ability  and  command  over  capital  on  the 
part  of  landlords  and  tenants  which  existed  at  the  time  and 
place  in  question.  In  this  connection  we  shall  find  when  we 
come  to  study  land  tenure  that  there  are  large  allowances  to 
be  made  for  the  special  conditions  of  different  places. 

But  meanwhile  we  may  conclude  that,  when  the  enter- 
prise of  landowners  is  most  active,  the  extra  income  derived 
from  improvements  that  have  been  made  in  the  land  by  its^ 
individual  owner — this  income  being  so  reckoned  as  not  u* 
include  any  benefit  which  would  have  been  conferred  on  the 
land  by  the  general  progress  of  society  independently  of  hi* 
efforts  and  sacrifices — does  not  as  a  rule  give  a  sorphis 
beyond  what  is  required  to  remunerate  him  for  those  eBott^ 
and  sacrifices.  He  may  have  under-estim&ted  the  gain> 
which  will  result  from  them ;  but  he  is  about  equally  likely 
to  have  made  an  over-estimate.  If  he  has  estimated  theiu 
rightly,  his  interest  would  lead  him  to  make  the  investmen: 
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as  soon  as  it  showed  signs  of  being  profitable :  and  in  the  book  v. 
absence  of  any  special  reason  to  the  contrary  we  may  suppose  ^•°' 
him  to  have  done  this. 

On  these  suppositions  then,  when  we  are  considering  General 
periods  which  are  long  in  comparison  with  the  time  required  Jo  agricS 
to  make  improvements  of  any  kind,  and  bring  them  intOj^^*^'^ 
fall  operation,  the  net  incomes  derived  from  them  are  to  be  penoda 
regarded  as  the  price  required  to  be  paid  for  the  efforts  and 
sacrifices  of  those  who  make  them.     The  expenses  of  making 
them  thus  directly  enter  into  marginal  expenses  of  production, 
and  directly  govern  long-period  supply  price.     But  in  short  M»d  for 
periods,  that  is,  in  periods  short  relatively  to  the  time  re- 
quired to  make  and  bring  into  full  bearing  improvements  of 
the  class  in  question,  the  incomes  derived  fi*om  them  exercise 
no  such  direct  influence  on  supply  price ;  and  when  we  are 
dealing  with  such  periods  these  incomes  may  be  regarded  as 
a  Quasi-rent  which  takes  little  direct  part  in  determining, 
but  is  rather  dependent  on  the  price  of  the  produce.    It  may 
be  noted,  however,  that  Rent  proper  is  estimated  on  the 
understanding  that  the  original  properties  of  the  soil  are 
unimpaired.    And  when  the  income  derived  from  improve- 
ments is  regarded  as  a  Quasi-rent,  it  is  to  be  understood 
that  they  are  kept  up  in  full  efficiency:  if  they  are  being 
deteriorated,  the  equivalent  of  the  injury  done  to  them  must 
be  deducted  from  the  income  they  are  made  to  yield  before 
we  can  arrive  at  that  Net  income  which  is  to  be  regarded  as 
their  Quasi-rent. 

§  3.    These  results  do  not  depend  upon  the  special  quali-  are  ap- 

.     ^1      J  t  .  ,  J...  /.         .      ix  \i        pUcableto 

ties  of  land,  or  on  the  special  conditions  of  agriculture ;  they  aU 

are  generally  applicable  to  all  branches  of  industry.     This  is  £iS^V' 

perhaps  already  obvious  enough :  for  the  main  substance  of 

the  argument  has  already  been  given  in  Chapter  v.     But 

the  subject  is  one  of  so  much  difficulty  that  the  space  given 

in  this  Section  to  repeating,  in  another  form,  what  has  been 

Baid  there,  may  not  be  wasted. 

Let  us  suppose  then  that  an  exceptional  demand  for  a  as  is 
certain  kind  of  textile  fabrics  is  caused  by,  say,  a  sudden  gjjo^'i^ 
movement  of  the  feshions.    The  special  machinery  required  J^^*^*^ 
fOT  making  that  &bric  will  yield  for  the  time  an  income,  lating  to 
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BOOK  V.    which  bears  no  direct  relation  to  the  expenses  of  making 
CH^.    ^j^^  machinery ;  but  is  rather  a  high  Quasi-rent  governed  by 
^^-       the  price  that  can  be  got  for  the  produce  and  consisting  erf 
the  excess  of  the  aggregate  price  of  that  produce,  over  the 
direct  outlay  (including  wear-and-tear)  incurred  in  its  pro- 
duction. 

Next,  suppose  that  the  tide  has  turned,  and  that  the 
demand  for  a  certain  class  of  goods  is  much  less  than  had 
been  expected.  The  £EU)tories  with  the  most  imperfect  ap- 
pliances and  the  worst  machinery  in  other  factories  will  be 
thrown  out  of  work :  those  machines  which  it  is  just  worth 
while  to  keep  in  work  will  just  pay  the  actual  expenses  of 
working  them,  but  will  yield  no  surplus.  Their  produce  will 
be  on  the  margin  of  production ;  and  the  excess  of  the  price 
got  for  the  goods  made  by  the  better  appliances  over  wear- 
and-tear,  together  with  the  actual  expenses  of  working  them, 
will  be  the  surplus  or  Quasi-rent  which  these  appliances  yield 
during  the  short  period  of  depression.  In  this  case  the  Quasi- 
rent  will  be  not  more  but  less  than  normal  profits  on  the 
original  investment. 
The  Next,  seeking  another  aspect  of  the  same  truth,  let  bs 

ofdS^*^*^*  take  the  case  of  a  branch  of  manu£Eu;ture  for  the  products  of 
fashioned    ^hich  there  is  a  uniform  and  steady  demand;  and  let  ib 

nutcmnery.  ,       "^ 

suppose  that  the  machinery  required  for  it  is  suddenly  im- 
proved. For  a  time  those  who  use  the  new  machineiy 
will  get  exceptionally  high  profits :  but  before  long  its  use 
will  have  become  general  and  will  control  the  price  of  the 
produce.  That  will  in  future  be  equal  to  the  normal  ex- 
penses of  production  of  those  portions  of  the  produce  which 
are  made  with  new  machinery,  interest  being  reckoned  on 
the  expenses  of  producing  this  machineiy,  together  with 
wear-and-tear,  and  "depreciation"  at  a  high  rate  to  allow 
for  the  chance  that  it  will  in  its  turn  become  obsolete. 
Meanwhile  such  of  the  old  machinery  as  is  in  good  repur 
may  perhaps  be  kept  at  work;  but  the  income  which  it 
earns  will  bear  no  direct  relation  to  its  own  expenses  of  pnLK 
duction ;  it  will  be  the  small  excess  of  the  selling  value  of 
the  produce  made  by  it,  over  the  wear-and-tear  and  other 
direct  outlay  involved;  this  income  will  be  a  Quasi-rent,  the 
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value  of  which  will  be  detennined  by  the  price  of  the  pro-    book  v. 
duce,  and  play  no  direct  part  in  detennining  that  price.  cr.ix. 

But  it  may  be  noted  that  the  produce  made  by  ma- 
chineiy  which  is  so  fisir  obsolete  that  its  owner  is  in  doubt 
whether  to  use  it  at  all  or  to  throw  it  away,  gives  the  means 
of  ascertaining  the  normal  price,  equally  with  that  produce 
which  is  made  under  normal  conditions  by  new  machinery: 
save  only  that  in  the  one  case  the  expenses  of  production 
of  the  machinery  do  not  enter  into  the  account  at  all,  and 
io  the  other  a  full  charge  is  made  for  them. 

The  anniment  of  the  last  section  but  one  of  the  precedincr  Argmnents 

,  ,.  o  ,  .1  ^      °  relating  to 

chapter  applies,  so  tar  as  short  periods  are  concerned,  to  Rents  ex- 
Quasi-rents  very  nearly  in  the  same  way  as  to  true  Rents,  (^a^. 
When  existing  feu^tories,  or  machinery  which  could  be  ap-  '*''*"• 
plied  to  producing  one  commodity  are  diverted  to  producing 
another  because  the  demand  for  that  is  such  as  to  enable 
them  to  earn  a  higher  Quasi-rent  by  producing  it,  then  for  \ 

the  time  the  supply  of  the  second  will  be  less,  and  its  price  ^ '  * 
higher  than  if  the  machinery  had  not  been  able  to  earn  a 
higher  Quasi-rent  by  another  use.  But  as  in  the  case  of 
Rent,  there  will  be  no  direct  or  numerical  relation  between 
the  increase  in  the  price  of  the  first  commodity  and  the 
Quasi-Rent  that  the  machinery  can  earn  by  producing  the 
second. 

§  4.    Similar  illustrations  might  be  taken  from  any  other  The 
branch  of  business.     Each  branch  has  special  features  of  its  betw^n 
own;  but  with  proper  modifications  in  detail,  the  same^J^JJ''* 
general  principle  applies  to  all.    In  every  case  the  Net  income  ^^^ 
derived  fix)m  the  investment  of  capital,  when  once  that  in-  abort 
vestment  has  been  made,  is  a  Quasi-rent.     That  is  to  say, 
when  the  causes  which  determine  short-period  fluctuations 
of  production  are  imder  discussion,  this  Quasi-rent  may  be 
classed  with  rent  proper,  on  the  ground  that  it  stands  outside 
of  the   payments  which  influence  producers  to  take  such 
actioa  as  would  increase  the  available  supply  within  a  short 
period     But  this  resemblance  to  rent  is  only  partial  and  in 
a  sense  superficial. 

For  when  land  or  other  free  gifts  of  nature  have  once  and  has  no 
become  private  property,  their  rent  proper  does  not  act  as  thebroaSer 
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BOOK  T.    a  direct  motive  to  make  and  save  the  means  of  production: 
^•°'    though  of  course  a  violent  appropriation  of  it  might  desfcroj 
probiemsof  that  Security  on  which  all  such  motives  depend.     It  is  a  true 
progress,    surplus.    But  the  Quasi-rent  of  capital  is,  speaking  gene- 
rally, no  true  surplua     If  it  had  been  expected  to  be  less 
than  it  actually  is,  the  motives  to  work  and  to  save  the  pro- 
duct of  work  would  have  been  lesa    And  if  this  Quasi-rent 
were  to  be  diminished  now,  in  such  a  way  as  to  diminish  the 
expectations  of  the  future  gain  likely  to  result  from  the  effi^ 
and  sacrifice  involved  in  working  and  saving  the  product  of 
work,  the  growth  of  individual  capital  would   at  once  be 
checked.     The  existing  plant  might  indeed  be  safSdent 
to  prevent  the  change  from  considerably  affecting  the  supply 
of  finished  commodities,  or  goods  of  the  First  Order,  for  a  few 
'^  years :  but  the  broad  course  of  economic  development  would 

be  changed ;  and,  so  feir  as  it  depends  on  the  supply  of  indi* 
vidual  capital,  it  would  be  arrested. 

It  is  true  that  what  was  lost  in  this  direction  might  be 
counterbalanced  by  a  corresponding  growth  of  Collectiye 
capital  Whether  there  would  be  any  considerable  chance 
of  this  is  a  matter  on  which  opinions  differ.  But  when  we 
come  to  discuss  the  schemes  of  modem  socialists  it  will  be 
important  to  remember  that,  though  there  is  some  real 
analogy  between  the  Quasi-rent  of  capital  and  i-ent  proper, 
yet  the  analogy  does  not  reach  &r.  It  has  no  validity  at  all 
except  when  short  periods  only  are  under  discussion :  it  has 
no  bearing  on  those  broad  and  slow  movements  on  which  the 
general  progress  and  the  ultimate  well-being  of  mankind 
depend. 
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CHAPTER  X. 

ON  THE  VALUE  OF  AN  APPLIANCE  FOE  PRODUCTION  IN  RE- 
LATION TO  THAT  OF  THE  THINGS  PRODUCED  BY  IT,  CON- 
TINUED.     SITUATION  RENT.      COMPOSITE  RENT. 

§  1.     We  have  now  considered  the  relation  in  which  cost   book  v. 
of  production  stands  to  the  income  derived  from  the  owner-     ^°'^ 
ship  of  the  "original  powers"  of  land  and  other  free  gifts  of  ^^S^^Jvj^ 
nature,  and  also  to  that  which  is  directly  due  to  the  invest-  Chapter 
ment  of  private  capital.    But  there  is  a  third  class,  holding  the  two 
an  intermediate  position  between  these  two,  of  which  some-  p'®*^**^* 
thing  should  be  said  here.    It  consists  of  those  incomes,  or 
rather  those  parts  of  incomes  which  are  the  indirect  result 
of  the  general  progress  of  society,  rather  than  the  direct 
result  of  the  investment  of  capital  and  labour  by  individuals 
for  the  sake  of  securing  certain  gains  to  themselves. 

We  have  already  seen  how  Nature  nearly  always  gives  influence 
a  less  than  proportionate  return,  when   measured   by  theonAe'**^" 
amount  of  the  produce  raised,  to  increasing  applications  of  ^®*^ 
capital  and  labour  in  the  cultivation  of  land ;  but  that,  on  cvituni 
the  other  hand,  if  the  more  intensive  cultivation  is  the  result 
of  the  growth  of  a  non-agricultural  population  in  the  neigh- 
bourhood, this  very  concourse  of  people  is  likely  to  raise  the 
real  price  which  the  cultivator  can  get  for  every  part  of  his 
produce.    We  saw  how  this  influence  opposes,  and  usually 
outweighs  the  action  of  the   Law  of  Diminishing  Return 
when  the  produce  is  measured  according  to  its  value  and  not 
according  to  its  amount;  the  cultivator  gets  good  markets 
in  which  to  supply  his  wants,  as  well  as  good  markets  in 
which  to  sell,  he  buys   more  cheaply  while  he  sells  more 
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BOOK  V.  dearly,  and  the  conveniences  and  enjoyments  of  social  liie 

^°'^'  are  ever  being  brought  more  within  his  reach*. 

In  all  Again,  we  saw  how  the  economies  which  result  from  a 

J^^  ^  high  Industrial  Organization*  often  depend  only  to  a  small 

External  extent  on  the  resources  of  individual  firma     Those  Internal 

economies 

depends  economies  which  each  establishment  has  to  arrange  for  itself 
SitnaUou.  are  frequently  very  small  as  compared  with  those  External 
economies  which  result  fix)m  the  general  progress  of  the  in- 
dustrial environment;  the  Situation  of  a  business  nearly 
always  plajrs  a  great  part  in  determining  the  extent  to  whkh 
it  can  avail  itself  of  External  economies. 

It  is  true  that  Situation  often  counts  for  little  with 
regard  to  those  economies  that  result  frx>m  the  gradoil 
growth  of  knowledge,  or  from  the  gradual  development  of 
world  markets  for  commodities  the  value  of  which  is  great 
in  proportion  to  their  bulk.  Cost  of  carriage  is  not  a  very 
large  element  in  the  budget  of  a  watch-£Etctory  where- 
ever  it  is  placed:  though  near  access  to  markets  irh&e 
specialized  skill  can  be  easily  got  may  be  very  important  to 
it.  But  in  the  great  majority  of  industries  the  success  of  a 
^  business  depends  chiefly  upon  the  resources  and  the  markets 
of  its  own  immediate  neighbourhood ;  and  the  SituatioD 
value  which  a  site  derives  fix)m  the  growth  of  a  rich  and 
active  population  close  to  it,  or  fix)m  the  opening  up  of  rail- 
ways and  other  good  means  of  communication  with  exktioi^ 
markets,  is  the  most  striking  of  all  the  influences  which 
changes  in  the  industrial  environment  exert  on  cost  of  pro- 
duction. 
Situation  §  2.     If  in  any  industry,  whether  agricultural  <»-  not. 

two  producers  have  equal  facilities  in  all  respects,  except 
that  one  has  a  more  convenient  situation  than  the  other, 
and  can  buy  or  sell  in  the  same  markets  with  leas  cost  of 
carriage,  the  differential  advantage  which  his  Situation  give» 
him  is  the  aggregate  of  the  excess  charges  for  cost  of  carriage 
to  which  his  rival  is  put.  And  we  may  suppose  that  other 
advantages  of  Situation,  such  for  instance  as  the  near  aoce»^ 
to  a  labour  market  specially  adapted  to  his  trade,  can  he 
trarolated  in  like  manner  into  money  values.     When  thij' 

1  Book  IV.  Ch.  in.  §  6.  «  Ih.  Ch.  x.— xm. 


Sent. 
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is  done  for,  say,  a  year,  and  all  are  added  together  we  have  book  v. 
the  annual  money  value  of  the  advantages  of  situation  which  ^°''' 
the  first  business  has  over  the  second ;  and  the  corresponding 
difference  in  the  incomes  derived  from  the  two  businesses  is 
commonly  regarded  as  a  difference  of  Situation  Rent.  If  we 
suppose  the  second  of  the  two  sites  to  have  less  advantages 
of  situation  than  any  other,  we  may  regard  it  as  having  no 
special  Situation  Rent ;  and  then  the  income  derived  from 
the  differential  advantage  of  the  former  site  constitutes  the 
whole  of  its  Situation  Rent^ 

§  3.     There  are  however  some  exceptional  cases  in  which  Exception- 
this  income  derived  from  an  advantageous  situation  is  not  in  which 
properly  to  be  regarded  as  rent  but  rather  as  profits.    Some-  derived*™* 
times,  for  instance,  the  settlement  of  a  whole  town,  or  even  '*'<^™  ^' 

.       .  .  .      .  .  vantageous 

district  is  planned  on  business  principles,  and  carried  out  as  situatTon  is 
an  investment  at  the  expense  and  risk  of  a  single  person  or  garded  as 
company.    The  movement  may  be  partly  due   to  philan- JJ[^^thaii 
thropic  or  religious  motives,  but  its  financial  basis  will  in  any  '*°*- 
case  be  found  in  the  fact  that  the  concourse  of  numbers  is 
itself  a  cause  of  increased  economic  efficiency.     Under  ordi- 
nary circumstances  the  chief  gains  arising  fix)m  this  efficiency 
would  accrue  to  those  who  are  already  in  possession  of  the 
place :  but  the  chief  hopes  of  commercial  success,  by  those 
who  undertake  to  colonise  a  new  district  or  build  a  new  town, 
are  usually  founded  on  securing  these  gains  for  themselves. 

1  If  we  suppose  that  two  farms,  which  sell  in  the  same  market,  return  severally 
to  equal  applications  of  capital  and  labonr  amounts  of  produce,  the  first  of  which 
exceeds  the  second  by  the  extra  cost  of  carrying  its  produce  to  market,  then  the 
tmi  ol  the  two  farms  wUl  be  the  same.  (The  capital  and  labour  applied  to  the 
two  farms  are  here  supposed  to  be  reduced  to  the  same  money  measure,  or  which 
cornea  to  the  same  thing,  the  two  farms  are  supposed  to  have  equally  good  access 
to  markets  in  which  to  buy.)  Again,  if  we  suppose  that  two  mineral  springs  A 
iad  B  supplying  exactly  the  same  water  are  capable  of  being  worked  each  to 
tn  unlimited  extent  at  a  constant  money  cost  of  production,  this  cost  being,  say 
twopence  a  bottle  at  A  whatever  the  amount  produced  by  it,  and  two  pence  half- 
penny ai  B ;  then  those  places  to  which  the  cost  of  carriage  per  bottle  from  B  is 
k  half-penny  less  than  from  A,  will  be  the  neutral  zone  for  their  competition.  (If 
he  eoat  of  carriage  be  proportional  to  the  distance,  this  neutral  zone  is  a  hyper- 
bola of  which  A  and  B  are  foci.)  A  can  undersell  B  for  all  places  on  A'a  side 
>f  it,  and  vice  verta ;  and  each  of  them  will  be  able  to  derive  a  Monopoly  Bent 
^nmk  the  sale  of  its  produce  within  its  own  area.  This  is  a  type  of  a  great  many 
!aDcifiil*  but  not  uniustructive,  problems  which  readily  suggest  themselves.  Com- 
pare Von  ThUnen's  brilliant  researches  in  Der  itoiirU  Sttuxt. 
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BOOK  V.         When,  for  instance,  Mr  Salt  and  Mr  Pullman  determined 
^^'^'     to  take  their  fiujtories  into  the  country  and  to  found  Saltaire 
?^**So     ^^^  Pullman  city,  they  foresaw  that  the  land,  which  they 
Saltaire      could  purchase  at  its  value  for  agricultural  purposes,  would 
man  City,   obtain  the  special  Situation  value  which  town  property 
derives  from  the  immediate  neighbourhood  of  a  dense  popu- 
lation.   And  similar  considerations  have  influenced  tJiose 
who,  having  fixed  upon  a  site  adapted  by  nature  to  become 
a  favourite  watering-place,  have  bought  the  land  and  spent 
large  sums  in  developing  its  resources:    they  have  be^ 
willing  to  wait  long  for  any  net  income  from  their  invest- 
ment in  the  hope  that  ultimately  their  land  would  derive  a 
high  Situation  value  from  the  concourse  of  people  attracted 
to  it^ 

In  all  such  cases  the  yearly  income  derived  fit>m  the  land 
(or  at  all  events  that  part  of  it  which  is  in  excess  of  the 
agricultural  rent)  is  for  many  purposes  to  be  regarded  as 
profits  rather  than  rent.  And  this  is  equally  true,  wherf>er 
the  land  is  that  on  which  the  factory  itself  at  Saltaire  or 
Pullman  city  is  built,  or  that  which  affords  a  high  "  ground- 
rent"  as  the  site  of  a  shop  or  store,  whose  situation  will 
enable  it  to  do  a  brisk  trade  with  those  who  work  in  the 
fectory.  For  in  such  cases  great  risks  have  to  be  run ;  and 
in  all  undertakings  in  which  there  are  risks  of  great  losses, 
there  must  also  be  hopes  of  great  gains.  The  normal  ex- 
penses of  production  of  a  commodity  must  include  paymnit 
for  the  ventures  required  for  producing  it,  sufficient  to  caose 
those  who  are  on  the  margin  of  doubt  whether  to  venture  <ff 
not,  to  regard  the  probable  net  amount  of  their  gains — net, 
that  is,  after  deducting  the  probable  amount  of  their  losses— 
as  compensating  them  for  their  trouble  and  their  outlay. 
And  that  the  gains  resulting  from  such  ventures  are  not 
much  more  than  sufficient  for  this  purpose  is  shown  by  the 
foot  that  they  are  not  as  yet  very  common.  They  are  how- 
ever likely  to  be  more  frequent  in  those  industries  which  are 
in  the  hands  of  very  powerful  corporations.  A  large  railway 
company,  for  instance,  can  found  a  Crewe  or  a  New  Swindon 

1  Cases  of  this  kind  are  of  course  most  frequent  in  new  oountries.    B«l  thi} 
are  not  very  rare  in  old  conntries:  Saltbnm  is  a  conspienoiis  instanee. 
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for  manufactiiring  railway  plant  without  runDing  any  great   pook  t. 

risk\  °!:^- 

ScHnewhat  similar  instances  are  those  of  a  group  of  land-  improve- 
owners  who  combine  to  make  a  railway,  the  net  traflSc  receipts  fected  at 
of  which  are  not  expected  to  pay  any  considerable  interest  on  expense  of 
the  capital  invested  in  making  it ;  but  which  will  greatly  raise  ^^^" 
the  value  of  their  land.     In  such  cases  part  of  the  increase  concerned, 
of  their  incomes  as  landowners  ought  to  be  regarded  as 
profits  on  capital  which  they  have  invested  in  the  improve- 
ment of  their  land :  though  the  capital  has  gone  towards 
making  a  railway  instead  of  being  applied  directly  to  their 
own  property. 

Other  cases  of  like  nature  are  main  drainage  schemes, 
and  other  plans  for  improving  the  general  condition  of  agricul- 
tural or  town  property,  in  so  far  as  they  are  carried  out  by 
the  landowners  at  their  own  expense,  whether  by  private 
agreement  or  by  the  levjdng  of  special  rates  on  themselves. 
Similar  cases  again  are  found  in  the  investment  of  capital 
by  a  nation  in  building  up  its  own  social  and  political  orga- 
nization as  well  as  in  promoting  the  education  of  the  people 
and  in  developing  its  sources  of  material  wealth. 

Thus  that  improvement  of  the  environment,  which  adds  to 
the  value  of  land  and  of  other  free  gifbs  of  nature,  is  in  a  good 
many  cases  partly  due  to  the  deliberate  investment  of  capital 
by  the  OMmers  of  the  land  for  the  purpose  of  nosing  its  value; 
and  therefore  a  portion  of  the  consequent  increase  of  income 
may  be  regarded  as  profits  when  we  are  considering  long 
periods.     But  in  many  cases  it  is  not  so;  and  any  increase 

1  GoTemments  have  great  facilities  for  carrying  out  schemes  of  this  kind, 
especially  In  the  matter  of  choosing  new  sites  for  garrison  towns,  arsenals,  and 
establishments  for  the  manafaotnre  of  the  materials  of  war.  In  comparisons  of 
the  expenses  of  production  by  Government  and  by  private  firms,  the  sites  of  the 
Ocvemment  works  a^e  often  reckoned  only  at  their  agricnltnral  valne.  But  such 
m  plan  is  misleading.  A  private  firm  has  either  to  pay  heavy  annnal  charges  on 
aoeoimt  of  its  site,  or  to  nm  very  heavy  risks  if  it  tries  to  make  a  town  for  itself. 
And  therefore  in  order  to  prove  that  Government  management  is  for  general 
purposes  as  efficient  and  economical  as  private  management,  a  fall  charge  ooght 
to  be  made  in  the  balance-sheets  of  Government  factories  for  the  town-value  of 
Uieir  sites.  In  those  exceptional  branches  of  production  for  which  a  Government 
c«n  f oond  a  mannf actoring  town  without  incurring  the  risks  that  a  private  firm 
would  incur  in  a  similar  case,  that  point  of  advantage  may  fairly  be  reckoned  as 
an  argument  for  Governments  undertaking  those  particular  businesses. 
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BOOK  y.    in  the  net  income  derived  from  the  fr^e  gifts  of  nature  which 
cH^     was  not  brought  about  by,  and  did  not  supply  the  direct 
motive  to,  any  special  outlay  on  the  part  of  the  landowners, 
is  to  be  regarded  as  rent  for  all  purposea 
Composite         §  4.     The  so-called  rent  of  a  building  is  generally  com- 
^^ '         posed  of  two  elements,  one  the  Quasi-rent  of  the  building 
itself,  and  the  other  the   Rent— often  chiefly  a  Situatkm 
Rent — of  the  ground  on  which  it  is  built.    The  task  of  dis- 
tinguishing between  these  two  elements  may  be  taken  here 
as  a  special  case  of  a  more  general  problem  of  composite 
rents. 
Its  com-  At  starting  there  may  appear  to  be  some  contradictaon 

^^^ts  ^  ^^^  statement  that  a  thing  is  yielding  at  the  same  time 
^^^^^  two  rents :  for  a  rent  is  in  some  sense  a  residual  income  after 
in  some  deducting  the  expenses  of  working  it :  and  it  may  seem  that 
aU  cases,  there  cannot  be  two  residues.  But  really  we  often  find  a 
true  Producer's  Surplus  or  Rent,  which  itself  includes  two  or 
more  minor  rents. 

For  instance,  the  rent  of  a  flour-mill  worked  by  water 
includes  the  rent  of  the  site  on  which  it  is  built,  and  the  rent 
of  the  water  power  which  it  uses.  Suppose  that  it  is  con- 
templated to  build  a  mill  in  a  place  where  there  is  a  limited 
water  power  which  could  be  applied  equally  well  on  any  ooe 
of  many  sites ;  then  the  rent  of  the  water  power  together  with 
the  site  selected  for  it  is  the  sum  of  two  rents ;  which  are 
respectively  the  equivalent  of  the  differential  advantages 
which  possession  of  the  site  gives  for  production  of  any  kind, 
and  which  the  ownership  of  the  water  power  gives  for  working 
a  mill  on  any  of  the  sitea  And  these  two  rents,  whether 
they  happen  to  be  owned  by  the  same  person  or  not,  can  be 
clearly  distinguished  and  sep^tely  estimated  both  in  the^ffj 
and  in  practice. 

But  this  cannot  be  done  if  there  are  no  other  sites  on 
which  a  mill  can  be  built :  and  in  that  case,  should  the  water 
power  and  the  site  belong  to  different  persons,  there  is  nothing 
but  "  higgling  and  bargaining "  to  settle  how  much  of  the 
excess  of  the  value  of  the  two  together  over  that  which  the 
site  has  for  other  purposes  shall  go  to  the  owner  of  the  latter 
And  even  if  there  were  other  sites  at  which  the  water  power 
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could  be  applied,  but  not  with  equal  efficiency,  there  would  book  t. 
still  be  no  means  of  deciding  how  the  owners  of  the  site  ^°''* 
and  the  water  power  should  share  the  excess  of  the  Producer's 
Surplus  which  they  got  by  acting  together,  over  the  sum  of 
that  which  the  site  would  yield  for  some  other  purpose,  and 
of  that  which  the  water  power  would  yield  if  applied  else- 
where. The  mill  would  probably  not  be  put  up  till  an  agree- 
ment had  been  made  for  the  supply  of  water  power  for  a  term 
of  years :  but  at  the  end  of  that  term  similar  difficulties  would 
arise  as  to  the  division  of  the  aggregate  Producer's  Surplus 
aflforded  by  the  water  power  and  the  site  with  the  mill  on  it. 
Difficulties  of  this  kind  are  continually  arising  with  re- 
gard to  attempts  by  partial  monopolists,  such  as  railway,  gas, 
water  and  electrical  companies,  to  raise  their  charges  on  the 
consumer  who  has  adapted  his  business  arrangements  to  make 
use  of  their  services,  and  perhaps  laid  down  at  his  own  expense 
a  costly  plant  for  the  purpose.  For  instance,  at  Pittsburgh 
when  manufacturers  had  just  put  up  furnaces  to  be  worked  by 
natural  gas  instead  of  coal,  the  price  of  the  gas  was  suddenly 
doubled.  And  the  whole  history  of  mines  is  full  of  difficulties 
of  this  kind,  with  neighbouring  landowners  as  to  rights  of 
way,  &c.,  and  with  the  owners  of  neighbouring  cottages, 
railways,  and  docks. 
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CHAPTER  XL 

THE  EQUILIBRIUM  OF  NORMAL    DEMAND    AND    SUPPLY    CON- 
CLUDED.     MULTIPLE   POSITIONS  OF   EQUILIBRIUM. 

BOOK  V.         §  1.     In  the  present  chapter  we  have,  firstly,  to  examine 

^'"'    the  relation  in  which  average  expenses  of  production  stand 

to  normal  supply  price;  secondly,  to  consider  further  the 

conditions  of  production  and  marketing  in  industries  which 

obey  the  Law  of  Increasing  Return,  to  look  again  at  ihe 

causes  which  limit  the  production  of  individual  firms  in  those 

industries  and  hinder  any  one  of  them  from  driving  its  rivals 

out  of  the  field  as  soon  as  it  has  once  got  a  start  over  them : 

thirdly,  to  take  up  that  study  of  normal  equilibrium  with 

regard  to  commodities  obeying  the  Law  of  Increasing  Retnru 

which  we  avoided  in  Chapter  V.  and  postponed  to  this  pUce; 

and  lastly,   to  discuss  some   points  of  a  rather  technical 

character  relating  to   the  interpretation  of  normal  supply 

price  and  the  normal  demand  and  supply  schedules  and 

multiple  positions  of  equilibrium. 

The  terms        Firstly,  then,  as  to  the  relations  between  average  ei- 

and  penses  of  production  and  normal  supply  price.     The  last  few 

expe^^s^of  chapters  have  thrown  some  light  on  the  relations  in  which 

EaT^"oSy^  the  normal  supply  price  of  a  commodity  stands  to  its  so- 

ti*nS^^     called  "average"  expenses  of  production  at  any  time.   In 

meaning  in  this  use  the  term  is  somewhat  misleading.    For  in  the  ^m^i 

rapid^    ^    in  which  we  live,  most  of  the  appliances  of  production,  M&- 

cbange.      |j^rial  and  Personal,  by  which  a  commodity  was  made,  came 

into  existence  long  before.    Their  values  are  therefore  rxox 

likely  to  be  just  what  the  producers  expected  them  to  be 
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originally;  but  some  of  their  values  will  be  greater,  and    book  v. 
others  less.     The  present  incomes  earned  by  them  will  be    ^^J^'- 
of  the  nature  of  Quasi-rents,  determined   by  the  general 
relations  between  the  demand  for,  and  the  supply  of  their 
products ;  and  their  values  will  be  arrived  at  by  capitalizing 
these  Quasi-rents. 

It  is  obvious  therefore  that  when  making  out  a  schedule 
of  normal  supply  prices,  which,  in  conjunction  with  the  sche- 
dule of  normal  demand  prices,  is  to  determine  the  equilibrium 
position  of  normal  value,  we  cannot  take  for  granted  the  values 
of  these  appliances  for  production  without  reasoning  in  a 
circle.  In  a  world  of  change,  such  as  ours  is,  the  terms 
"aggregate"  or  "average"  expenses  of  production  have  in 
general  no  exact  and  definite  meaning;  though  of  course 
they  may  be  legitimately  used,  with  an  artificial  interpre- 
tation clause,  for  the  special  purposes  of  a  particular 
problem. 

One  such  use  is  found  when  we  suppose  a  world  in  which  B«*  let  us 

BtlDDOSd  ft 

everything  is,  and  has  long  been,  in  a  Stationary  state ;  in  perfeSiy 
w^hich  the  same  amounts  of  the  same  things  have  been  pro-  suterST^ 
luced  in  the  same  ways  by  the  same  classes  of  people  for  ^^^  ^^® 
aiany  venerations  together;   and  in   which   therefore  this  tilings  are 

•       1        i.    1  1.  /.  1        .         1         1      1    /.  11      .  done  in  the 

rapply  of  the  appliances  for  production  has  had  full  time  to  same  way 
ie  adjusted  to  the  steady  demand.  ^me^    * 

Of  course  we  might  assume  that  in  our  Stationary  state  ^^y* '^^g. 
jvery  business  remained  always  of  the  same  size,  and  with  rations, 
he  same  trade  connection.  Biit  we  need  not  go  so  far  as 
hat ;  it  wiU  suffice  to  suppose  that  firms  rise  and  fall  with 
he  same  regular  monotony  as  the  trees  of  a  forest;  and 
hat,  though  some  firms  may  turn  the  economies  of  pro- 
luction  on  a  large  scale  to  better  account  than  others,  yet 
hey  will  not  obtain  a  preponderating  influence  in,  and  change 
he  character  of,  their  own  branch  of  industry.  The  Repre- 
entative  firm  would  therefore  be  of  a  constant  size,  as  the 
Representative  tree  of  a  forest  is;  its  Internal  economies 
rould  be  constant ;  and  its  External  also,  because  the  aggre- 
ate  volume  of  production  would  be  constant.  The  marginal 
rice,  the  expectation  of  which  just  induced  persons  to  enter 
le  trade,  would  be  sufficient  to  cover  in  the  long  run  the 
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BOOK  V.    cost  of  building  up  a  trade  connection  which  was  afterwards 
^°'  ^''    to  decay ;  these  would  be  the  normal  expenses  governing  the 
normal  supply  price  for  long  periods. 

And  in  such  a  state  there  would  be  no  distinction  be 
tween  long-period  and  short-period  normal  value,  or  betweai 
true  normal  price  and  sub-normal  price,  at  all  events  if  wt 
supposed  that  in  that  monotonous  world  the  harvests  them- 
selves were  uniform:  for  the  Representative  firm  being 
always  of  the  same  size,  and  always  doing  the  same  cias 
of  business  to  the  same  extent  and  in  the  same  way  with  do 
slack  times,  and  no  specially  busy  times,  its  normal  expenses 
by  which  the  normal  supply  price  is  governed  would  be  always 
the  same.  The  demand  schedule  and  the  supply  schedule 
would  always  be  the  same,  and  normal  price  would  never  vaiy. 
In  sQch  a  There  would  be  no  such  things  as  Quasi-rents :  for  the 

would  be^  income  earned  by  every  appliance  of  production  being  trulv 
"°  u^     anticipated  beforehand,  would  represent  the  normal  measure 
but  troe     of  the  efforts  smcTappliances  required  to  call  it  into  existence 
would        But  true  Rents  would  remain.     For  that  which  cannot  \k 
remain.      increased  by  man's  effort  in  time  however  long,  would  still 
have  no  supply  price ;  and  its  value  would  still  be  found  by 
capitalizing  the  income  derived  from  the  differential  advan- 
tages which  it  offered  for  production ;  and  that  income  wouU 
be  deteimined  by  the  expenses  of  production  of  that  part 
of  the  supply  which  had  not  the  benefit  of  any  permanent 
differential   advantages;  i.e.   by  the   marginal  expenses  d 
production. 
Aggregate         The  sstsremte  expenses  of  production  miirht  then  bt 

expenses  oo     or  r  o 

of  pro-  found  either  by  multiplying  these  marginal  expenses  by  tb* 
wouldlhen  number  of  units  of  the  commodity ;  or  by  adding  togethesj 
^d  *^u*  *^^  ^^®  actual  expenses  of  production  of  its  several  parts,  and 
^in«  , .    addintr  in  all  the  Rents  earned  by  Differential  advantatr^ 

counted  in,  *^.  ''  ^i-*- 

average  tor  production.  The  aggregate  expenses  of  production  oemg 
wodd^Sen  determined  by  either  of  these  routes,  the  average  expenses 
ma^g^***  could  be  deduced  by  dividing  out  by  the  amount  of  th^ 
and  to  commodity ;  and  would  be  the  normal  supply  price,  whethti 
expenses,    for  long  periods  or  for  short. 

In  this  Stationary  state  we  have  supposed  every  particular 
thing  to  bear  its  proper  share  of  Supplementaiy  costs ;  and 
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have  supposed  that  it  would  not  ever  be  worth  while  for  a 
producer  to  accept  a  particular  order  at  a  price  other  than 
the  Total  cost,  in  which  is  to  be  reckoned  a  charge  for  the 
task  of  building  up  the  trade  connection  and  external  organi- 
zation of  a  Representative  firm*. 


BOOK  V. 
OH.  XI. 


Fig.  24. 


1  This  case  may  be  iQiistrated  by  the  adjoining  diagram,  in  which  SS*  is  not  a 
true  rappfy  curve,  bnt  has  properties,  which  are  often  erroneously  attributed  to 
the  supply  curve ;  and  some  study  of  it  may  be  useful,  if  for  no  other  purpose,  yet 
18  a  means  of  guarding  the  true  supply  curve  against  misunderstandings.  We 
win  can  it  the  Particular  Expenses  Curve.  As  usual  the  amount  of  a  commodity 
is  measured  along  Oc,  and  its  price  along  Oy.  Off  is  the  amount  of  the  commodity 
produced  annually,  Aff  is  the  eqidlibrium  price  of  a  unit  of  it.  The  producer  of 
the  Ofllh  unit  is  supposed  to  have  no  differential  advantages ;  but  the  producer 
of  the  Oi/lh  unit  has  differential  advantages  which  enable  him  to  produce  with  an 
oatlay  PiT,  a  unit  which  it  would  have  cost  him  an  ouUay  Aff  to  produce  without 
those  advantages.  The  locus  of  P  is  our  Particular  Expenses  Curve ;  and  it  is  such 
tktt  any  point  P  being  taken  on  it,  and  PM  being  drawn  perpendicular  to  Oxy  PM 
represents  the  particular  expenses  of  production  mcurred  for  the  production 
of  the  OMth  unit.  The  excess  of  Aff  over  Pif  =  QP,  and  is  a  Producer's  Surplus 
or  Rent.  For  convenience  the  owners  of  differential  advantages  may  be  arranged 
in  descending  order  from  left  to  right ;  and  thus  S8'  becomes  a  curve  sloping  up- 
wards  to  the  right 

Proceeding  as  in  the  case  of  Consumer's  Surplus  or  Rent  (Bk.  m.  Ch.  vi.  §  1), 
ve  may  regard  MQ  as  a  thin  parallelogram 
or  as  a  thick  straight  line.  And  w  M  takes 
oonsecutive  positions  along  Off^  we  get  a 
Dunber  of  thick  straight  lines  cut  in  two  by 
^  carve  8 A,  the  lower  part  of  each  repre- 
KDtmg  the  expenses  of  production  of  a  unit 
of  the  commodity,  and  the  upper  the  contri- 
bution which  that  unit  affords  towards  rent'. 
I3ie  lower  set  of  thick  lines  taken  together 
Ul  op  the  whole  space  80HA ;  which  there- 
Eore  represents  the  aggregate  of  the  expenses 
rf  production  of  an  amount  Off.  The  upper 
wt  of  thick  lines  taken  together  fill  up  the 
space  F8Ay  which  therefore  represents  Pro- 
hicer's  Surplus  or  Bent  in  the  ordinary  sense 
iftheternL    Subject  to  the  corrections  men-        "  m     .       n 

ioned  in  Bk.  m.  Ch.  vi.  §  2,  DFA  represents  the  surplus  satisfaction  which 
onsumers  get  from  an  amount  OH  over  that,  the  value  of  which  is  represented 
0  them  by  a  sum  of  money  equal  to  Offy.  HA ;  and  the  diagram  shows  how  the 
lame  "Consumer's  Rent"  was  suggested  for  this  Surplus. 

Now  the  difference  between  the  Particular  Expenses  curve  and  a  Normal 
>apply  curve  lies  in  this,  that  in  the  former  we  do,  and  in  the  latter  we  do  not, 
tke  the  general  economies  of  production  as  fixed  and  uniform  throughout.  The 
■articular  expenses  curve  is  based  throughout  on  the  assumption  that  the  aggre- 
Ate  production  is  0J7,  and  that  all  the  producers  have  access  to  the  Internal  and 
'Xtemal  ec<momies  which  belong  to  this  scale  of  production ;  and,  these  assump- 
boa  being  carefully  borne  in  mind,  the  curve  may  be  used  to  represent  a  particu- 

31—2 
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BOOK  V.         §  2.    The  hypothesis  of  a  Stationary  state  is  useful  to 

cH^.  iUug^j^te  many  points  in  economics ;  but  it  is  the  nature  d 

We  now  such  hypotheses  to  be  treacherous  guides  if  pursued  fiur  amy 

this  hypo-  from  their  starting  point :  they  soon  lead  us  into  a  region  of 

^^  unreal  abstractions,  and,  in  particular,  this  one  is  not  suitable 

lar  phase  of  any  indastry,  whether  agricoltoral  or  mannfactiirmg,  bat  ctiuwt  br 
taken  to  represent  its  general  conditions  of  prodaction. 

That  can  be  done  only  by  the  Normal  Sapply  curve,  in  which  PM  repreMSt^ 
the  normal  expenses  of  production  on  the  supposition  that  OM  unite  (not  tcf 
other  amount,  as  OJI)  are  being  produced;  and  that  the  available  econnmiwi  d 
production  External  and  Internal  are  those  which  belong  to  a  ReprescaitatP^r 
firm  where  the  aggregate  volume  of  production  is  OM,  These  eoooootiet  v^ 
generally  be  less  than  if  the  aggregate  volume  of  production  were  the  hac^ 
quantity  OH;  and  therefore,  M  being  to  the  left  of  i7,  the  ordinate  at  Jf  for  tk 
supply  curve  will  be  greater  than  for  a  Particular  Expenses  cur\'e  drawn  for  u 
aggregate  production  OH, 

It  foUows  that  the  area  SAF  which  represents  aggregate  rent  in  oar  pnaeBi 
diagram  would  have  represented  something  less  than  the  aggregate  nni,'4^' 
had  been  a  normal  supply  curve  even  for  agricultural  produce,  {DJ/  being  tbr 
Normal  Demand  curve).  For  even  in  agriculture  the  general  economies  of  po- 
duction  increase  with  an  increase  in  the  aggregate  scale  of  production. 

If  however  we  choose  to  ignore  this  fact  for  the  sake  of  any  partkular  uf- 
ment ;  that  is,  if  we  choose  to  assume  that  MP  being  the  expenses  of  prodoctuii  d 
that  part  of  the  produce  which  was^  raised  under  the  most  difficult  cirfraixHtvMiF 
(so  as  to  pay  no  rent)  when  Oiftniits  were  produced,  H  remains  also  the  expeoM 
of  production  (other  than  rent)  of  the  03/ th  unit  even  when  OH  is  produoed;  or  m 
other  words,  if  we  assume  that  the  inct«aife  in  production  from  the  imooot  CM 
to  the  amount  OH  did  not  alter  the  expenses  of  production  of  the  OMIk  nit 
then  we  n^y  regai^  SAF  as  representing  the  aggre^te  rent  even  when  &?  » 
the  normal  supply  curve.  It  may  be  occasionally  convenient  to  do  this,  attwiri* 
being  of  course  called  every  time  to  the  nature  of  the  spedal  assumption  wait. 

But  no  assumption  of  the  kind  catf  be  made  with  regard  to  tb^  supply  cam  d 
a  commodity  that  obeys  the  Laws  of  Increasing  Betum.  To  do  so  would  bs  a  «>>- 
tradiction  in  terms.  The  fact  that  the  production  of  the  commodity  obeys  tfait 
Law,  implies  that  the  general  economies  available  when  the  aggregate  rohiBt^ 
production  is  large,  are  so  much  greater  than  when  it  is  small,  as  to  ovenide  tk 
increasing  resistance  that  Nature  offers  to  an  increased  produetiaD  of  the  n« 
materials  of  which  the  industry  makes  use.  In  the  case  of  a  Partknlar  Expfui* 
curve,  MP  will  always  be  less  than  AH  {M  being  to  the  left  of  i7)  v^etbertbr 
commodity  obdys  the  Law  of  Increasing  or  Diminishing  Returns ;  bat  tm  the  otkff 
hand  in  the  case  of  a  Supply  curve,  for  a  commodity  that  obeys  the  Lav  of 
Increasing  Returns,  MP  would  generally  be  greater  than  AH. 

It  remains  to  say  that  if  we  are  dealing  with  a  problem  in  which  aome  erm  «i 
those  appliances  for  production  which  were  made  by  man,  have  to  be  taken  m  fc 
given  quantity  for  the  time,  so  as  to  yield  a  Quasi-rent,  we  may  then  dn«  * 
Particular  Expenses  curve,  in  which  MP  stands  for  the  expenses  of  pcodvtioa  it 
the  narrower  sense  in  which  such  Quasi-rente  are  excluded;  and  the  ana  &Af 
would  thus  represent  the  aggregate  of  rente  proper  and  of  thc«e  Qoast-RaA 
This  method  of  treating  short  period  normal  value  problems  has  attraetknt.  tol 
may  perhaps  ultimately  be  of  service:  but  it  requires  careful  handling,  for  ik 
assumptions  on  which  it  reste  are  very  slippery. 
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for  that  part  of  the  pure  theory  of  equilibrium  of  normal    book  v. 
demand  and  supply  which  remains  for  us  to  discuss;  and    °°' "' 
which  relates  to  industries  that  obey  the  Law  of  Increasing  and  pro- 
Return,  a  Law  that  belongs  essentially  to  an  age  of  change  study  fur- 
^d  progress.  ^Z^^ 

It  will  be  recollected  that  the  general  view  of  that  theory,  g^^ 
given  in  Chapter  ill.  of  this  Book,  left  out  of  account  all  «»ppiy 
cases  in  which  the  supply  price  falls  as  the  amount  produced  industry 
increases ;   because   they  present  special  difficulties   which  the^ilw^of 
would  have  obscured  those  main  outlines  of  the  theory  of  ]^*^^*^ 
which  we  were  then  seeking  to  obtain  a  general  view.    These 
diflSculties  arise  chiefly  from  the  facts,  firstly,- that  the  Law 
of  Increasing  Return  seldom  shows  its  true  character  in  a 
short  period  of  time ;  and,  secondly,  that  in  the  long  period 
of  time  required  fof  its  full  operation;  the  general  conditions 
of  equilibrium  are  likely  to  be  modified  by  external  changes*. 

Let  us  begin  with  the  first  of  these  two  difficulties,  and, 
consider  further  the  conditions  of  production  and  marketing 
with  regard  to  short  periods  in  industries  that  obey  the  Law 
of  Increasing  Return,  and  inquire  what  are  the  reasons 
which  induce  any  particular  producer  of  a  commodity, 
which  obeys  the  Law  of  Increasing  Return,  to  produce  as 
much  as  he  does  and  no  more.  The  fact  that  the  economies 
of  production  on  a  large  scale  act  diflferently  in  different 
trades,  makes  it  difficult  to  adapt  a  general  theory  of  equi- 
librium to  the  conditions  of  these  industries;  and  we  are 
compelled  to  go  back  a  little,  and  work,  partly  over  old 
ground,  from  details  to  general  results. 

*  Theoe  difficulties  lie  rather  below  the  surface  and  are  often  concealed  in 
popular  discussions  of  the  equilibrium  conditions  of  trade;  but  they  have  made 
themselyes  felt  with  great  force  in  the  attempts  made,  from  the  time  of  Coumot 
and  Ton  ThOnen  downwards,  to  express  those  conditions  by  mathematical  formuhe. 
Soofe,  among  whom  Coumot  himself  is  to  be  counted,  have  before  them  what  is 
m  effect  the  supply  schedule  of  an  individual  firm,  representing  that  an  increase 
in  its  output  gives  it  command  over  so  great  Internal  economies  as  much  to 
diminiah  its  expenses  of  production ;  and  they  follow  their  mathematics  boldly, 
bat  apparenUy  without  noticing  that  it  leads  inevitably  to  the  ultimate  monopoly 
of  the  whole  business  of  its  trade  in  its  district  by  whatever  firm  first  got  a  good 
start  While  others  avoiding  this  horn  of  the  dilemma,  maintain  that  there  is  no 
true  equilibrium  at  all  for  commodities  which  obey  the  Law  of  Increasing  Betum ; 
and  some  would  appear  even  to  have  called  in  question  the  validity  of  any  supply 
schedule  which  represents  prices  diminishing  as  the  amount  produced  increases. 
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BOOK  V.  The  question  is  more  difficult  to  answer  with  regard  to 

^•"'    commodities  that  obey  the  Law  of  Increasing  than  those  that 
obey  the  Law  of  Diminishing  Return.     With  regard  to  the 
latter,  the  producer  whose  normal  marginal  expenses  of  po- 
duction  are  just  equal  to  the  normal  demand  price  in  the 
market,  would  generally  have  no  inducement  to  raise  ad- 
ditional produce  even  though  he  could  market  it  on  tk» 
same  terms  as  the  rest.     But  in  the  case  of  a  commoditT 
that  obeys  the  Law  of  Increasing  Return,  the  point  at  which 
It  may       the  producer  should  stop  is  not  so  clearly  marked  out   It 
it  is  the      may  seem  at  first  sight  that  by  doubling  his  production,  be 
^ich^ro?    will  increase  very  much  his  Internal  economies,  and,  market- 
to  toi^°*    ing  his  output  on  nearly  the  same  terms  as  before,  he  will 
but  to  in-    more  than  double  his  profits.     It  may  be  ar^^ued  that  s> 

creese  its  ,         *■  t-i»t- 

production,  long  as  this  course  IS  open  to  him,  his  production  can  never 

be  in  equilibrium. 
It  must  be         Now  it  must  be  admitted  fiilly  that  in  a  trade  in  whici 
that  there  are  large  Internal  economies  of  production  still  avail- 

b*^e^  able,  an  individual  firm  is  seldom  in  a  position  of  true  equi- 
whose  pro-  Ubiium.    For  a  new  man  working  his  way  with  small  capital 

ducts  obey         _  ,,  ,  x»         •  .       t      •  •  •  i       t 

the  Law  of  and  small  trade  connection,  m  a  trade  m  which  the  ccchk^ 
Ret^  wre  niies  of  production  on  a  large  scale  tell  powerfully  on  the  ade 
^te™f"^  *  of  large  firms,  would  probably  be  able  to  continue  for  a  time 
©quiii-        to  increase  his  normal  output,  to  lower  his  normal  expense* 
per  unit,  and  the  price  at  which  he  is  able  to  sell    It  as  hL< 
business  increased,  his  faculties  adapted  themselves  to  hi? 
larger  sphere,  as  they  had  done  to  his  smaller ;  if  he  retained 
his  originality,  and  versatility  and  power  of  initiaticxi,  hi* 
perseverance,  his  tact  and  his  good  luck  for  a  hundred  yean- 
together  ;  he  might  have  absorbed  into  his  own  hands  the 
whole  volume  of  production  in  his  branch  of  trade  for  hi~^ 
district :  and  if  his  goods  were  not  very  difficult  of  transpon 
he  might  have  extended  this  district  very  wide.     During  »I1 
this  time  there  would  have  been  no  equilibrium,  but  onij 
movement ;  and  at  the  end  his  price  would  not  be  a  nonnJ 
expenses  of  production  price,  but  that  of  a  limited  monop»'y 
that  is,  of  a  monopoly  limited  by  the  consideration  thai  i 
very  high  price  would  bring  rival  producers  into  the  field. 
But  all  that  this  shows  is,  that  we  must  be  careful  not  t 
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regard  the  conditions  of  supply  by  an  individual  producer  as    book  v. 
typical  of  those  which  govern  the  general  supply  in  a  market,        ' 
without  taking  account  of  the  tact  that  very  few  firms  have  ^'Yemenis 
a  long  continued  life  of  active  progress ;  and  that  while  some  tend  to  v 
are  growing,  others  are  sure  to  be  decaying,  like  the  older  ^te  on^ 
trees  of  the  forest ;  so  that  their  normal  productive  power  ^^  ^^: 
remains  nearly  constant,  though  the  yield  of  each  one  of 
them  is  generally  either  on  the  rise  or  on  the  decline.     This 
argument  has  been  dwelt  on  so  long  in  this  and  the  preceding 
Book,  that  we  may  take  its  broad  outlines  for  granted,  and 
consider  an  objection  to  applying  it  to  the  particular  question 
before  us. 

The  objection  is  that  the  decay  of  human  energies  is 
after  all  a  slow  process,  and  that,  if  a  large  output  would 
cost  much  less  in  proportion  than  a  small  one,  an  able  and 
energetic  man  could  often  find  the  means  of  increasing  his 
output  tenfold  or  more  within  a  period  very  short  in  com- 
parison with  the  length  of  his  own  life.  This  also  must  be 
admitted.  It  is  true  that  a  man  who  is  prospering  can  often 
borrow  capital  so  fast  and  therefore  can  increase  his  material 
appliances  so  fieist,  that  the  expansion  of  his  business  might 
be  very  rapid,  if  he  could  both  market  his  new  output  easily, 
and  at  the  same  time  obtain  very  important  internal  econo- 
mies by  every  increase  of  his  output.  It  must  be  admitted 
further  that  there  are  a  few  industries,  in  which  these  two  sayeincer- 
conditions  do  coexist ;  and  that  such  industries  are,  for  that  Uonmi  in. 
very  reason,  in  so  transitional  a  state  that  for  the  time  there  '***"®®- 
is  nothing  to  be  gained  by  trying  to  apply  the  statical  theory 
of  equilibrium  of  normal  demand  and  supply  to  them.  They 
must  be  thought  of  as  in  motion,  rather  than  at  rest.  But, 
on  the  other  hand,  these  industries  are  very  few  in  number. 
For,  though  there  are  many  industries  in  which  an  indi- 
vidual producer  could  secure  much  increased  Internal  eco- 
nomies by  a  great  increase  of  his  output;  and  there  are 
many  in  which  he  could  market  that  output  easily;  yet 
there  are  few  in  which  he  could  do  both.  And  this  is  not 
an  accidental  but  almost  a  necessary  result. 

There  are  not  very  many  industries  obeying  the  Law  of  ^^j^ 
Increasing  Return  in  which  a  producer  has  equally  good  each  pro- 
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BOOK  V.   access  to  the  whole  of  a  large  market.     No  doubt  he  may 
cH^.    .^  ^j^^  ^^^  ^j.  g^j^j^  which  can  be  graded^  and  which  can  be 
^ket  is    ^^^  ^  *  public  market.    But,  most  goods  that  can  be  graded 
more  or      are  raw  produce;  and  of  the  rest  nearly  all  are  simple  com- 
as regards  modities  such  as  steel  rails  or  calico,  the  production  of  which 
moditkr    ^^  ^  reduced  to  routine,  for  the  same  reasons  that  enable 
^<^'       them  to  be  graded.     In  the  industries  which  produce  them 
which  the   no  firm  can  hold  its  own  at  all  unless  equipped  with  expen- 
creasing     sive  appliances  of  nearly  the  latest  type ;  and  there  remains 
^umosT ^^  ^^^  great  difference  between  the  economies  available  by 
tf  it^v^^*^  a  large  and  by  a  very  large  firm*.     In  these  industries,  in 
had  any.     short,  the  tendency  of  large  firms  to  drive  out  small  oDee 
has  already  gone  so  &r  as  to  exhaust  most  of  the  strength  of 
those  forces  by  which  it  was  originally  promoted. 

And  even  in  these  industries,  to  produce  for  an  opes 
market,  means  generally  to  produce  for  sale  to  middlemen 
who  will  sell  to  others :  those  producers,  who  can  miss  out  one 
in  the  link  of  middlemen,  will  often  gain  by  so  doing  a  good 
deal  more  than  the  additional  economies  to  be  got  by  in- 
creasing an  already  large  and  well  fotmd  stock  of  machineiy ; 
and  when  this  is  so,  a  large  part  of  the  value  of  any  busioes 
will  consist  of  its  particular  trade  connections  and  ext^nal 
organization,  in  spite  of  the  fact  that  the  commodities  which 
it  produces  resemble  those  made  by  many  other  firma 

But  the  majority  of  commodities  with  regard  to  which 

the  Law  of  Increasing  Return  acts  strongly  are,  more  or  less. 

An  indi-      specialities :  many  of  them  aim  at  creating  a  new  want,  or  at 

dmcOT  cim^  meeting  an  old  want  in  a  new  way.     Many  of  them  are 

tmd^?  ^   adapted  to  special  tastes ;  some  can  never  have  a  very  large 

^>eciai  *      market ;  and  some  have  merits  that  are  not  easily  tested, 

quickly,      and  must  win  their  way  to  general  favour  slowly.    In  all 

^       such  cases  the  sales  of  each  business  are  limited,  more  or  les 

according  to  circumstances,  to  the  particular  market  which 

it  has  slowly  acquired.      There  are  firms  whose  business 

connections  have  been  built  up  by  a  gradual  investment  of 

capital,  and  are  worth  nearly  as  much  as,  or  possibly  even  more 

than,  the  whole  of  their  material  capital.     When  a  busines 

is  thus  confined  more  or  less  to  its  own  particular  market,  a 

1  See  Book  v.  Chapter  n.  >  See  above,  p.  340. 
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haaty  increase  in  its  production  is  likely  to  lower  the  demand  book  v. 
price  in  that  market  out  of  all  proportion  to  the  increased  ^' "' 
Internal  economies  that  it  will  gain,  even  though  its  produc- 
tion is  but  small  relatively  to  the  broad  market  for  which  in 
a  more  general  sense  it  may  be  said  to  produced  So  gene- 
rally is  this  recognized  that,  when  trade  is  slack,  a  producer 
will  often  try  to  sell  his  surplus  goods  outside  of  his  own 
particular  market  at  prices  that  do  little  more  than  cover 
their  Prime  costs ;  while  within  that  market  he  still  tries  to 
sell  at  prices  that  nearly  cover  Supplementary  costs,  a  great 
part  of  which  are  the  returns  expected  on  capital  invested 
in  building  up  the  external  organization  of  his  business. 

To  conclude  then  the  Supplementary  costs  are  generally,  The 
though  not  always,  large  relatively  to  Prime  costs  for  com-  Seditions 
modities  that  obey  the  Law  of  Increasing  Return ;  because  bii^fclr 
their  production  needs  the  investment  of  a  large  capital  in  ^^y^, 

ueinous  &ro 

material  appliances  and  in  building  up  trade  connections,  similar  for 
Each  firm  has  often  to  acquire  a  market  of  its  own,  partly  ^1^^' 
because  of  the  difficulties  of  grading ;  and  when  this  is  the  L^^g^/in. 
case,  it  seldom  sells  much  at  short  notice  outside  this  market  erasing 
except  at  less  than  Total  cost  price.     This  does  not  alter  the  minishing 
character,  but  does  increase  the  intensity  of  those  fears  of  ®""* 
spoOing  his  own  peculiar  market,  or  incurring  odium  from 
other  producers  for  spoiling  the  common  market,  which  we 
have  already  learnt  to  regard  as  controlling  the  short  period 
supply  price  of  goods  when  the  appliances  of  production  are 
not  fiiUy  employed*. 

1  This  may  be  expressed  by  saying  that  when  we  are  considering  an  individual 
producer,  we  most  couple  his  supply  curve — ^not  with  the  general  demand  curve 
for  his  commodity  in  a  wide  market — ^but  with  the  particular  demand  curve  of  his 
own  special  maricet.  And  this  particular  demand  curve  will  generally  be  very 
steep,  steeper  than  his  own  supply  curve  is  likely  to  be  even  when  an  increased 
output  will  give  him  an  important  increase  of  Internal  economies.  The  whole  of 
this  argument  lends  itself  easfly  to  expression  in  mathematical  language. 

*  See  pp.  424,  5.  It  may  be  noted  that  the  net  loss  of  an  omnibus,  that  is  not  . 
fun  and  loses  a  fourpenny  fare,  is  nearer  fourpence  than  threepence,  though  the 
omnibus  trade  conforms  perhaps  to  the  Law  of  Constant  Return ;  and  if  it  were  not 
for  the  fear  of  spoiling  his  market,  the  Begent  Street  shoemaker,  whose  goods  are 
made  by  hand,  but  whose  expenses  of  marketing  are  very  heavy,  would  be  tempted 
to  go  further  below  his  normal  price  in  order  to  avoid  losing  a  special  order,  than 
a  shoe  manufacturer  who  uses  much  expensive  machinery  and  avails  himself 
generally  of  the  economies  of  production  on  a  large  scale. 
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BOOK  V.  But  when  they  are  fully  employed,  a  temporary  increase 

cH^.    ^  demand  is  likely  to  raise  the  short  period  supply  price 
quite  as  much  for  commodities  that  obey  the  Law  of  In- 
creasing return  as  for  others.     For  the  very  fact  that  their 
production  generally  requires  much   specialized  skill,  and 
specialized  machinery  will   make  a  quick  increase  in  the 
output  possible  only  by  working  much  overtime  under  great 
disadvantages ;  and  perhaps  calling  into  use  some  imperfect 
skill  and  some  old  fashioned  machinery.     And  therefore  the 
supply  schedule  for  short  periods  must  generally  show  a 
price  increasing  and  not  diminishing  with  an  increase  in  the 
amount  produced.     There  are  exceptions  to  this  rule;  but 
their  conditions  are  so  peculiar,  that  each  must  be  treated  by 
itself;  there  is  nothing  to  be  gained  by  forcibly  moulding  oar 
general  supply  schedules,  so  as  to  fit  their  special  conditions, 
bnt  for  long       §  3.     It  is  then  only  as  regards  the  long  period  normai 
conditions^  Supply  price  that  the  true  nature  -of  the  Law  of  Increasing 
^erraf  ^  Return  is  shown.     If  there  is  a  prospect  of  a  permanent 
large  demand  for  a  thing,  it  will  be  worth  while  to  invest 
capital   in  building  up   the  materifid  appliances,  and  the 
External  and  Internal  organization  of  large  businesses,  which 
The  long    will  be  able  to  sell  profitably  at  a  low  price.     The  long 
snppiy       period  supply  price  for  large  amounts  will  be  low,  because 
P^  '^^    it  is  in  eflfect  the  supply  price  not  of  particular  things,  but 
price  of  a    of  the  whole  processes  of  production  of  those  things.    The 
Law  of  Increasing  Return  is  in  truth  a  Law  that  the  supply 
price  of  the  processes  of  production  (and  marketing)  of  Urgt 
quantities  of  certain  goods  falls,  when  the  scale  of  tho^* 
processes  increases. 
An  iiius-  It  is  true  for  instance  that  if  a  sudden  fashion  were  to 

i^thTcase  s^t  in  for  wearing  watch-shaped  aneroid  barometers,  highly 
fact^d  P*^^^  labour,  that  had  no  special  training  for  the  work,  woaW 
commo-  have  to  be  drawn  in  from  other  trades,  there  would  be  agojd 
deal  of  wasted  eflfort  and  for  a  time  the  Real  and  the  Moaej 
Cost  of  production  would  be  increased.  But  it  is  also  tnir 
that  if  the  fashion  lasted  a  considerable  time,  then  indepfc- 
dently  of  any  new  invention  in  the  cost  of  making  aneroid'* 
the  process  of  production  on  a  large  scale  would  be  econonu 
cal.     For  specialized  skill  in  abundance   would  shortly  b 
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forthcoming,  and  properly  graduated  to  the  various  work  to  book  v. 
be  done :  with  a  large  use  of  the  method  of  Interchangeable  ^"' "' 
Parts,  specialized  machinery  would  do  better  and  more  cheaply 
much  of  the  work  that  is  now  done  by  hand ;  and  a  steady 
increase  in  the  annual  output  of  watch-shaped  aneroids,  will 
lower  very  much  their  long  period  supply  price,  as  a  result  of 
that  development  of  industrial  organization  which  normally 
belongs  to  a  large  scale  of  production. 

Now  their  long  period  supply  price  when  it  had  been  thus  The  rela- 
lowered,  might  be  either  greater  or  less  than  the  normal  tions  of  the 
demand  price  for  the  corresponding  scale  of  production,  when  ^'^^ 
at  last  the  force  of  fashion  died  away ;  and  the  demand  for  ^^^^^^ 
aneroids  was  again  based  solely  on  their  real  utility.     In  the  determines 
former  case  capital  and  labour  would  avoid  that  trade :  of  the  the  adjnst- 
firms  already  started,  some  might  pursue  their  course  though  JJ^a  and* 
with  lower  Quasi-rents,  and  with  less  net  gains  than  they  "^/^  ^ 
had  hoped ;  but  others  would  try  to  edge  their  way  into 
some  nearly  related  branch  of  production  that  was  more 
prosperous:  and  as  old  firms  dwindled,  there  would  be  few 
new  ones  to  take  their  place ;  the  scale  of  production  would 
dwindle  again;  and  the  old  position  of  equilibrium  would 
have  shown  itself  stable  against  assaults. 

But  now  let  us  turn  to  the  other  case,  in  which  the  long  or 
period  supply  price  for  the  increased  output  fell  so  far  that  the 
demand  price  remained  above  it.  In  that  case  undertakers, 
looking  forward  to  the  life  of  a  firm  started  in  that  trade, 
considering  its  chances  of  prosperity  and  decay,  discounting 
its  future  outlays  and  its  future  incomings,  would  conclude 
that  the  latter  showed  a  good  balance  over  the  former ; 
capital  and  labour  would  stream  rapidly  into  the  trade :  and 
the  production  might  perhaps  be  increased  tenfold  before  the 
fall  in  the  demand  price  became  as  great  as  the  fall  in  the 
long  period  supply  price ;  and  a  position  of  stable  equilibrium 
had  been  found. 

For  indeed,  though  in  that  account  of  the  oscillations  of  Two  or 
demand  and  supply  about  a  position  of  stable  equilibrium,  JJ^uions 
which  was  given  at  the  end  of  the  third  Chapter,  we  tacitly  ^^Jimn 
implied,  as  is  commonly  done,  that  there  could  be  only  one  *^"?^f*^* 
position  of  stable  equilibrium  in  a  market :  yet  in  fact  under  result  from 
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certain  conceivable,  though  rare,  conditions  there  can  be  two, 
or  more  positions  of  real  equilibrium  of  demand  and  supply, 
any  one  of  which  is  equally  consistent  with  the  general  cir- 
cumstances of  the  market,  and  any  one  of  which  if  once 
reached  would  be  stable,  until  some  great  disturbance 
occurred*. 

^  Besides  positions  of  stable  eqoilibriam,  there  are  theoretically  at  least  posi- 
tions of  unstable  equilibrium:  they  are  the  dividing  boundaries  between  tw« 
positions  of  stable  equilibria,  the  watersheds,  so  to  speak,  diyiding  two  riTtr 
basins,  and  the  price  tends  to  flow  away  from  them  in  either  dirc^ption. 

When  demand  and  supply  are  in  unstable  equilibrium,  then,  if  the  scale  of 
production  be  disturbed  ever  so  little  from  its  equilibrium  position,  it  wiD  move 
rapidly  away  to  one  of  its  positions  of  stable  equilibrium;  as  an  egg  if  t^i*»*«^ 
on  one  of  its  ends  would  at  the  smallest  shake  fall  down,  and  lie  lengthways. 
Just  as  it  is  theoretically  i>ossible,  but  practically  impossible  that  an  < 
stand  balanced  on  its  end,  so  it  is  theoretically  possible,  but  practically  in 
that  the  scale  of  production  should  stay  balanced  in  unstable  equilibrium. 

Thus  in  Fig.  25,  the  curves  intersect  several  times  and  the  arrow-beadi  oo  Oz 
show  the  directions  in  which,  according  to  its  situation,  B  tends  to  move  aknf 
Ox.  This  shows  that  if  i?  is  at  i7  or  at  7^  and  is 
displaced  slightly  in  either  direction,  it  will,  as  soon 
as  the  disturbing  cause  is  over,  return  to  the  equi- 
librium position  from  which  it  was  displaced:  but 
that  if  it  is  at  K  and  is  displaced  towards  the  right, 
it  will  continue  even  after  the  cessation  of  the  dis- 
turbing cause,  to  move  to  the  right  tiU  it  reaches 
L,  and  if  displaced  towards  the  left  it  will  con- 
tinue to  move  to  the  left  till  it  reaches  H.  That  is 
to  say,  H  and  L  are  points  of  stable  equilibrium 
and  ^  is  a  point  of  unstabljB  equilibrium.  We  are 
thus  brought  to  the  result  that: — 

The  equilibrium  of  demand  and  supply  corresponding  to  a  point  of  intersectka 
of  the  demand  and  supply  curves  is  stable  or  unstable  according  as  the  Aeatti 
curve  lies  above  or  below  the  supply  curve  just  to  the  left  of  that  point; «. 
which  is  the  same  thing,  according  as  it  lies  below  or  above  the  supply  curve  jt^ 
to  the  right  of  that  point.  (If  the  curves  touch  one  another  at  any  pomt  tke 
equilibrium  corresponding  to  it  will  be  stable  for  displacements  in  one  direetioa. 
and  unstable  for  displacements  in  the  other.  No  practical  intereet  attaches  to  tte 
investigation  of  this  barely  possible  case.) 

We  have  seen  that  the  demand  curve  is  inclined  throughout  negativ^.  fnm 
this  it  follows  that  if  just  to  the  right  of  any  point  of  intersection  the  supply  cvnt 
lies  above  the  demand  curve,  then  if  we  move  along  the  supply  curve  to  the  ri^ 
we  must  necessarily  keep  above  the  demand  curve  till  the  next  point  of  uAet- 
section  is  reached :  that  is  to  say,  the  point  of  equilibrium  next  <m  the  right-ksaJ 
side  of  a  point  of  stable  equilibrium,  must  be  a  point  of  unstable  eqaiMhrisB; 
and,  it  may  be  proved  in  like  manner,  that  so  must  the  adjacent  point  of  int«^e^ 
tion  on  the  left-hand  side.  In  other  words,  in  cases  in  which  the  curves  cut  etch 
other  more  than  once  points  of  stable  and  unstable  equilibriam  alternate. 

Also  the  last  point  of  intersection  reached  as  we  move  to  the  ri^t  mnsi  U  • 
point  of  stable  equilibrium.  For  if  the  amount  produced  were  increawd  in- 
definitely the  price  at  which  it  could  be  sold  would  necessarily  fall  almost  to  sero; 
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§  4.     It  must  be  admitted  however  that  the  theory  of   book  v. 
stable  equilibrium  of  normal  demand  and  supply  in  its  most     ^°'  "' 
abstract  form  assumes  a  certain  rigidity  in  the  conditions  of  TJ*«  P»r® 
demand  and  supply,  which  does  not  really  exist.     It  helps  its  earUer 
indeed  to  give  definiteness  to  our  ideas ;  and  in  its  elemen-  diverges 
tary  stages  it  does  not  diverge  from  the  actual  facts  of  life  so  ^^Jl^^ai 
for  as  to  prevent  its  giving  a  fairly  trustworthy  picture  of  the  facte;  but 
chief  methods  of  action  of  the  strongest  and  most  persistent  far  its 
group  of  economic  forces.     But  when  pushed  to  its  more  value 


remote  and  intricate  logical  consequences,  especially  those  JJ^ 
connected  with  multiple  positions  of  equilibrium,  it  slips 
away  from  the  conditions  of  real  life,  and  soon  ceases  to  be  of 
much  service  in  dealing  with  practical  problema  One  cause 
of  this  divergence  is  the  fact  that,  if  the  normal  production  of 
a  commodity  increases  and  afterwards  again  diminishes  to  its 
old  amount,  the  demand  price  and  the  supply  price  are  not 
likely  to  return,  as  the  pure  theory  assumes  that  they  will,  to 
their  old  positions  for  that  amount. 

We  have  already  noticed'  that  the  increase  in  consump-  The  as- 
tion  arising  from  a  fall  in  price  is  of  gradual,  and  sometimes  tSt^the" 
even  of  slow  growth :  and  now  we  have  to  lay  stress  on  the  ^^Suie 
&ct  that  habits  which  have  once  grown  up  around  the  use  of  ^  "gi^- 
a  commodity  while  its  price  is  low,  are  not  quickly  abandoned 
when  its  price  rises  again.     If  therefore  after  the  supply  has 
gradually  increased,  some  of  the  sources  from  which  it  is 
derived  should  be  closed,  or  any  other  cause  should  occur  to 
make  the  commodity  scarce,  many  consumers  will  be  re- 
luctant to  depart  from  their  wonted  ways.     For  instance  the 
prices  of  cotton  during  the  American  war  showed  that  the 

bat  the  price  required  to  cover  the  expense  of  producing  it  would  not  so  faU. 
Therefore,  if  the  supply  curve  he  produced  sufficiently  far  towards  the  right,  it 
most  at  last  lie  above  the  demand  curve. 

The  first  point  of  intersection  arrived  at  as  we  proceed  from  left  to  ijght  may 
be  a  point  either  of  stable  or  of  unstable  equilibrium.  It  it  be  a  point  of  unstable 
equiHbriiim,  this  fact  will  indicate  that  the  production  of  the  commodity  in  qnes* 
tkm  on  a  smaU  scale  wiU  not  remunerate  the  producers;  so  that  its  production 
cannot  be  conmienced  at  aU  unless  some  passing  accident  has  caused  temporarily 
an  urgent  demand  for  the  commodity,  or  has  temporarily  lowered  the  expenses  of 
producing  it;  or  unless  some  enterprising  firm  is  prepared  to  sink  a  large  capital 
in  overcoming  the  initial  difficulties  of  the  production,  and  bringing  out  the  com- 
inodity  at  a  price  which  will  ensure  large  sales. 

1  Bodt  m.  Ch.  nr.  f  6. 
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consumers  were  bidding  for  the  reduced  supply  a  price  higher 
than  that  for  which  an  equal  amount  could  have  been  sold,  if 
its  previous  low  price  had  not  brought  it  into  common  use  to 
meet  a  great  variety  of  wants,  many  of  which  indeed  it  had 
itself  created.  Thus  then  the  schedule  of  demand  jMices 
which  holds  for  the  forward  movement  of  the  production  of  a 
commodity  will  seldom  hold  for  the  return  movement,  but 
will  in  general  require  to  be  raised*. 

Again  the  supply  schedule  may  have  fairly  represented 
the  actual  fall  in  the  supply  price  of  the  thing  which  takes 
place  when  the  supply  is  being  increased ;  but  if  the  demaDd 
should  fell  oflF,  or  if  for  any  other  reason,  the  supply  should 
have  to  be  diminished,  the  supply  price  would  not  move 
back  by  the  course  by  which  it  had  come,  but  would  take  a 
lower  course.  The  schedule  of  supply  prices  which  had  held 
for  the  forward  movement  would  not  hold  for  the  backwiud 
movement,  but  would  have  to  be  replaced  by  a  lower  schedule. 
This  is  true  whether  the  production  of  the  commodity  obeys 
the  law  of  Diminishing  or  Increasing  Return ;  but  it  is  of 
special  importance  in  the  latter  case,  because  the  feet  that 
the  production  does  obey  this  law,  proves  that  its  increase 
leads  to  great  improvements  in  organization. 

For,  when  any  casual  disturbance  has  caused  a  great  in- 
crease in  the  production  of  any  commodity,  and  thereby  has 
led  to  the  introduction  of  extensive  economies,  these  econo- 
mies are  not  readily  lost.  Developments  of  mechanical  ap- 
pliances, of  divi^on  of  labour  and  of  the  means  of  transport, 
and  improved  organization  of  all  kinds,  when  they  have  been 
once  obtained  are  not  readily  abandoned.  Capital  and  labour, 
when  they  have  once  been  devoted  to  any  particular  industry, 
may  indeed  become  depreciate<J  in  value,  if  there  is  a  feUii^ 
oflF  in  the  demand  for  the  wares  which  they  produce:  bot 
they  cannot  quickly  be  converted  to  other  occupations ;  and 
their  competition  will  for  a  time  prevent  a  diminished  demand 
from  causing  an  increased  price  of  the  wares*. 

^  That  is,  for  any  backward  movement  of  the  amount  offered  for  sale,  tbt 
left  end  of  the  demand  curve  would  probably  need  to  be  raised  in  order  to  aakc 
'it  represent  the  new  conditions  of  demand. 

^  For  instance,  the  shape  of  the  supply-curve  in  Fig.  26,  imjdiet  that  if  tk» 
ware  fai  question  were  produced  on  the  scale  0  V  annnaUy,  the  ecooomies  iotzo- 
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Partly  for  this  reason  there  are  not  very  many  cases  in   book  v. 
which  two  positions  of  stable  equilibrium  would  stand  out  as    ^°'"' 
possible  alternatives  at  one  and  the  same  moment,  even  if  all 
the  facts  of  the  market  could  be  ascertained  with  perfect 
accuracy.     But  when  the  conditions  of  a  branch  of  manufac-  Cases 
ture  are  such  that  the  supply  price  would  fall  very  rapidly,  if  very  rare 
there  should  be  any  great  increase  in  the  scale  of  production,  ^  ^^u 
then  a  passing  disturbance  by  which  the  demand  for  ^l^®^*^^"- 
commodity  was  increased  might  cause  a  very  great  fall  in  the  ditions  of 
stable  equilibrium  price,  a  very  much  larger  amount  than  supply  will 
before  being  henceforward  produced  for  sale  at  a  very  much  ^^^t 
lower  price.     This  is  always  possible  when,  if  we  could  trace  ^Jj^^^ 
the  demand  and  supply  schedules  far  ahead,  we  should  find  libnom 
them  keeping  close  together*.     For  if  the  supply  prices  for 
largely  increased  amounts  are  but  very  little  above  the  corre- 
sponding demand  prices,  a  moderate  increase  in  demand,  or 
a  comparatively  slight  new  invention  or  other  cheapening  of 
production  may  bring  supply  and  demand  prices  together  and 
make  a  new  equilibrium.     Such  a  change  resembles  in  some 
respects  a  movement  from  one  alternative  position  of  stable 
equilibrium  to  another,  but  differs  from  the  latter  in  that 
it  cannot  occur  except  when  there  is  some  change  in  the 
conditions  of  normal  demand  or  normal  supply. 

§  5.     The  difficulties  that  have  just  been  discussed  have  The 
very  deep  roots.     They  really  arise  from  the  fact  that  inSettSS*^ 
economics,  as  in  other  sciences^  we  are  unable  to  discuss  at  X^m 
once  the  effects  of  all  the  causes  at  work.     We  speak  of  the  ^^^^ 
prices  at  which   certain  amounts  of  a  commodity  will  be  progress 
normally  demanded  or  supplied,  and  leave  provisionally  out  lapse  of 
of  calculation  the  facts  that  large  changes  in  the  amounts  *^® 
produced  or  supplied  can  as  a  rule  only  be  effected  gradually, 
and  that  during  the  time  in  which  they  are  being  effected 

dnoed  into  its  prodaction  would  be  so  extensive  as  to  enable  it  to  be  sold  at  a 
price  TV,  If  these  economies  were  once  effected  the  shape  of  the  curve  8S' 
would  probably  cease  to  represent  accurately  the  drcomstances  of  supply.  The 
expenses  of  prodoctionj  for  instance,  of  an  amount  OU  would  no  longer  be  much 
greater  proportionately  than  those  of  an  amount  0  V.  Thus  in  order  that  the 
enrve  might  again  represent  the  circumstances  of  supply  it  would  be  necessary  to 
draw  it  lower  down,  as  the  dotted  curve  in  the  figure. 

1  That  is  when  at  a  good  distance  to  the  right  of  the  equilibrium  point,  the 
toipply  curve  is  but  little  above  the  demand  curve. 
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BOOK  V.    many  other  changes  are  sure  to  take  place,  by  which  tb? 
^•"'    general  social  and  economic  conditions  of  the  problem  will  be 
altered, 
uinstrates         This  brings  us  to  the  second  of  the  difficulties  of  whkh 
perfection    mention  was  made  at  the  beginning  of  the  second  Sectioftl 
^eatm^T^  And  indeed  we  find  here  a  special  application  of  the  broarf 
of  social     truth  that  economic  problems  are  imperfectly  presented  when 
But  we       they  are  treated  as  problems  of  statical  equilibrium,  and  n^>i 
di^nse     ^f  organic  growth.     For  though  the  former  treatment  aloD*^ 
with  it;      ^^j^  gjyg  ^g  definiteness  and  precision  of  thought,  and  is  thereJ 
fore  a  necessary  introduction  to  a  more  philosophic  treatment 
of  society  as  an  organism ;  it  is  yet  only  an  introduction, 
and  we  But  not  all  this  imperfection  lies  in  the  nature  of  thJ 

that  its^.  case ;  part  of  it  results  from  the  imperfections  of  our  analyti- 
Sm  te**°^  cal  methods,  and  may  conceivably  be  much  diminished  in  a 
diininisbed.  later  age  by  the  gradual   improvement   of   our   scientific 
machinery.     We  should  have  made  a  great  advance  if  ve 
could  represent  roughly,  as  a  function  of  time  itself,  the  chi^f 
of  the  changes  in  those  elements  which  we  are  not  spedallv 
considering;  that  is,  in  the  particular  case  of  demand  and 
supply  schedules,  if  we  could  represent  the  normal  demand 
price  and  supply  price  as  functions  both  of  the  amount  nor- 
mally produced  and  of  the  time  at  which  that  amount  became 
normal*. 
MeanwhUe        Meanwhile  we  have  to  make  special   provision   fiir  all 
make"im)-  ^vents  external  to  the  special  changes  which  we  are  cod- 
ex^mai'    sidering.     So  long  as  there  is  no  substantive  alteraticm  in 
changes  by  the  Conditions  of  demand  or  supply;  so  long  as  the  only  im- 
our  de-       portant  changes  in  the  price  at  which  purchasers  can  be  found 
m^d^and  £^j,  ^j^^  commodity,  and  the  price  at  which  producers  can  afford 
to  tids^^^*  to  supply  it,  are  those  changes  which  are  due  to  an  increast 

task  we 

proceed.  i  That  is  to  say  instead  of  normal  demand  and  sopply  cnrves  we  aboold  is* 

demand  and  supply  surfaces,  price  being  measured  along  the  axis  of  c,  time  ak^ 
that  of  y  and  amount  along  that  of  x.  Even  now  there  might  be  tome  interest  e 
working  out,  analytically  or  geometrically,  the  curves  of  intersectkm  of  soct 
surfaces  drawn  on  various  assumptions  as  to  the  influence  of  time.  And  tlMi^ 
for  many  years  to  come  work  of  this  kind  must  be  rather  a  mathematieal  divtniaii. 
than  a  solid  contribution  to  economics,  yet  it  may  show  the  way  towai^  sod 
methods  of  study  of  social  and  economic  history  and  statistics,  as  may  auk* 
future  generations  to  impart  to  such  demand  and  supply  surfaces  a  reality  1^ 
is  altogether  beyond  our  present  range. 
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or  diminution  in  the  volume  of  the  amount  of  the  commodity  book  v. 
produced  and  sold;  so  long  we  may  regard  the  demand  °^  "* 
schedule  and  the  supply  schedule  as  representing  the  broad 
outlines  of  normal  demand  and  normal  supply.  But  any 
great  and  lasting  change  in  £sishion,  any  substantive  new 
invention,  any  diminution  of  population  by  war  or  pestilence, 
or  the  development  or  dwindling  away  of  a  source  of  supply 
of  the  commodity  in  question,  or  of  a  raw  material  used  in 
it,  or  of  another  commodity  which  is  a  rival  and  possible 
substitute  for  it : — any  such  change  as  these  may  cause  the 
prices  set  against  any  given  annual  (or  daily)  consumption 
and  production  of  the  commodity  to  cease  to  be  its  normal 
demand  and  supply  prices  for  that  volume  of  consumption  K/  • 
and  production ;  or,  in  other  words,  they  may  render  it  neces- 
aaiy  to  make  out  a  new  demand  schedule  or  a  new  supply 
ichedule,  or  both  of  them.  We  proceed  to  study  the  problems 
^  Ihus  suggested. 


x 
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CHAPTER  XIL 

THEORY  OF  CHANGES  OF   NORMAL  DEMAND  AND  SUPPLY  B 
RELATION  TO  THE   DOCTRINE   OF  MAXIMUM  SATISFACnOS. 

BOOK  V.         §  1.     We  have  seen  that  an  increase  of  normal  demand  ; 

J *    involves  generally  an  increase  in  the  price  at  which  each 

mSmt^by    several  amount  can  find  purchasers:  or  which  is  the  same 
*7  "^S^  ^^^Sy  ^*  ®*^^  several  price  a  greater  quantity  than  before  • 
demand,     can  find  purchasers ;  (and  this  we  have  called  a  rising  of  the  ' 
demand  schedule).    This  increase  of  normal  demand  may  be 
caused  by  the  commodity's  coming  more  into  fEtshion,  by  the 
opening  out  of  a  new  use  for  it  or  of  new  markets  for  it,  by 
the  permanent  falling  ofi*  in  the  supply  of  some  commodity 
for  which  it  can  be  used  as  a  substitute,  by  a  permanent 
increase  in  the  wealth  and  general  purchasing  power  of  the 
community,  and  so  on.     Changes  in  the  opposite  direction 
will  cause  a  feilling  off  in  demand  and  a  sinking  of  the  demazMi 
schedule, 
or  of  nor.         An  increase  of  normal  supply  means  an  increase  of  the 
amounts  that  can  be  supplied  at  each  several  price,  and  a 
diminution  of  the  price  at  which  each  separate  amount  can 
be  supplied ;  (thus  an  increase  of  normal  supply  involves  a 
lowering  of  the  supply  schedule)^     This  change  may  be 

1  A  rise  or  fall  of  the  demand  or  sapply  schedule  inyolves  of  ooone  a  rin  « 
fall  of  the  demand  or  supply  curve. 

[If  the  change  is  gradual,  the  snpply  corre  wiU  assume  in  soooesBkn  a  •■» 
of  positions,  each  of  which  is  a  litUe  helow  the  preceding  one;  and  in  tkii  «i7 
we  might  have  represented  the  effects  of  that  gradual  improTement  of  iodnrtnil 
organization  which  arises  from  an  increase  in  the  scale  of  prodnctioD,  and  m^bA 
we  have  represented  l^  asHigning  to  it  an  influence  upon  the  siq»plj  price  far 
long-period  cnrres.  In  an  ingenious  paper  privately  printed  hyWrB.,  C«i?i<> 
hame,  a  suggestion  is  made,  which  seems  to  oome  in  effect  to  propoaag  tljA 
a  long-period  supply  curve  should  be  regarded  as  in  some  manner  iiUHWiBrii^  a 
series  of  short-period  curves;  each  of  these  curves  would  assume  thnngkost  * 


mal  supply. 
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caused  by  the  opening  up  of  a  new  source  of  supply,  whether  book  v. 
by  improved  means  of  transport  or  in  any  other  way,  by  an  °^'"'' 
advance  in  the  arts  of  production,  such  as  the  invention  of  a 
new  process  or  of  new  machinery,  or  again  by  the  granting  of 
a  bounty  on  production.  Conversely,  a  diminution  of  normal 
supply,  (or  a  raising  of  the  supply  schedule),  may  be  caused 
by  the  closing  up  of  a  new  source  of  supply  or  by  the  impo- 
sition of  a  tax\ 

The  typical  case  of  rapid  oscillation  is  that  of  the  current 
or  market  price  about  its  normal  (or  rather  its  subnormal) 
position  of  equilibrium.  But,  as  has  already  been  explained, 
the  subnormal  (or  short-period  normal)  level  moves  in  a 
similar  manner,  though  more  slowly  and  less  conspicuously 
about  a  long-period  normal  level.  The  longer  the  periods  to 
which  our  reasonings  apply,  and  for  which  our  normal  de- 
mand and  supply  schedules  are  taken,  the  fewer  will  be  the 
disturbing  causes  which  are  so  great,  and  which  last  so  long, 
as  to  amount  to  a  distinct  change  in  the  general  conditions  of 
demand  and  supply,  and  to  necessitate  the  making  out  of  a 
new  demand  schedule,  or  a  new  supply  schedule,  or  both. 
And  therefore  in  the  great  majority  of  cases  to  which  the 
reasonings  of  this  chapter  are  applicable,  the  supply  price 
will  increase  with  the  amount  produced.  But  the  exceptions 
to  this  rule,  though  not  numerous,  are  very  important. 

§  2.     We  have,  then,  to  regard  the  efifects  of  an  increase  Effects  of 
of  normal  demand  from  three  points  of  view,  according  as  ^iSi^^ 
the  commodity  in  question  ^obeys  the  Law  of  Constant  or  of  d®"^^^*^^- 
Diminishing  or  of  Increasing  Return:    that  is,  its  supply 
price  is  practically  constant  for  all  amounts,  or  increases  or 
jiminishes  with  an  increase  in  the  amount  produced. 

vhole  length  that  deydopment  of  indastrial  organization  which  properly  belongs 
to  the  scale  of  production  represented  by  the  distance  from  Oy  of  the  point  in 
Rrhieh  that  cnrre  cats  the  long-period  sn^Iy  cnnre  (compare  the  end  of  the  note 
9n  page  488)  and  similarly  with  regard  to  demand.] 

1  The  theory  of  the  incidence  of  taxation  has  been  generally  treated  as  a  branch 
rf  the  application  of  economic  science  to  the  practical  Art  of  Government.  Bat 
rcaUy  it  is  an  integral  part  of  the  general  theory  of  valae ;  and  there  is  a  gain  of 
^entilic  completeness  in  regarding  in  the  first  instance  a  tax  on  a  thing  simply 
IS  one  of  many  caases  which  may  raise  its  normal  sapply  price.  It  will  be  best 
Kjt  to  trace  in  detail  the  incidence  of  particular  taxes  antil  we  come  to  discass 
;axation  as  a  whole:  bat  meanwhile  a  tax  may  be  taken  as  a  representative  in- 
rt&Dce  of  the  changes  which  may  affect  supply  price. 

32-2 
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CHANGES  IN  NORMAL  DEMAND  AND  SUPPLY. 

In  the  first  case  an  increase  of  demand  simply  iDcreM& 
the  amount  produced  without  altering  its  price ;  for  tiie 
normal  price  of  a  commodity  which  obeys  the  law  of  ConsUnt 
Return  is  determined  absolutely  by  its  expenses  of  produc- 
tion :  demand  has  no  influence  in  the  matter  beyond  tlik 
that  the  thing  will  not  be  produced  at  all  unless  there  i^ 
some  demand  for  it  at  this  fixed  price. 

If  the  commodity  obeys  the  law  of  Diminishing  Reton 
an  increase  of  demand  for  it  raises  its  price  and  causes  more 
of  it  to  be  produced ;  but  not  so  much  more  as  it  would  if  it 
obeyed  the  law  of  Constant  Return. 

On  the  other  hand  if  the  commodity  obeys  the  law  of 
Increasing  Return  an  increase  of  demand  causes  much  move 
of  it  to  be  produced, — more  than  if  the  commodity  obeyed 
the  law  of  Constant  Return, — and  at  the  same  time  lowers 
its  price.  If,  for  instance,  a  thousand  things  of  a  cotain 
kind  have  been  produced  and  sold  weekly  at  a  price  of  1(^ 
while  the  supply  price  for  two  thousand  weekly  would  be 
only  98.,  a  very  small  increase  in  normal  demand  may  caose 
this  to  become  the  normal  price,  since  we  are  considenBg 
periods  long  enough  for  the  full  normal  action  of  the  causes 
that  determine  supply  to  work  itself  out*.     The  conveise 

^  Diagrams  are  of  especial  aid  in  enabling  as  to  oomprdiend  dea^j  Oe  fio^ 
blems  of  this  chapter. 


The  three  fignres  (26),  (27),  (28)  represent  the  three  cases  of  constant,  dimiiuabai«iai 
increasing  return  respectively.  The  return  in  the  last  case  is  a  diminiahing  «oe  ic 
the  earlier  stages  of  the  increase  of  production,  bat  an  increasing  one  in  thoM  sab- 
sequent  to  the  attainment  of  the  original  position  of  eqailibrtam,Le.for  aoiovBtiaf 
the  commodity  greater  than  0i7.  In  each  case  ^fi^iff' is  the  supply  carre.D/^'tfaoU 
position  of  the  demand  curve,  and  dtt  its  position  after  there  has  been  iiii  1 1— i  <i 
normal  demand.  In  each  case  A  and  a  are  the  old  and  new  podftioiis  of  e^ 
librium  respectively,  AH  and  ah  are  the  old  and  new  nonnal  or 
prices,  and  OH  and  Ok  the  old  and  new  equilibrium  amounts.    (7A  is  in 
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holds  in  each  case  should  normal  demand  fall  off  instead  of  book  t. 
increasing.  ch^. 

§  3.    We  have  seen  that  an  increase  in  normal  demand,  Effects  of 
while  leading  in  every  case  to  an  increased  production,  will  fadiiUes  of 
in  some  cases  raise  and  in  others  lower  prices.     But  now  we  ^^  ^' 
are  to  see  that  increased  facilities  for  supply  (causing  the 
supply  schedule  to  be  lowered)  will  always  lower  the  normal 
price  at  the  same  time  that  it  leads  to  an  increase  in  the 
amount    produced.    For    so  long  as  the   normal  demand 
remains  unchanged  an  increased  supply  can  be  sold  only  at 
a  diminished  price ;  but  the  fall  of  price  consequent  on  a 
given  cheapening  of  supply  will  be  much  greater  in  some 
cases  than  in  others.     It  will  be  small  if  the  commodity 
obeys  the  Law  of  Diminishing  Return;  because  then  the 
difficulties  attendant  on  an  increased  production  will  tend  to 
counteract  the  new  facilities  of  supply.     On  the  other  hand, 
if  the  commodity  obeys  the  Law  of  Licreasing  Return,  the 

gmtter  thmn  OH,  bat  in  fig.  (27)  it  is  only  a  litUe  greater,  while  in  fig.  (28)  it  it 
much  greater.  (This  analysis  may  be  carried  farther  on  the  plan  adopted  later  on 
in  <lifinp^it|g  the  mniiliir  bat  more  [important  problem  of  the  effects  of  changes  in 
the  conditions  of  normal  supply.)  In  fig.  (26)  ah  is  eqoal  to  AH,  in  fig.  (27)  it  is 
greater,  in  fig.  (28)  it  is  less. 

The  effect  of  a  falling-off  of  normal  demand  can  be  traced  with  the  same 
^iigrams,  dS  being  now  regarded  as  the 
old  and  DD'  as  the  new  position  of  this 
demand  cnnre;  ah  being  the  dd  eqoili- 
liriom  price,  and  ^J?  the  new  one.  8  \^v  pja  og 

[It  is  interesting  to  trace  the  effect  of  *^^ 
changes  of  this  kind  when  the  carves  cat 
one  another  several  times,  as  in  ^4,  P  and 
<^  in  fig.  (29).  Soppoee  the  demand  cnrre 
to  rise  gradnally,  then  the  points  of  inter- 
wction  eorreeponding  to  A  and  B  will 
■pproach  one  another,  until  they  coalesce. 
Thos  whether  price  when  in  eqoiUbriam 
was  actoaUy  at  ^  or  at  (7  originally  (it 
cooid  not  have  been  at  B,  becaase  the 

oqoilifariam  there  is  onstable)  it  wiU  by  a  sufficient  rise  of  demand  more  away 
toe. 

If  the  sapply  curve  to  the  right  of  A  had  kept  above  the  original  demand 
cvve  bat  only  a  little  above  it,  so  as  to  have  only  one  point  of  intersection  with 
it.  its  point  fA  intersection  with  the  new,  and  slightly  raised  demand  curve  might 
have  been  a  long  way  to  the  right  of  A ;  thus  representing  a  simpler  instance  of 
the  way  in  which  a  small  increase  in  the  normal  demand  for  a  commodity  that 
<>beyi  the  Law  of  Increasing  Betum  may  cause  a  very  great  fall  in  its  price  and 
t  very  great  faicrease  of  its  consumption.] 
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increased  production  will  bring  with  it  increased  £sfccilitie&. 
which  will  co-operate  with  those  arising  from  the  change  is 
the  general  conditions  of  supply;  and  the  two  together  will 
enable  a  great  increase  in  production  and  consequent  fidl  in 
price  to  be  attained  before  the  fall  of  the  supply  price  over- 
takes the  fall  of  the  demand  price.  If  it  happens  that  the 
demand  is  very  elastic,  then  a  small  increase  in  the  fiunlities 
of  normal  supply,  such  as  a  new  invention,  a  new  applicatioQ 
of  machinery,  the  opening  up  of  new  and  cheaper  sources  of 
supply,  the  taking  off  a  tax  or  granting  a  bounty,  may  caode 
an  enormous  increase  of  production  and  fall  of  priced 

1  All  this  can  be  most  olearlj  seen  by  the  aid  of  diagrams,  and  indeed  then  ve^ 
some  parts  of  the  problem  which  cannot  be  satisfactorily  treated  without  their  lii 
The  three  figures  (80),  (81),  (82)  represent  the  three  cases  of  ooDstant  vA 
diminishing  and  increasing  returns,  respectiyely.  In  each  case  i)ZX  is  the  doafii 
cnnre,  88*  the  old  position,  and  m'  the  new  position  of  the  supply  cnrre.  Auiht 
old,  and  a  the  new  position  of  stable  eqnilibrinm.  Oh  is  greater  than  Off,  aod  at 
is  less  than  ^ffin  every  case:  bat  the  changes  are  small  in  fig.  (SI)  and  gictt  is 
fig.  (82).  Of  course  the  demand  cnrre  mnst  lie  below  the  old  supply  curve  to  tf» 
right  of  At  otherwise  A  would  be  a  point  not  of  stable,  but  of  unstable  < 


D 
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a 
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But  subject  to  this  condition  the  more  elastic  the  demand  is,  thai  Is,  the  mm 
nearly  horizontal  the  demand  curve  is  at  ^  the  further  off  will  a  be  from  A,  •■* 
the  greater  therefore  will  be  the  increase  of  production  and  the  fall  of  price. 

The  whole  result  is  rather  complex.  But  it  may  be  stated  thus.  nrrtJy,«N« 
the  elasticity  of  demand  at  A,  the  increase  in  the  quantity  produced  and  the  toH« 
price  will  both  be  the  greater,  the  greater  be  the  return  got  from  additkjoalca|iittl 
and  labour  applied  to  the  production.    That  is,  they  will  be  the  greatv,  ***•]* 


nearly  horizontal  the  supply  curve  is  at  ^  in  fig.  (81),  and  the  mow  rti^"? 
inclined  it  is  in  fig.  (82)  (subject  to  the  condition  mentioned  above,  that  It  ^^'^^ 
lie  below  the  demand  curve  to  the  right  of  A,  and  thus  turn  A  into  a  poatk*  « 
unstable  equilibrium).  Secondly,  given  the  position  of  the  supply  csrve  at  J.  tl* 
greater  the  elasticity  of  demand  the  greater  will  be  the  increase  ui  pwd««>* 
in  every  case ;  but  the  smaUer  will  be  the  fall  of  price  in  fig.  (81).  and  the  gn^ 
the  faD  of  price  in  fig.  (82).  Fig.  (80)  may  be  regMded  as  a  limiting  case  <rf«** 
fig.  (81)  or  (82).  . 

All  this  reasoning  assumes  that  the  commodity  either  obejs  the  ^^ 
Diminishing  Return  or  obeys  the  Law  of  Increasing  BeCum  thro^fboot.    u  ^ 
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If  we  take  account  of  the  circumstances  of  composite  and 
joint  supply  and  demand  discussed  in  the  last  chapter,  we 
have  suggested  to  us  an  almost  endless  variety  of  problems 
which  can  be  worked  out  by  the  methods  adopted  in  these 
two  chaptera 

§  4.  We  may  now  consider  the  eflfects  which  a  change 
in  the  conditions  of  supply  may  exert  on  Consumers'  Surplus 
or  Rent.  For  brevity  of  language  a  tax  may  be  taken  as 
repre^entative  of  those  changes  which  may  cause  a  general 
increase,  and  a  bounty  as  representative  of  those  which  may 
cause  a  general  diminution  in  the  normal  supply  price  for 
each  several  amount  of  the  commodity. 

Firstly,  if  the  commodity  is  one,  the  production  of  which 
obeys  the  Law  of  Constant  Return,  so  that  the  supply  price 
is  the  same  for  all  amoimts  of  the  commodity,  Consumers' 
Rent  will  be  diminished  by  more  than  the  increased  pay- 
ments to  the  producer;  and  therefore,  in  the  special  case 
of  a  tax,  by  more  than  the  gross  receipts  of  the  State.  For 
in  so  &r  as  the  consumption  of  the  commodity  is  main- 
tained, the  consumer  loses  what  the  State  receives:  and  on 
that  part  of  the  consumption  which  is  destroyed  by  the  rise 
in  price,  the  Consumers'  Rent  is  destroyed ;  and  of  course 
there  is  no  payment  for  it  to  the  producer  or  to  the  Stated 
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obeys  first  one,  and  then  the  other,  so  that  the  sopply  ennre  is  at  one  part  inclined 
positiTely  and  at  another  negatively,  no  general  rule  can  be  laid  down  as  to  the 
effect  on  price  of  increased  facilities  of  supply,  though  in  erery  case  this  most  lead 
to  an  increased  Toinme  of  production.  A  great  yariety  of  cnrioos  results  may  be 
got  by  giTing  the  supply  curve  different  shapes,  and  in  particular  such  as  cut  the 
donand  curve  more  than  once. 

I  This  is  most  clearly  seen  by  aid  of  a  diagram. 
8S,  the  old  Constant  Betum  supply  curve  cuts  DD' 
the  demand  curve  in  A :  DSAiaihe  Consumers' Bent. 
Afterwards  a  tax  iSv  being  imposed  the  new  equi- 
fibrinm  is  found  at  a,  and  Consumers'  Rent  is  Daa. 
The  gross  tax  is  only  the  rectangle  98K<h  that  is,  a 
tax  at  the  rate  of  iS«  on  an  amount  aa  of  the 
commodity.  And  this  falls  short  of  the  loss  of 
Consumers'  Bent  by  the  area  €iKA.  The  net  loss 
oKA  is  small  or  great,  other  things  being  equal,  as 
oJ  is  or  is  not  inclined  steeply.  Thus  it  is  smallest 
lor  those  commodities  the  demand  for  which  is  most 
inelastic,  that  is,  for  necessaries.  If  therefore  a  given  aggregate  taxation  has  to 
be  levied  ruthless^  from  any  class  it  will  cause  less  loss  of  Consumers'  Bent  if 
levied  on  necessaries  than  if  levied  on  comforts. 
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BOOK  V.  Conversely,  the  gain  of  Consumers'  Rent  caused  by  a  bounty 
cH^.  Qj^  ^  commodity  that  obeys  the  Law  of  Constant  Betnm,  b 
less  than  the  bounty  itself  For  on  that  part  of  the  coo- 
sumption  which  existed  before  the  bounty,  Consumers*  Rent 
is  increased  by  just  the  amount  of  the  bounty ;  while  on  the 
new  consumption  that  is  caused  by  the  bounty,  the  gain  of 
the  Consumers'  Rent  is  less  than  the  bounty^ 
The  case  of  If  however  the  commodity  obey  the  Law  of  Diminishing 
SgRetwn.  Return,  a  tax  by  raising  its  price,  and  diminishing  its  coo- 
sumption,  will  lower  its  expenses  of  production  other  than 
the  tax :  and  the  result  will  be  to  raise  the  supply  price  by 
something  less  than  the  full  amoimt  of  the  tax.  In  this 
case  the  gross  receipts  from  the  tax  may  be  greater  than  the 
resulting  loss  of  Consumers'  Rent,  and  they  will  be  greats 
if  the  Law  of  Diminishing  Return  acts  so  sharply  that  s 
small  diminution  of  consumption  causes  a  great  falling-off  in 
the  expenses  of  production  other  than  the  tax'. 

On  the  other  hand,  a  bounty  on  a  commodity  which 
obeys  the  Law  of  Diminishing  Return  will  lead  to  in- 
creased production,  and  will  extend  the  margin  of  culti- 
vation to  places  and  conditions  in  which  the  expenses  of 
production,  exclusive  of  the  boimty,  are  greater  than  beCwe. 
Thus  it  will  lower  the  price  to  the  consumer  and  increase 

1  U  we  now  regard  8»  as  the  old  supply  cnrre  which  is  lowered  to  the  pootiaB 
SS"  hy  the  grantiiig  of  a  boimty,  we  find  the  gain  of  Consumers'  Bent  to  be  «£Ja. 
But  the  boon^y  paid  is  iSs  on  an  amotmt  SA,  which  is  represented  by  tbt 
rectangle  $SAL :  and  this  exceeds  the  gain  of  Consumers'  Bent  by  the  area  sXX 

>  Let  the  old  supply  curve  be  88^  (fig.  84),  and  let  the  impoeitioii  ol  a  tax 
raise  it  to  8$';  let  A  and  a  be  the  old  and  new  posi- 
tions of  equilibrium,  and  let  straight  lines  be  drawn 
through  them  parallel  to  Ox  and  Oy,  as  in  the  figure. 
Then  the  tax  being  levied,  as  shown  by  the  figure,  at 
the  rate  of  aE  on  each  unit;  and  OA,  that  is,  CK 
units,  being  produced  in  the  new  position  of  equili- 
brium, the  gross  receipts  of  the  tax  will  be  cFEa^  and 
the  loss  of  Consumers'  Bent  will  be  cCAa\  that  is, 
the  gross  receipts  from  the  tax  will  be  greater  or  less 
than  the  loss  of  Consumers'  Bent  as  CFEK  is  greater 
or  less  than  oKA ;  and  in  the  figure  as  it  stands  it 
is  much  greater.  If  however  we  had  drawn  SS"  to 
indicate  only  very  slight  action  of  the  Law  of  Diminish- 
ing Betum,  that  is,  if  it  had  been  nearly  horixontal 
in  the  neighbourhood  of  A^  then  EK  would  have  been 
very  small ;  and  CFEK  would  have  become  less  than  aKA, 
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Consumers'  Rent  less  than  if  it  were  given  for  the  production   book  v. 
of  a  commodity  which  obeyed  the  Law  of  Constant  Return.    ^°'  "'' 
In  that  case  the  increase  of  Consumers'  Rent  was  seen  to  be 
less  than  the  direct  cost  of  the  bounty  to  the  State;  and 
therefore  in  this  case  it  is  much  less\ 

By  similar  reasoning  it  may  be  shown  that  a  tax  on  a  The  case 
commodity  which  obeys  the  Law  of  Increasing  Return  is  ing  Return, 
more  injurious  to  the  consumer  than  if  levied  on  one  which 
obeys  the  Law  of  Constant  Return ;  because  it  diminishes 
Consumers'  Rent  by  much  more  than  the  total  payments 
which  it  brings  in*.  On  the  other  hand,  a  bounty  on  such 
a  commodity  causes  so  great  a  fall  in  its  price  to  the 
consumer,  that  the  consequent  increase  of  Consumers'  Rent 
may  exceed  the  total  payments  made  by  the  State  to  the 
producers;  and  certainly  will  do  so  in  case  the  Law  of 
Increasing  Return  acts  at  all  sharply*. 


Fig.  36. 


I  To  illniitrate  this  case  we  may  take  m'  in  fig.  (84)  to  be  the  poeiUon  of  the 
supply  curve  before  the  granting  of  the  bounty,  and  SS"  to  be  its  position 
tfterwards.  Thus  a  was  the  old  eqoilibrinm  point,  and  A  is  the  point  to  which 
the  eqnilibriiim  moves  when  the  bounty  is  awarded.  The  increase  of  Consnmers' 
Bent  is  only  eCAa^  while  the  payments  made  by  the  State  nnder  the  bouity  are, 
18  shown  by  the  figure,  at  the  rate  of  ^  7"  on  each  nnit  of  the  commodity;  and  as 
in  the  new  position  of  equilibrium  there  are  produced  OH,  that  is,  CA  units,  they 
smouit  altogether  to  It  CAT  which  includes  and  is  necessarily  greater  than  the 
increase  of  Consumers'  Bent. 

*  Thus  taking  SST  in  fig.  (85)  to  be  the  old 
position  of  the  supply  curve,  and  as'  its  position 
■ftsr  the  tax,  J  to  be  the  old  and  a  the  new 
positions  of  equilibrium,  we  have,  as  in  the 
case  of  fig.  (84),  the  total  tax  represented  by 
cFE<t,  and  the  loss  of  Consumers'  Rent  by 
(CAa;  the  former  being  always  less  than  the 
htter. 

*  To  illnstrate  this  case  we  may  take  ss  in 
fig.  (35)  to  be  the  position  of  the  supply  curve 
bdore  the  granting  of  the  bounty,  and  88*  to  be 
its  position  afterwards.  Then,  as  in  the  case  of 
fig.  (84),  the  increase  of  Consumers'  Rent  is  re- 
presented by  eCAa,  while  the  direct  payments  made  by  the  State  under  the  bounty 
■re  represented  by  BOAT.  As  the  figure  is  drawn,  the  former  is  much  larger  than 
the  latter.  But  it  i^  true  that  if  we  had  drawn  m'  so  as  to  indicate  a  very  slight 
setion  of  the  Law  of  Increasing  Return,  that  is,  if  it  had  been  very  nearly 
horisoDtal  in  the  neighbourhood  of  a,  the  bounty  would  have  increased  relatively 
to  the  gain  of  Consumers'  Rent;  and  the  case  would  have  differed  but  little  from 
that  of  a  bounty  on  a  commodity  which  obeys  the  Law  of  Constant  Return, 
represented  in  fig.  (88). 
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BOOK  T.  These  results  are  suggestive  of  some  principles  of  tax- 
^"'"'^  ation  which  will  require  our  careful  study  hereafter;  when  we 
^^®J?  shall  take  account  of  the  expenses  of  collecting  a  tax  and  rf 
throw  light  administering  a  bounty,  and  of  the  many  indirect  effect 
doctrine  of  some  economic  and  some  moral,  which  a  tax  or  a  bounty  is 
^^^  likely  to  produce.  But  the  present  form  of  these  result^ 
tion.  iQ  y^qW  adapted  for  our  immediate  purpose  of  examining 

a  little  more  closely  than  we  have  done  hitherto  the  general 
doctrine  that  a  position  of  (stable)  equilibrium  of  demand 
and  supply  is  a  position  also  of  Maximum  Satis/actiofL  That 
is  a  doctrine  which  needs  to  be  interpreted  carefully. 
There  is  a         §  5.    There  is  indeed  one  interpretation  of  the  doctrine 
sense  in      according  to  which  every  position  of  equilibrium  of  demand 
Jjctrine  L  ^^^  supply  may  feirly  be  regarded  as  a  position  of  maximom 
g^eraliy    satisfaction  ^   For  it  is  true  that  so  long  as  the  demand  price 
is  in  excess  of  the  supply  price,  exchanges  can  be  effected  at 
prices  which  give  a  surplus  of  satisfaction  to  buyer  or  to 
seller  or  to  both.     The  marginal  utility  of  what  he  receives 
is  greater  than  that  of  what  he  gives  up,  to  at  least  one 
of  the  two  parties,  while  the  other,  if  he  does  not  gain  by 
the  exchange,  yet  does  not  lose  by  it.     So  fer  then  evm 
step  in  the  exchange  increases  the  aggregate  satis&ctioD 
of   the    two    parties.      But    when    equilibrium    has  been 
reached,  demand  price  being  now  equal  to  supply  price,  there 
is  no  room  for  any  such  surplus:   the  marginal  utility  of 
what  each  receives  no  longer  exceeds  that  of  what  he  gi^^ 
up  in  exchange ;  and  when  the  production  increases  beyond 
the  equilibrium  amount,  the  demand  price  being  now  k* 
than  the  supply  price,  no  terms  can  be  arranged  which  will 
be  acceptable  to  the  buyer,  and  will  not  involve  a  loss  to  the 
seller. 

It  is  true  then  that  a  position  of  equilibrium  of  demand 
and  supply  is  a  position  of  maximum  satisfaction  in  this 
limited  sense,  that  the  aggregate  satis&ction  of  the  tv^' 
parties  concerned  increases  until  that  position  is  readied: 
and  that  any  production  beyond  the  equilibrium  amount 
could  not  be  permanently  maintained  so  long  as  buyers  and 
sellers  acted  freely  as  individuals,  each  in  his  own  interest 

1  Unstable  eqnilibriom  may  now  be  left  oot  of  moohdI. 
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But  occasionally  it  is  stated,  and  very  often  it  is  implied,    book  v. 

that  a  position  of  equilibrium  of  demand  and  supply  is  one    °°'  "'* 

of  maximum  aggregate  satisfaction  in  the  full  sense  of  the  But  when 

term :  that  is,  that  any  increase  of  production  beyond  the  in  this 

equiUbrium  level  would  directly  (i.e.  independently  of  the  gena©,  the 

diflSculties  of  arranging  for  it,  and  of  any  indirect  evils  it  q?^^®  ^ 

miirht  cause)  diminish  the  s^fmremte  satisfaction  of  both  to  great 
.  rw,,       ,         .  .    .  ,     1  .  .         .  „  exceptions. 

parties.     The  doctrme  so  interpreted  is  not  umversally  true. 

In  the  first  place  it  assumes  that  all  differences  in  wealth  itassomes 

.  thftt  equal 

between  the  different  parties  concerned  may  be  neglected,  sums  of 
and  that  the  satisfaction  which  is  rated  at  a  shilling  by  any  ^^^^ 
one  of  them,  may  be  taken  as  equal  to  one  that  is  rated  at  JJ^gg 
a  shilling  by  any  other.     Now   it  is  obvious  that,  if  the  *<>  mu 

^  ^  ,  ,  concerned; 

producers  were  as  a  class  very  much  poorer  than  the  con- 
sumers, the  aggregate  satisfaction  might  be  increased  by 
a  stinting  of  supply  when  it  would  cause  a  great  rise  in 
demand  price  (i.e.  when  the  demand  is  inelastic);  and  that 
if  the  consumers  were  as  a  class  much  poorer  than  the 
producers,  the  aggregate  satisfEu^tion  might  be  increased  by 
extending  the  production  beyond  the  equilibrium  amount 
and  selling  the  commodity  at  a  loss.  This  point  however 
may  well  be  left  for  future  consideration.  It  is  in  fiswt  only 
a  special  case  of  the  broad  proposition  that  the  aggregate 
satisfaction  can  primd  facte  be  increased  by  the  distribution, 
whether  voluntarily  or  compulsorily,  of  some  of  the  property 
of  the  rich  among  the  poor ;  and  it  is  reasonable  that  the 
bearings  of  this  proposition  should  be  set  aside  during  the 
first  stages  of  an  inquiry  into  existing  economic  conditions. 
This  assumption  therefore  may  be  properly  made,  provided 
only  it  is  not  allowed  to  slip  out  of  sight. 

But  in  the  second  place  the  doctrine  of  Maximum  Satis-  and  it 
faction  assumes  that  every  fall  in  the  price  which  producers  fact  that  a 
receive  for  the  commodity,  involves  a  corresponding  loss  to  S^  ^^^^ 
them ;  and  this  is  not  true  of  a  fall  in  price  which  results  ^^^ 
from    improvements    in    industrial  organization.    When  aindnstriai 

,        _.  ,  organiza- 

commodity  obeys  the  Law  of  Increasmg  Return,  an  increase  tion 
in  its  production  beyond  equilibrium  point  may  cause  the  consumers 
supply  price  to  fall  much;  and  though  the  demand  price  ^^^ 
for  the  increased  amount  may  be  reduced  even  more,  so  that  producers. 
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the  production  would  result  in  some  loss  to  the  producers, 
yet  this  loss  may  be  very  much  less  than  that  money  value 
of  the  gain  to  purchasers  which  is  represented  by  the  increase 
of  Consumers'  Rent. 

In  the  case  then  of  commodities  with  regard  to  which 
the  Law  of  Increasing  Return  acts  at  all  sharply,  or  in  other 
words  for  which  the  normal  supply  price  diminishes  rapidly 
as  the  amount  produced  increases,  the  direct  expense  of  a 
bounty  sufficient  to  call  forth  a  greatly  increased  supply  at 
a  much  lower  price,  would  be  much  less  than  the  consequent 
increase  of  Consumers'  Rent.  And  if  a  general  agreem^t 
could  be  obtained  among  consumers,  terms  might  be  arranged 
which  would  make  such  action  amply  remunerative  to  the 
producers,  at  the  same  time  that  they  left  a  large  balance  of 
advantage  to  the  consumers\ 

§  6.  One  simple  plan  would  be  the  levying  of  a  tax  by 
the  community  on  their  own  incomes,  or  on  the  production 
of  goods  which  obey  the  Law  of  Diminishing  Return,  and 
devoting  the  tax  to  a  bounty  on  the  production  of  those 
goods  with  regard  to  which  the  Law  of  Increasing  Retum 
acts  sharply.  But  before  deciding  on  such  a  course  they 
would  have  to  take  account  of  considerations,  which  are  not 
within  the  scope  of  the  general  theory  now  before  us,  but 
are  yet  of  great  practical  importance.  They  would  have 
to  reckon  up  the  direct  and  indirect  costs  of  collecting  a 
tax  and  administering  a  bounty ;  the  difficulty  of  securing 
that  the  burdens  of  the  tax  and  the  benefits  of  the  bount} 
were  equitably  distributed;  the  openings  for  fraud  and 
corruption ;  and  the  danger  that  in  the  trade  which  had 
got  a  bounty  and  in  other  trades  which  hoped  to  get  one. 
people   would  divert  their  energies   from   managing  their 


1  Though  not  of  great  practical  importance,  the  case  of  moHiple 
of  (stable)  eqailibritun  offers  a  good  illastration  of  the  error  inralTed  in  tk 
doctrine  of  maiimnm  satisfaction  when  stated  as  a  nniTersal  tnith.  For  tk 
position  in  which  a  smaU  amount  is  produced  and  is  sold  at  a  high  pnee  w^4 
be  the  first  to  be  reached,  and  when  reached  would  be  regarded  acoording  to  tfati 
doctrine  as  that  which  gave  the  absolute  maximum  of  aggregate  aatiiiCwtva 
Bat  another  position  of  eqoilibrinm  corresponding  to  a  larger  prodoctioi  u^ 
a  lower  price  would  be  equally  satisfactory  to  the  producers,  and  would  be  tnA 
more  satisfactory  to  the  consumers;  the  excess  of  Consumers'  Bent  in  the  teronl 
case  oyer  the  first  would  represent  the  increase  in  aggregate  satisfactkn. 
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own  businesses  to  managing  those  persons  who  control  the 
bounties. 

Besides  these  semi-ethical  questions  there  will  arise  others 
of  a  strictly  economic  nature,  relating  to  the  eflfects  which 
any' particular  tax  or  bounty  may  exert  on  the  interests  of 
landlords,  urban  or  agricultural,  who  own  land  adapted  for 
the  production  of  the  commodity  in  question.  These  are 
questions  which  must  not  be  overlooked ;  but  they  differ  so 
much  in  their  detail  that  they  cannot  fitly  be  discussed 
here*. 

*  The  incidence  of  a  tax  on  agricnltTiral  produce  will  be  discossed  later  on 
bj  the  aid  of  diagrams  similar  to  those  nsed  to  represent  the  fertility  of  land 
(Book  vr.  Ch.  m.).  Landlords'  rent  absorbs  a  share  of  the  aggregate  selling  price 
of  afaoost  aU  commodities:  bat  it  is  most  prominent  in  the  case  of  those  which 
obey  the  Law  of  Diminishing  Betnm;  and  an  assomption  of  no  extreme  violence 
▼iD  enable  flg.  (34)  to  represent  rooghly  the  leading  features  of  the  problem. 

We  hare  already  seen  (Note  on  p.  4S3)  that  we  are  not  properly  at  Uberty 
to  assome  that  the  expenses  of  raising  the  produce  from  the  richer  lands  and 
onder  the  more  ^Tonrahle  circumstances  are  independent  of  the  extent  to  which 
the  prodnotion  is  carried;  since  an  increased  production  is  likely  to  lead  to  an 
improTed  organization,  if  not  of  farming  industries  themselves  yet  of  those 
iibddiary  to  them,  and  especially  of  the  carrying  trade.  We  may  however 
p«nnit  oorselyes  to  make  this  assumption  provisionaUy,  so  as  to  get  a  dear  view 
of  the  broad  outlines  of  the  problem;  though  we  must  not  forget  that  in  any  ap- 
plications of  the  general  reasonings  based  on  it  account  must  be  taken  of  the  facts 
viiich  we  here  ignore.  On  this  assumption  then  S8' 
being  the  supply  curve  before  the  imposition  of  a  tax, 
ludlords'  rent  is  represented  by  CSA,  After  the  tax 
has  been  imposed  and  the  supply  curve  raised  to  ««' 
the  landlords'  rent  becomes  the  amount  by  which  eOhat 
the  total  price  got  for  Oh  produce  add  at  the  rate  Aa, 
exceeds  the  total  tax  eFEa,  together  with  OkES  the 
total  expenses  of  production,  exclusive  of  rent,  for  Oh 
produce:  that  is,  it  becomes  FSS,  (In  the  figure  the 
vnrre  $»'  has  the  same  shape  as  8S\  thereby  implying 
that  the  tax  is  specific;  that  is,  is  a  uniform  charge 
QD  each  unit  of  the  commodity  whatever  be  its  value. 
Tbt  argument  so  far  does  not  depend  on  this  assump- 
tion, but  if  it  is  ma^e  we  can  by  a  shorter  route 
g<et  the  new  landlords'  rent  at  csa^  which  then  is  equal 
to  F8E.)  Thus  the  loss  of  landlords'  rent  is  CFEA ; 
tad  this  added  to  eCAa  the  loss  of  Consumers'  Rent,  makes  up  cFEAa,  which 
exceeds  the  gross  tax  by  aAE. 

On  the  other  hand  the  direct  payments  under  a  bounty  would  exceed  the 
increase  of  Consumers'  Bent,  and  of  landlords'  rent  calculated  on  the  above 
aanmipticms.  For  taking  tt  to  be  the  original  position  of  the  supply  curve,  and 
^^  to  be  its  position  after  the  bounty,  the  new  landlords'  rent  on  these  assump- 
tions is  C8Ay  or  which  is  the  same  thing  B$T\  and  this  exceeds  the  old  landlords' 
rent  c$a  by  RcaT.    The  increase  of  Consumers'  Rent  is  cCAa;  and  therefore  the 
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BOOK  T.         §  7.     Enough  has  been  said  to  indicate  the  character  of 
^'  "''    the  second  great  limitation  which  has  to  be  introduced  into 


Restote-     the  general  doctrine  of  Economic  Harmony,  which 

pnmdfacie  that  the  Maximum  Satis&ction  is  generally  to  be  attained 

exoep  OI18  i^y  encouraging  each  individual  to  spend  his  own  resources 

^^[^2'  in  that  way  which  suits  him  best.     We  have  ahready  noticed 

^*^?y    that  if  he  spends  his  income  in  such  a  way  as  to  increase 

best  for  aU  the  demand  for  the  services  of  the  poor  and  to  increase  their 

should       incomes,  he  adds  something  more  to  the  total  happiness  than 

JS^^    if  he  adds  an  equal  amount  to  the  incomes  of  the  rich, 

*?  ^®         because  the  happiness  which  an  additional  shillin£f  brin£«  to 
pleases.  ^^  ^  ^ 

a  poor  man  is  much  greater  than  that  which  it  brings  to  a 
rich  one ;  and  that  he  does  good  by  bujdng  things  the  pro- 
duction of  which  raises,  in  preference  to  things  the  pro- 
duction of  which  lowers  the  character  of  those  who  make 
them.  But  further,  even  if  we  assume  that  a  shilling's  worth 
of  happiness  is  of  equal  importance  to  whomsoever  it  comes, 
and  that  every  shilling's  worth  of  Consumers'  Rent  is  of  equal 
importance  &om  whatever  commodity  it  is  derived,  we  have 
to  admit  that  the  manner  in  which  a  person  spends  his 
income  is  a  matter  of  direct  economic  concern  to  the  com- 
munity. For  in  so  far  as  he  spends  it  on  things  which  obey 
the  Law  of  Diminishing  Return,  he  makes  those  things  mor^ 
diflScult  to  be  obtained  by  his  neighbours,  and  thus  lowers 
the  real  purchasing  power  of  their  incomes ;  while  in  so  frr 
as  he  spends  it  on  things  which  obey  the  Law  of  Increasuog 
Return,  he  makes  those  things  more  easy  of  attainment  to 
others,  and  thus  increases  the  real  purchasing  power  of  their 
incomes. 

Again,  it  is  commonly  argued  that  an  equal  ad  valorem 
tax  levied  on  all  economic  commodities  (material  and  imma- 
terial), or  which  is  the  same  thing  a  tax  on  expenditure,  is 
primd  facie  the  best  tax ;  because  it  does  not  divert  the 
expenditure  of  individuals  out  of  its  natural  channels :  we 
have  now  seen  that  this  argument  is  invalid.     But  ignoring 

total  bounty,  which  is  B  CA  T,  exceeds  the  gain  of  Consumers'  Bent  and  landkrft 
rent  together  by  ToA, 

For  reasons  stated  in  the  Note  on  pp.  48S--4,  the  assomption  on  whkb  tkii 
reasoning  proceeds  is  inapplicable  to  cases  in  which  the  supply  cnnre  ia  i 
negatively. 
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for  the  time  the  &ct  that  the  direct  economic  effect  of  a  tax  book  v. 
or  a  bounty  never  constitutes  the  whole,  and  very  often  not 
even  the  chief  part  of  the  considerations  which  have  to  be 
weighed  before  deciding  to  adopt  it,  we  have  found : — firstly, 
that  a  tax  on  expenditure  generally  causes  a  greater  destruc- 
tion of  C!onsumers'  Rent  than  one  levied  exclusively  on  com- 
modities as  to  which  there  is  but  little  room  for  the  economies 
of  production  on  a  large  scale,  and  which  obey  the  Law  of 
Diminishing  Return ;  and  secondly,  that  it  might  even  be  for 
the  advantage  of  the  community  that  the  Government  should 
levy  taxes  on  commodities  which  obey  the  Law  of  Diminish- 
ing Return,  and  spend  part  of  the  proceeds  on  bounties  to 
commodities  which  obey  the  Law  of  Increasing  Return. 

These  conclusions,  it  will  be  observed,  do  not  by  themselves 
afford  a  valid  ground  for  Government  interference,  for  the  in- 
direct evils  of  that  are  likely  to  outweigh  any  direct  good 
that  it  may  do.  But  they  show  that  much  remains  to  be 
done,  by  a  careful  collection  of  the  statistics  of  demand  and 
supply,  and  a  scientific  interpretation  of  their  results,  in 
order  to  discover  what  are  the  limits  of  the  work  that  society 
can  with  advantage  do  towards  turning  the  economic  actions 
of  individuals  into  those  channels  in  which  they  vdll  add  the 
most  to  the  sum  total  of  happiness^ 

1  It  is  remarkable  that  Malthas,  Political  Economy,  Ch.  m.  §  9,  argued  that, 
though  the  difficulties  thrown  in  the  way  of  importmg  foreign  com  during  the 
great  war  tamed  capital  from  the  more  profitable  employment  of  mannfoctnre  to 
the  less  profitable  employment  of  agricnltnre,  yet  if  we  take  account  of  the  conse- 
quent increase  of  agricnltnral  rent,  we  may  oonclade  that  the  new  channel  may 
ba^e  been  one  of  "higher  national,  though  not  higher  individoal  profits."  In 
this  no  doabt  he  was  right;  bat  he  overlooked  the  far  more  important  injury 
inflicted  on  the  public  by  the  consequent  rise  in  the  price  of  com,  and  the 
consequent  destruction  of  Consumers'  Rent.  Senior  takes  account  of  the  in- 
terests of  the  consumer  in  his  study  of  the  different  effects  of  increased  demand 
on  the  one  hand  and  of  taxation  on  the  other  in  the  case  of  agricultural  and 
manufactured  produce  {Political  Economy ,  pp.  118—123).  Advocates  of  Protection 
in  countries  which  export  raw  produce  have  made  use  of  arguments  tending  in 
the  same  direction  as  those  given  in  this  Chapter ;  and  similar  arguments  are  now 
oied,  especially  in  America  (as  for  instance  by  Mr  H.  C.  Adams),  in  support  of  the 
active  participation  of  the  State  in  industries  which  conform  to  the  Law  of  In- 
creasing Betum.  The  graphic  method  has  been  applied,  in  a  manner  somewhat 
andlar  to  that  adopted  in  the  present  Chapter,  by  Dupoint  in  1844,  and  by 
Fkeming  Jenkin  {Edinbtirgh  Philosophiccd  Transwtiona)  in  1871. 
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CHAPTER  XTTT. 

THE  THEORY  OF  MONOPOUES. 

BOOK  T.         §  1.    The  doctrine  of  Masdmum  SatisfieM^tion  has  neie 
^'""^  been  applied  to  the  demand  (or  a  supply  of  monopolised 
We  m      commodities.     It  has  never  been  supposed  that  the  monopo- 
eompan     list  in  seeking  his  own  advantage  is  naturally  guided  in  that 
iKdist'8       course  which  is  most  conducive  to  the  wellbeing  of  sooetj 
g^from  regarded  as  a  whole,  he  himself  being  reckoned  as  of  w 
?™«^^  more  importance  than  any  other  member  of  it     But  there 
to  the        is  much  to  be  learnt  firom  a  study  of  the  relations  in  whkJi 
W  priced  his  interests  stand  to  those  of  the  rest  of  society,  and  d 
the  general  conditions  under  which  it  might  be  possible  to 
make  arrangements  more  beneficial  to  society  as  a  whole 
than  those  which  he  would  adopt  if  he  consulted  only  his 
own  interests :  and  with  this  end  in  view  we  are  now  to  seek 
for  a  scheme  for  comparing  the  relative  quantities  .of  the 
benefits  which  may  accrue  to  the  public  and  to  the  mono- 
polist from  the  adoption  of  different  courses  of  action  by  him. 
At  a  later  stage  we  shall  have  to  study  the  Protean  shapes 
of  modem  trade  combinations  and  monopolies,  some  of  the 
most  important  of  which,  as  for  example  "Trusts,"  are  of 
very  recent  growth.    At  present  we  have  to  consider  oolv 
those  general  causes  determining  monopoly  values,  that  cat 
be  traced  with  more  or  less  distinctness  in  every  case  in 
which  a  single  person  or  association  of  persons  has  the  power 
of  fixing  either  the  amount  of  a  commodity  that  is  offered  for 
sale  or  the  price  at  which  it  is  offered. 
Thei>riiiuJ        §  2.     The  primd  facie   interest   of  the   owner  d  > 
toSrest      monopoly  is  clearly  to  adjust  the  supply  to  the  demani 
monopolist  ^^^  ^^  ^^^^  *  ^^V  *^*^  ^^^  price  at  which  he  can  sell  his 
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commodity  shall  just  cover  its  expenses  of  production,  but  book  v. 
in  such  a  way  as  to  aflFord  him  the  greatest  possible  total  °°' ""' 
net  revenue.  is  to  get 

the 

But  here  we  meet  with  a  difficulty  as  to  the  meaning  maximum 
of  the  term  net  revenue.     For  the  supply  price  of  a  freely-  avenue, 
produced  commodity  includes  normal  profits,  the  whole  of  Thediffi. 
which,  or  at  all  events  what  remains  of  them  after  deducting  in  the  way 
interest  on  the  capital  employed  and  insurance  against  loss,  preti^g ' 
is  often  classed  indiscriminately  as  net  revenue.   And  when  a  *^  ^"^ 
man  manages  his  own  business  he  often  does  not  distinguish 
carefully  that  portion  of  his  profits  which  really  is  his  own 
earnings  of  management  from  any  exceptional  gains,  arising 
(h)m  the  fact  that  the  business  is  to  some  extent  of  the 
oature  of  a  monopoly. 

This  difficulty  however  is  in  a  great  measure  avoided  in  can  be 
the  case  of  a  public  company ;  where  all,  or  nearly  all,  the  taking?  the 
expenses  of  management  are  entered  in  the  ledger  as  de-  puwic'  * 
Snite  sums,  and  are  subtracted  from  the  total  receipts  of  JJ^P^y 
the  company  before  its  net  income  is  declared.  rating 

The  net  income  divided  among  the  shareholders  includes  its  capital 
interest  on  the  capital  invested  and  insurance  against  risk  of  Monopoly 
ailure,  but  little  or  no  earnings  of  management ;  so  that  ^®^"® 
he  amount  by  which  the  dividends  are  in  excess  of  what 
nay  fairly  be  allowed  as  interest  and  insurance,  is  the  Mono- 
)oly  Revenue  which  we  are  seeking. 

Since  then  it  is  much  easier  to  specify  exactly  the  amount 
>f  this  net  revenue  when  a  monopoly  is  owned  by  a  public 
company  than  when  it  is  owned  by  an  individual  or  private 
irm,  let  us  take  as  a  typical  instance  the  case  of  a  gas 
ompany  that  has  the  monopoly  of  the  supply  of  gas  to 
i  town.  For  the  sake  of  simplicity  the  company  may  be 
upposed  to  have  already  invested  the  whole  of  its  own 
apital  in  fixed  plant,  and  to  borrow  any  more  capital,  that  it 
nay  want  to  extend  its  business,  on  debentures  at  a  fixed 
ate  of  interest. 

§  3.    The  demand  schedule   for  gas  remains  the  same  The 
a  it  would  be  if  gas  were  a  freely  produced  commodity ;  JhXie 
t  specifies  the  price  per  thousand  feet  at  which  consumers  *^*^'**°^» 
n  the  town  will  among  them  use  any  given  number  of 
M.  33 
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feet.  But  the  supply  schedule  must  represent  the  normil 
expenses  of  production  of  each  several  amount  supplied ;  ind 
these  include  interest  on  all  its  capital,  whether  beloDgiDg 
to  its  shareholders  or  borrowed  on  debentures,  at  a  fixed 
normal  rate ;  they  include  also  the  salaries  of  its  directors, 
and  permanent  officials  adjusted  (more  or  leas  accurately) 
to  the  work  required  of  them,  and  therefore  increasing  with 
an  increase  in  the  output  of  ga&  The  Monopoly  Revenue  of 
the  company  may  then  be  set  out  in  a  Monopolt  Revenue 
Schedule,  which  is  to  be  constructed  thus : — Having  set 
against  each  several  amount  of  the  commodity  its  demaxKl 
price,  and  its  supply  price  estimated  on  the  plan  jast 
described,  subtract  each  supply  price  from  the  correspond- 
ing demand  price  and  set  the  residue  in  the  Monopoly 
Revenue  column  against  the  corresponding  amount  of  ga& 

Thus  for  instance  if  a  thousand  million  feet  could  be  sold 
annually  at  a  price  of  Ss.  per  thousand  feet,  and  the 
supply  price  for  this  amount  were  28.  9d.  per  thousand 
feet,  the  Net  Revenue  schedule  would  show  3d.  against 
this  amount;  indicating  an  aggregate  Net  Revenue  when 
this  amount  was  sold,  of  three  million  pence,  or  £12,500. 
The  aim  of  the  company  having  regard  only  to  their  own 
immediate  dividends  will  be  to  fix  the  price  of  their  gas 
at  such  a  level  as  to  make  this  aggregate  net  revenue  the 
largest  possible  \ 

1  Thus  DD'  being  the  demand  carve,  and  88'  the  curve  corrwqHindhif  to  tbt 
snpply  schedule  described  in  the  text,  let  MP^Px  be  drawn  vertically  from  »f 
point  M  in  Ox,  cntUng  8^  in  P,  and  DD'  in  P| ;  and  from  it  cat  off  MP^^P^r 
then  the  locas  of  P,  will  be  oar  third  carve,  QQ^  which  we  mi^  caD  tk 
Monopoly  Bbvenue  Curve.  The  sapply  price  for  a  smaU  qoantity  (tf  gas  will  ^ 
coarse  be  very  high;  and  in  the  neighboorhood  of  Oy  the  sapply  carve  vffl  be 
above  the  demand  cmrve,  and  therefore  the  net  revenae  carve  will  be  below  0-*. 
It  will  cat  Oa;  in  JT  and  again  in  ^T,  points  which  are  verticaJDy  onder  B  sa^ 
A,  the  two  points  of  intersection  of  the  demand  and  sapply  corvea.  Hm  OHOi- 
mam  Monopoly  Bevenne  will  then  be  obtained  by  finding  a  point  7,  00  Q\f 
sach  that  Lq^  being  drawn  perpendicalar  to  Ox,  OLxLq^  is  a  mariWH 
Lg^  being  prodaced  to  cat  88'  in  9,  and  DD^  in  91,  the  company,  if  denriiic  t* 
obtain  the  greatest  immediate  Monopoly  Revenae,  will  fix  the  price  per  ILmJi** 
feet  at  Z/^,,  and  conseqnently  will  sell  OL  thousand  feet;  the  expeoaea  <i  v^ 
daction  will  be  Lg^  per  thousand  feet,  and  the  aggregate  net  revenue  wS  W 
OL  X  q^x*  or  which  is  the  same  thing  OL  x  Lq^, 

The  dotted  lines  in  the  diagram  are  known  to  mathematicians  aa  rectanplv 
hyperbolas;  but  we  may  call  them  ** Constant  Revenae  carves":  lor  tk^  ii* 
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§  4.     Now  suppose  that  a  change  takes  place  in  the   book  v. 
conditions  of  supply ;  some  new  expense  has  to  be  incurred,   ^^'  ""• 
or  some  old  expense  can  be  avoided ;  or  perhaps  a  new  tax 
is  imposed  on  the  undertaking  or  a  bounty  is  awarded  to  it. 

First  let  this  increase  or  diminution  of  the  expenses  be  A  tax,  fixed 
a  fixed  sum,  bearing  on  the  undertaking  as  one  undivided  amoimt, 
whole  and  not  varying  with  the  amount  of  the  commodity  ^nopoiy, 
produced    Then,  whatever  be  the  price  charged  and  the^j^ 

sndi  that  if  from  a  poiiit  on  any  one  of  them  lines  be  drawn  perpendicnlar  to  Ox 
and  Ojf  respectiyely,  (the  one  representmg  revenue  per  thoosand  feet  and  the 


other  representing  the  nnmber  of  thousand  feet  sold,)  then  the  product  of  these 
will  be  A  constant  quantity  for  eveiy  point  on  one  and  the  same  curve.  This 
product  is  of  course  a  smaller  quantity  for  the  inner  curves,  those  nearer  Ox  and 
Osf,  than  it  is  for- the  outer  curves.  And  consequently  since  P,  is  on  a  smaller 
comtant  revenue  curve  than  g^  is,  OMx  MP^  is  less  than  OL  x  Lq^,  It  will  be 
noticed  that  q^  is  the  point  in  which  QQ'  touches  one  of  these  ciurves.  That 
is,  99  is  on  a  larger  constant  revenue  curve  than  is  any  other  point  on  Q<^; 
and  therefore  OLxLq^  is  greater  than  OMxMP^  not  only  in  the  position 
given  to  if  in  the  figure,  but  also  in  any  position  that  M  can  take  along  Ox, 
Thai  is  to  say,  q^  ha^  been  correctly  determined  as  the  point  on  Q</  correspond- 
ing to  the  maximum  total  Monopoly  Revenue.  And  thus  we  get  the  rule: — 
If  tliroagh  that  pomt  in  which  QQ'  touches  one  of  a  series  of  constant  revenue 
ewrwe^  a  line  be  drawn  vertically  to  cut  the  demand  curve,  then  the  distance  of 
that  point  of  intersection  from  Ox  wUl  be  the  price  at  which  the  commodity 
■bould  be  offered  for  sale  in  order  that  it  may  afford  the  maximum  Monopoly 
revomie.    (See  Mathematical  Note  zxi.) 
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BOOK  V.   amount  of  the  commodity  sold,  the  Monopoly  Revenue  will 
cHjLni.  ^^  increased  or  diminished,  as  the  case  may  be,  by  this  sum; 
produc-      and  therefore  that  selling  price  which  afforded  the  maximum 
'  Monopoly  Revenue  before  the  change  will  afford  it  after- 

wards ;  the  change  therefore  will  not  offer  to  the  monopolist 
any  inducement  to  alter  his  course  of  action.  Suppose  fi)r 
instance  that  the  maximum  Monopoly  Revenue  is  got  when 
twelve  hundred  million  cubic  feet  are  sold  annually;  and 
that  this  is  done  when  the  price  is  fixed  at  30d.  per  thousand 
feet:  suppose  that  the  expenses  of  production  for  this  amount 
are  at  the  rate  of  26d.,  leaving  a  Monopoly  Revenue  at  the 
rate  of  four  pence  per  thousand  feet,  that  is  £20,000  in  all 
This  is  its  maximum  value :  if  the  company  fixed  the  prio^ 
higher  at,  say,  31d,  and  sold  only  eleven  hundred  million  feet, 
they  would  perhaps  get  a  Monopoly  Revenue  at  the  rate  of 
4*2  pence  per  thousand  feet,  that  is  £19,250  in  all;  while  b 
order  to  sell  thirteen  hundred  millions  they  would  have  W 
lower  their  price  to,  say,  2Sd.  and  would  get  a  Monopoly 
Revenue  at  the  rate  of  perhaps  3*6d.  per  thousand  feet,  that 
is  £19,500  in  all.  Thus  by  fixing  the  price  at  30rf,  tbty 
get  £750  more  than  by  fixing  it  at  SlcL,  and  £500  morv 
than  by  fixing  it  at  28d  Now  let  a  tax  of  £10,000  a  year 
be  levied  on  the  gas  company  as  a  fixed  sum  independent 
of  the  amount  they  sell.  Their  Monopoly  Revenue  will  be- 
come £10,000  if  they  charge  30d.,  £9,250  if  they  chaij^ 
31d.,  and  £9,500  if  they  charge  28d.  They  wnll  therefon: 
continue  to  charge  SOd. 
nor  wUl  The  same  is  true  of  a  tax  or  a  bounty  proportioned  ik»i 

tionSTto*'  to  the  gross  receipts  of  the  undertaking,  but  to  its  Monopoly 
»??^ef  Revenue.  For  suppose  next  that  a  tax  is  levied,  not  <>f 
one  fixed  sum,  but  a  certain  percentage,  say  50  per  cent, 
of  the  Monopoly  Revenue.  The  company  will  then  retain  a 
Monopoly  Revenue  of  £10,000  if  they  charge  30d.,  of  £9,623 
if  they  charge  31d.,  and  of  £9,750  if  they  charge  28<i.  They 
will  therefore  still  charge  30d,^ 

1  If  to  the  expenses  of  working  a  monopoly  there  be  added  (bj  a  tax  or 
otherwise)  a  lump  srim  independent  of  the  amount  produced,  the  renh  ^ 
be  to  caose  every  point  on  the  Monopoly  Revenne  curve  to  more  dowiiv»r4i 
to  a  point  on  a  Constant  Bevenoe  curve  repreeenting  a  constant  rercnae  laaDv 
by  a  Jixed  amount  than  that  on  which  it  lies.    Therefore  the  maTimnm  rtrtnt 
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It  should  however  be  noticed  that  if  a  tax  or  other  new  book  v. 
additional  expense  exceeds  the  maximum  Monopoly  Revenue,  °°'""' 
it  will  prevent  the  monopoly  from  being  worked  at  all;  it  will 
convert  the  price  which  had  afforded  the  maximum  Monopoly 
Revenue  into  the  price  which  would  reduce  to  a  minimum 
the  loss  that  would  result  from  continuing  to  work  the 
monopoly:  and  conversely  with  regard  to  a  fixed  bounty  or 
other  fixed  diminution  of  aggregate  working  expenses. 

But  a  change  in  the  total  expenses  of  working  a  mono-  bnt  it  will 
poly,  whether  due  to  a  tax,  a  bounty,  or  any  other  cause,  is  effect  if  it 
more  likely  than  not  to  vary  in  the  same  direction  as  the  ^^^' 
amount  of  the  commodity  produced :  and  then  it  will  affect  *^«  ^.^ 
the  monopohst  s  action.     A  tax  proportional  to  the  amount  prodnced. 
produced  causes  a  greater  total  loss  of  Monopoly  Revenue 
when  the  amount  produced  is  large  than  when  it  is  small; 
and  we  shall  find  that  it  causes  the  sales  which  afford  the 
maximum   revenue   to  be   somewhat   smaller  than   before, 
and  offers  an  inducement  to  the   monopolist  to  raise  his 
price  and  contract  his  sales.     If  before  the  imposition  of 
the  tax,  the  net  Revenue  was  only  a  little  greater  than  that 
which  would  have  been  afforded  by  much  smaller  sales,  then 
the  monopolist  would  gain  by  reducing  his  production  very 
greatly;  and  hence  in  such  cases  as  this,  the  change  is  likely 
to  cause  a  very  great  diminution  of  production  and  rise  of 
price.     The  opposite  effects  will  be  caused  by  a  change 
which    diminishes  the   expense   of  working  the  monopoly 
by  a  sum  that  varies  directly  with  the  amount  produced 
under  it. 

In  the  last  example,  for  instance,  a  tax  of  2d  on  each 
thousand  feet  sold  would  have  reduced  the  Monopoly  Revenue 
to  £10,083  if  the  company  charged  31d,  per  thousand  feet 
and  therefore  sold  eleven  hundred  millions;  to  £10,000  if 
they  charged  30d.  and  therefore  sold  twelve  hundred  millions, 
and  to  £8,666  if  they  charged  28d.  and  therefore  sold  thirteen 
hundred  million  feet.     Therefore  the  tax  would  induce  the 

pomt  an  the  new  Monopoly  Bevenne  cnrve  lies  yerticaUy  below  that  on  the 
fAd:  that  is,  the  selling  price  and  the  amonnt  produced  remain  unchanged. 
As  to  the  effects  of  a  tax  proportional  to  Monopoly  Reyenne,  see  Mathematical 
Koiexsn. 
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company  to  raise  the  price  to  something  higher  than  3(kL; 
they  would  perhaps  go  to  31d,  perhaps  somewhat  higher;  for 
the  figures  before  us  do  not  show  exactly  how  far  it  would  be 
their  interest  to  go. 

On  the  other  hand,-  if  there  were  a  bounty  of  2<i  on 
the  sale  of  each  thousand  feet,  the  Monopoly  Revenue  would 
rise  to  £28,416  if  they  charged  31d.,  to  £30,000  if  they 
charged  30(i,  and  to  £30,333  if  they  charged  28rf.:  it  would 
therefore  cause  them  to  lower  the  price*. 

1  In  the  text  it  is  snppoeed  that  the  tax  or  bounty  is  directly  proportiooil  to 
the  sales:  but  the  argument,  when  closely  examined,  will  be  fouid  to  inrolre co 
further  assumption  than  that  the  aggregate  tax  or  bounty  increases  with  ererj 
increase  in  that  amount :  the  argument  does  not  really  require  that  it  shoill 
increase  in  exact  proportion  to  that  amount 

Much  instruction  is  to  be  got  by  drawing  diagrams  to  represent  Tarions  ooo£^un 
of  demand  and  of  (monopoly)  supply,  with  the  resultant  shapes  of  the  Monopdy 
Revenue  curve.  A  careful  study  of  the  shapes  thus  obtained  will  give  bmr 
assistance  than  any  elaborate  course  of  reasoning  in  the  endeavour  to  naloe  ibt 
multiform  action  of  economic  forces  in  relation  to  monopolies.  A  tracing  may  W 
made  on  thin  paper  of  the  Constant  Revenue  curves  in  one  of  the  diigninf : 
and  this,  when  laid  over  a  Monopoly  Revenue  curve,  will  indicate  at  onct  tb« 
point,  or  points,  of  maximum  revenue.  For  it  will  be  found,  not  only  vben 
the  demand  and  supply  curves  cut  one  another  more  than  once,  but  also  wbco 


they  do  not,  there  wiU  often  be,  as  in  fig.  (87),  several  points  on  a  MoiMfidf 
Revenue  curve  at  which  it  touches  a  Constant  Revenue  curve.    Each  of  thme 
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§  5.    The  monopolist  would  lose  all  his  Monopoly  Revenue   book  v. 
if  he  produced  for  sale  an  amount  so  great  that  its  supply   °°'""' 
price,  as  here  defined,  was  equal  to  its  demand  price :  the  in  com- 
amount  which  gives  the  maximum  Monopoly  Revenue  is  monopoly 
always  considerably  less  than  that     It  may  therefore  appear  Lmpeti- 
as  though  the  amount  produced  under  a  monopoly  is  always  ^^  P"^' 
less  and  its  price  to  the  consumer  always  higher  than  if 
there  were  no  monopoly.    But  this  is  not  the  case. 

For  when  the  production  is  all  in  the  hands  of  one  per-  it  must  be 
son  or  company,  the  total  expenses  involved  are  generally  ed  that  a 
less  than  would  have  to  be  incurred  if  the  same  aggre-^[^^*^ 
gate  production  were  distributed  among  a  multitude  ofg^J^^ 
comparatively  small  rival  producers.     They  would  have  toeconomi- 
struggle  with  one  another  for  the  attention  of  consumers,      ^' 
and  would  necessarily  spend  in  the  aggregate  a  great  deal 
more  on  advertising  in  all  its  various  forms  than  a  single 
firm  would ;  and  they  would  be  less  able  to  avail  themselves 
of  the  many  various  economies  which  result  from  production 
on  a  large  scale.    In  particular  they  could  not  afford  to 
spend  as  much  on  improving  methods  of  production  and 
the  machinery  used  in  it,  as  a  single  large  firm  which  knew 

poiDtB  wfll  show  a  trae  maiiinnin  Monopoly  Revenoe;  but  one  of  them  will 
generally  stand  oat  pre-eminent  as  being  on  a  larger  Constant  Reyenoe  curve 
than  any  of  the  others  and  therefore  indicating  a  larger  Monopoly  Reyenne  than 
they. 

If  it  happens,  as  in  fig.  (87),  that  this  chief  maximum  q\  lies  a  long  way 
to  pie  right  of  a  smaller  maximnm  g^  then  the  imposition  of  a  tax  on  the 
eonSmodity,  or  any  other  change  that  raised  its  snpply  cnrve  thronghoat, 
would  lower  by  an  equal  amount  the  Monopoly  Reyenne  curve.  Let  the  supply 
carve  be  raised  from  SS*  to  the  position  22';  and  in  consequence  let  the  Mono- 
poly Revenue  curve  fall  from  its  old  position  ^^  to  ZZ';  then  the  chief  point 
of  maximiim  revenue  will  move  from  g'^  to  z^  representing  a  great  diminution  of 
production,  a  great  rise  of  price  and  a  great  injury  to  the  consumers.  The  con- 
verse effects  of  any  change,  such  as  a  bounty  on  the  commodity,  which  lowers  its 
snp^  price  throughout  and  raises  the  Monopoly  Revenue  curve,  may  be  seen  by 
regarding  ZZ'  as  the  old  and  ^^  as  the  new  position  of  that  curve.  It  will 
be  obvions  on  a  litttle  consideration  (but  the  fact  may  with  advantage  be 
iUustrated  by  drawing  suitable  diagrams),  that  the  more  nearly  the  Monopoly 
Revenue  curve  approximates  to  the  shape  of  a  Constant  Revenue  curve,  the 
greater  wiU  be  the  change  in  the  position  of  the  maximum  revenue  point  which 
results  from  any  given  alteration  in  the  expenses  of  production  of  the  commodity 
generally.  This  change  is  great  in  fig.  (87)  not  because  DJy  and  8S'  intersect 
more  than  once,  but  because  two  parts  of  QQ^^  one  a  long  way  to  the  right  of 
the  other,  lie  in  the  neighbourhood  of  the  same  Constant  Revenue  curve. 


Digitized  by  VjOOQ  iC 


520  THEORY  OP  MONOPOLIES. 

BOOK  V.    that  it  was  certain  itself  to  reap  the  whole  benefit  of  any 
cH^n.  adyance  it  made. 

This  argament  does  indeed  assume  the  single  firm  to  be 
managed  with  ability  and  enterprise,  and  to  have  an  un- 
limited command  of  capital — an  assumption  which  caimot 
always  be  fairly  made.  But  where  it  can  be  made,  we  may 
generally  conclude  that  the  supply  schedule  for  the  com- 
modity if  not  monopolized  would  show  higher  supply  prices 
than  those  of  our  monopoly  supply  schedule ;  and  therefore 
the  equilibrium  amount  of  the  commodity  produced  under  firee 
competition  would  be  less  than  that  for  which  the  demand 
price  is  equal  to  the  monopoly  supply  price*. 
And  the  §  6.     So  far  we  have  supposed  the  owner  of  a  monopoly 

may^ioww  ^  ^^  *^®  price  of  his  commodity  with  exclusive  reference  to 
his  price     jj^e  immediate  net  revenue  which  he  can  derive  from  it 

with  a 

view  to  the  But  in  fact,  even  if  he  does  not  concern  himself  with  the 

develop,     interests  of  the  consumers,  he  is  likely  to  reflect  that  the 

S^Us         demand  for  a  thing  depends  in  a  great  measure  on  people  s 

bumnegs,    familiarity  with  it;  and  that  if  he  can  increase  his  sales 

by  taking  a  price  a  little  below  that  which  would  afibrd 

him  the  maximum  net  revenue,  the  increased  use  of  his 

commodity  will  before  long  recoup  him  for  his  present  loss. 

The  lower  the  price  of  gas,  the  more  likely  people  are  to 

have  it  laid  on  to  their  houses ;  and  when  once  it  is  there, 

they  are  likely  to  go  on  making  some  use  of  it  even  thoogfa 

a  rival,  such  as  mineral  oil,  may  be  competing  closely  with  it 

The  case  is  stronger  when  a  railway  company  has  a  practical 

monopoly  of  the  transport  of  persons  and  goods  to  a  sea-poft 

or  to  a  suburban  district  which  is  as  yet  but  partly  buih 

over ;  the  railway  company  may  then  find  it  worth  while,  as 

1  In  other  words,  though  L  lies  necessarily  a  good  deal  to  the  left  of  i?. 
according  to  the  notation  in  fig.  (86) ;  yet  the  sopply  cnrve  for  the  ocnuDodify.  if 
there  were  no  monopoly,  might  lie  so  mnch  above  the  present  positian  of  ^ 
that  its  point  of  intersection  with  D//  would  lie  mnch  to  the  left  of  J  in  the 
figure,  and  might  not  improbably  lie  to  the  left  of  L.  Something  has  slnMi? 
been  said  (Book  rv.  Ch.  xi.  and  xn.)«  as  to  the  advantages  which  a  sini^  powof^ 
firm  has  over  its  smaUer  rivals  in  those  Industries  in  which  the  Iaw  of  Inuiamg 
Return  acts  strongly ;  and  as  to  the  chance  which  it  might  have  of  obtaiaJof » 
practical  monopoly  of  its  own  branch  of  production,  if  it  were  managed  for  vboq 
generations  together  by  people  whose  genius,  enterprise  and  energy  eqiiaDed  tfaote 
of  the  original  founders  of  the  business. 


Digitized  by  VjOOQ  IC 


ALLOWANCE  FOR  THE  INTERESTS  OF  CONSUMERS.  521 

a  matter  of  business,  to  levy  charges  much  below  those  which  book  v. 
would  afford  the  maximum  net  revenue,  in  order  to  get  ^°'""' 
merchants  into  the  habit  of  using  the  port,  to  encourage 
the  inhabitants  of  the  port  to  develop  their  docks  and 
warehouses;  or  to  assist  speculative  builders  in  the  new 
suburb  to  build  houses  cheaply  and  to  fill  them  quickly  with 
tenants,  thus  giving  to  the  suburb  an  air  of  early  prosperity 
which  goes  &r  towards  insuring  its  permanent  success. 

In  such  cases  as  these  a  railway  company  though  not 
pretending  to  any  philanthropic  motives,  yet  finds  its  own 
interests  so  closely  connected  with  those  of  the  purchasers  of 
its  services,  that  it  gains  by  making  some  temporary  sacrifice 
of  net  revenue  with  the  purpose  of  increasing  Consumers' 
Rent  And  an  even  closer  connection  between  the  interests 
of  the  producers  and  the  consumers  is  found  when  the 
landowners  of  any  district  combine  to  make  a  branch  railway 
through  it,  without  much  hope  that  the  traflSc  will  afford 
the  market  rate  of  interest  on  the  capital  which  they 
invest — that  is,  without  much  hope  that  the  Monopoly 
Revenue  of  the  railway,  as  we  have  defined  it,  will  be  other 
than  a  negative  quantity — but  expecting  that  the  railway 
will  add  so  much  to  the  value  of  their  property  as  to  make 
their  venture  on  the  whole  a  profitable  one.  And  when  or  from  a 
a  municipality  undertakes  the  supply  of  gas  or  water,  or  interest 
fiacilities  for  transport  by  improved  roads,  by  new  bridges,  ^J^^ 
or  by  tramways,  the  question  always  arises  whether  the  scale  consumers, 
of  charges  should  be  high,  so  as  to  afford  a  good  net  revenue 
and  relieve  the  pressure  on  the  rates ;  or  should  be  low,  so  as 
to  increase  Consumers'  Rent. 

§  7.  It  is  clear  then  that  some  study  is  wanted  of 
calculations  by  which  a  monopolist  should  govern  his  actions, 
should  he  regard  an  increase  of  Consumers'  Rent  as  equally 
desirable  to  him,  if  not  with  an  equal  increase  of  his  own 
Monopoly  Revenue,  yet  with  an  increase,  say,  one  half  or  one 
quarter  as  great. 

If  the  Consumers*  Rent  which  arises  from  the  sale  of  The  Total 
the  commodity  at  any  price,   is  added  to  the   Monopoly  o/a' 
Revenue   derived    from    it,    the    sum    of   the    two    is   the  ^^^^^^ 
money  measure  of  the  net  benefits  accruing  from  the  sale  smn  of  the 
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of  the  commodity  to  producers  and  consumers  togethw,  or 
as  we  may  say  the  Total  Benefit  of  its  sale,  ^d  if  the 
monopolist  regards  a  gain  to  the  consumers  as  of  eqiial 
importance  with  an  equal  gain  to  himself,  his  aim  will  be  to 
produce  just  that  amount  of  the  commodity  which  will  make 
this  Total  Benefit  a  maximum  ^ 

1  In  fig.  (88)  Diy,  88',  and  QQ'  represent  the  demand,  supply,  and  Ifooopelj 
Bevenoe  canres  drawn  on  the  same  plan  as  in  fig.  (36).  From  P|  drav  PiF 
perpendicular  to  Oy ;  then  DFPi  is  the  Consomers'  Bent  derived  from  thtmkd 
OM  thousand  feet  of  gas  at  the  price  if  P|.  In  MPx  take  a  point  P^  sodi  tbt 
OifxifP4»the  area  DFPx\  then  as  M  moves  from  0  along  Oar,  P^  win tna 
out  our  fourth  curve,  Oi?,  which  we  may  call  the  Coxsumebs'  Bskt  Cmn.  (W 
course  it  passes  through  0,  because  when  the  sale  of  the  commodity  is  redBc«4 
to  nothing,  the  Consumers*  Bent  also  vanishes.) 


i i iM  \  \  \ 


Next  from  P^P,  cut  off  P,P«  equal  to  MP^,  so  that  MP^^MP^^MK 
Then  OMxMP^^OMxMP^-^OMxMP^'.  but  Oif  xlfP,  is  the  total  MoDopolT 
Bevenue  when  an  amount  OM  is  being  sold  at  a  price  J/P|,  and  OU  x  MP^  is  tkr 
corresponding  Consumers'  Bent.  Therefore  OMxMPt  is  the  som  oi  ik 
Monopoly  Bevenue  and  the  Consumers'  Bent,  that  is  the  (money  maiit  ni 
the)  Total  Benefit  which  the  community  will  derive  from  the  commodity  wbn 
an  amount  OM  is  produced.  The  locus  of  P5  is  our  filth  curve,  QT^ 
we  may  call  the  Total  Benetit  Curve.   It  touches  one  of  the  Coostent  1 
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But  it  will  seldom  happen  that  the  monopolist  can  and    book  v. 
will  treat  £1  of  Consumers'  Rent  as  equally  desirable  with^°"'°"' 
£1  of  Monopoly  Revenue.     Even  a  Government  which  con-  Bnt  if  the 
siders  its  own  interests  coincident  with  those  of  the  people  fromen* 
has  to  take  account  of  the  fact  that,  if  it  abandons  one  source  c<^ted 
of  revenue,  it  must  in  general  fiall  back  on  others  which  have  J^j^^^* 
their  own  disadvantages.     For  they  will  necessarily  involve  ^  ^^ 
friction  and  expense  in  collection,  together  with  some  injury  vaaue,  the 
to  the  public,  of  the  kind  which  we  have  described  as  a  loss  two  may  ^ 
of  Consumers'  Rent :  and  they  can  never  be  adjusted  with  ^^^ 
perfect  fairness,  especially  when  account  is  taien  of  the^w<5 
unequal  shares  that  different  members  of  the  community 
will  get  of  the  benefits  for  the  sake  of  which  it  is  proposed 
that  the  Government  should  forego  some  of  its  revenue. 

Suppose  then  that  the  monopolist  makes  a  compromise, 
and  reckons  £1  of  Consumers'  Rent  as  equivalent  to  say  10«. 
of  Monopoly  Revenue.  Let  him  calculate  the  Monopoly 
Revenue  to  be  got  from  selling  his  commodity  at  any  given 
price,  and  to  it  let  him  add  one  half  the  corresponding 
Consumers'  Rent :  the  sum  of  the  two  may  be  called  the 
Compromise  Benefit  ;  and  his  aim  will  be  to  fix  on  that 
price  which  will  make  the  Compromise  Benefit  as  large  as 
possible  \ 

The  following  general  results  are  capable  of  exact  proof;  General 
but  on  a  little  consideration  they  will  appear  so  manifestly 
true  as  hardly  to  require  proof.     Firstly,  the  amount  which 
the  monopolist  will  offer  for  sale  will  be  greater  (and  the 
price  at  which  he  will  sell  it  will  be  less)  if  he  is  to  any 

Ciunres  at  f 5,  and  this  shows  that  the  (money  measure  of  the)  Total  Benefit  is  a 
Tn^TJmnm  when  the  amount  offered  for  sale  is  OW;  or,  which  is  the  same  thing, 
nfhem  the  price  of  sale  is  fixed  at  the  demand  price  for  0  W. 

1  If  he  compromises  on  the  basis  that  £1  of  Consomers'  Rent  is  equally 
deairahle  with  £»  of  Monopoly  Revenue,  n  being  a  proper  fraction,  let  us  take  a 
point  P«  in  P^^  such  that  P^o-n. P^Pt,  or,  which  is  the  same  thing,  nMP^, 
Then  OM x  MP^ »  OM x  MP^ -^nOM x  MP^ ;  that  is,  it  is  equal  to  the  Monopoly 
Berenue  derived  from  selling  an  amount  OMi  of  the  commodity  at  the  price 
MPif-^n  times  the  Ck>n8umer8'  Rent  derived  from  this  sale:  and  is  therefore 
the  Compromise  Benefit  derived  from  that  sale.  The  locus  of  P9  is  our  sixth 
cnrve,  QU^  which  we  may  call  the  Compbomise  Benefit  Curve.  It  touches  one 
of  tbe  Constant  Revenue  curves  in  110*,  which  shows  that  the  Compromise  Benefit 
attains  its  yirft-gjinfifn  when  amount  OF  is  sold;  or  which  is  the  same  thing, 
wben  the  selling  price  is  fixed  at  the  demand  price  for  the  amount  OY. 


Digitized  by  VjOOQ  iC 


524  THEORY   OF  MONOPOLIES. 

BOOK  Y.  extent  desirous  to  promote  the  interests  of  consumers  than 
CH.  xm.  ££  j^jg  g^j^  ^-^  .g  ^  obtain  the  greatest  possible  Monopoly 
Revenue ;  and  secondly,  the  amount  produced  will  be  greater 
(and  the  selling  price  will  be  less)  the  greater  be  the  desire 
of  the  monopolist  to  promote  the  interests  of  consumers;  it, 
the  larger  be  the  percentage  of  its  actual  value  at  which  he 
counts  in  Consumers'  Rent  with  his  own  revenue*, 
'^^rt^  §  8.     Not  many  years  ago  there  were  many  who  con- 

of  the        tended  that : — "  An  English  ruler,  who  looks  upon  himself 
of  con.       as  the  minister  of  the  race  he  rules,  is  bound  to  take  care 
sixers  has  ^y^^^  j^^  impresses  their  energies  in  no  work  that  is  not  worth 
'^'ti^ted    *^^  labour  that  is  spent  upon  it,  or — to  translate  the  senti- 
ment into  plainer  language — that  he  engages  in  nothing  that 
will  not  produce  an  income  sufficient  to  defray  the  intere^ 
on  its  cost'."     Such  phrases  as  this  may  sometimes  hare 
meant  little  more  than  that  a  benefit  which  consumers  were 
not  willing  to  purchase  at  a  high  price  and  on  a  large  scale, 
was  likely  to  exist  for  the  greater  part  only  in  the  specious 
counsels  of  those  who  had  some  personal  interest  in  the 
proposed  undertakings ;  but  probably  they  more  often  indi- 
cated a  tendency  to  under-estimate  the  magnitude  of  that 
interest  which  consumers  have  in  a  low  price,  and  which  we 
call  Consumers'  Rent*. 

1  That  is  to  say,  firstly  OY  [(fig.  88)]  is  always  greater  than  OL ;  and  atooaSij, 
the  greater  n  is,  the  greater  OY  is.    (See  Mathematical  Note  xxm.) 

s  The  words  are  quoted  from  a  leading  article  in  The  Time*  for  Jnly  80, 1974: 
they  fairly  represent  a  great  body  of  pnblic  opinion. 

8  Fig  (89)  may  be  taken  to  represent  the  case  of  a  proposed  OorennBcci 
undertaking  in  India.  The  supply  curve  is  above  the  demand  curre  < 
its  whole  length,  showing  that  the  enterprise  to  which  it  refers  is 
tire,  in  the  sense  that  whatever  price  the  producers  fix,  they  will  lose  i 
their  Monopoly  Bevenue  will  be  a  negative  quantity.  But  QT  the  Total  Bcneit 
curve  rises  above  Ox;  and  touches  a  Constant  Bevenue  curve  in  r^.  If  tb« 
they  offer  for  sale  an  amount  OW^  or,  which  is  the  same  thing,  fix  the  jskt 
at  the  demand  price  for  0  W^  the  resultant  Consumers*  Bent,  if  taken  at  in 
full  value,  will  outweigh  the  loss  on  working  by  an  amount  rept-esented  by 
OITx  Wti,  But  suppose  that,  in  order  to  make  up  the  deficiency  Oovwmrnt 
must  levy  taxes,  and  that  taking  account  of  all  indirect  expenses  and  ocbtf 
evils,  these  cost  the  public  twice  what  they  bring  in  to  the  OovernmcBt  H 
wiU  then  be  necessary  to  count  two  rupees  of  the  Consumers'  Bent  at  tern- 
pensating  for  a  Government  outlay  of  only  one  rupee ;  and  the  net  gain  ei  tbf 
undertaking  will  then  be  represented  by  the  Compromise  Benefit  carve  ^/'. 
drawn  midway  between  the  Monopoly  Bevenue  (negative)  curve  Q</  Mmi  lU 
Total  Benefit  curve  QT.    This  touches  a  Constant  Bevenue  curve  in  v^  ■^•■■1 
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One  of  the  chief  elements  of  success  in  private  business 
is  the  £Eu;ulty  of  weighing  the  advantages  and  disadvantages 
of  any  proposed  course,  and  of  assigning  to  them  their  true 
relative  importance.  He  who  by  practice  and  genius  has 
acquired  the  power  of  attributing  to  each  factor  its  right 
quantity,  is  already  well  on  the  way  to  fortune;  and  the 
increase  in  the  eflSciency  of  our  productive  forces  is  in  a  great 
measure  due  to  the  large  number  of  able  minds  who  are 
devoting  themselves  ceaselessly  to  acquiring  these  business 
instincts.  But  unfortunately  the  advantages  thus  weighed 
against  one  another  are  nearly  all  regarded  fix)m  one  point  of 
view,  that  of  the  producer ;  and  there  are  not  many  who  concern 
themselves  to  weigh  against  one  another  the  relative  quan- 
tities of  the  interests  which  the  consumers  and  the  producers 
have  in  different  courses  of  action.  For  indeed  the  requisite 
fects  come  within  the  direct  experience  of  only  a  very  few 
persons,  and  even  in  the  case  of  those  few,  only  to  a  very 
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that  if  the  amount  Or  is  offered  for  sale,  or,  which  is  the  same  thing,  if  the 
price  is  fixed  at  the  demand  price  for  OF,  there  wiU  result  a  net  gain  to 
India  represented  by  OTx  Yue. 
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BOOK  V.  limited  extent  and  in  a  very  imperfect  way.  MoreovCT 
cH^^jtm.  ^jjgjj  ^  great  administrator  has  acquired  those  instincts  with 
regard  to  public  interests  which  able  business  men  have  with 
regard  to  their  own  afiairs,  he  is  not  very  likely  to  be  able  to 
carry  his  plans  with  a  free  hand.  At  all  events  in  a  demo- 
cratic country  no  great  public  undertaking  is  secure  of  being 
sustained  on  consistent  lines  of  policy,  unless  its  advantages 
can  be  made  clear,  not  only  to  the  few  who  have  direct  ex- 
perience of  high  public  affairs,  but  also  to  the  many  who  have 
no  such  experience  and  have  to  form  their  judgment  on  the 
materials  set  before  them  by  others, 
and  our  Judgments  of  this  kind  must  always  be  inferior  to  those 

sutistics    which  an  able  business  man  forms,  by  the  aid  of  instincts 
^periy**  based  on  long  experience  with  regard  to  his  own  busiDess. 
organized,  g^jj  j^h^y  m^y  be  made  much  more  trustworthy  than  they 
are  at  present,  if  they  can  be  based  on  statistical  measures  of 
the  relative  quantities  of  the  benefits  and  the  injuries  whid 
different  courses  of  public  action  are  likely  to  cause  to  the 
several  classes  of  the  commimity.     Much  of  the  foilure  aod 
much  of  the  injustice,  in  which  the  economic  policies  of 
Qovemments  have  resulted,  hav^  been  due  to  the  want  of 
statistical    measurement.    A  few  people  who   have  been 
strongly  interested   on  one  side  have  raised  their  vckef 
loudly,  persistently  and  all  together;  while  little  has  been 
heard  from  the  great  mass  of  people  whose  interests  ha^ 
lain  in  the  opposite  direction ;  for,  even  if  their  attention  has 
been  fiairly  called  to  the  matter,  few  have  cared  to  exfft 
themselves  much  for  a  cause  in  which  no  one  of  them  has 
more  than  a  small  stake.    The  few  therefore  get  their  wav. 
although  if  statistical  measures  of  the  interests  involved  were 
available,  it  might  prove  that  the  aggregate  of  the  intereste 
of  the  few  was  only  a  tenth  or  a  hundredth  part  of  the  aggre- 
gate of  the  interests  of  the  silent  many. 
sutisUcai         No  doubt  statistics  can  be  easily  misinterpreted ;  and  are 
Me^ten*  o^^^  very  misleading  when  first  applied  to  new  problems. 
*^>^««^^  But  many  of  the  worst  fallacies  involved  in  the  misapplica- 
but  free      tions  of  Statistics  are  definite  and  can  be  definitely  exposed 
dears        till  at  last  no  one  ventures  to  repeat  them  even  when  ad- 
away         dressing  an  uninstructed  audience:  and  on  the  whole  argu- 
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ments  which  can  be  reduced  to  statistical  forms,  though  still    book  v. 
in  a  backward  condition,  are  making  more  sure  and  more   ^°'  ^°'' 
rapid  advances  than  any  others  towards  obtaining  the  general  !*J^^ 
acceptance  of  all  who  have  studied  the  subjects  to  which  they 
refer.    The  rapid  growth  of  collective  interests,  and  the 
growing   tendency  towards    collective  action   in  economic 
affiurs,  make  it  every  day  more  important  that  we  should 
know  what  quantitive  measures  of  public  interests  are  most 
needed  and  what  statistics  are  required  for  them,  and  that 
we  should  set  ourselves  to  obtain  these  statistics. 

It  is  perhaps  not  unreasonable  to  hope  that  as  time  goes  Hopes  for 
on,  the  statistics  of  consumption  will  be  so  organized  as  to  from  the 
afford  demand  schedules  sufficiently  trustworthy,  to  show  in  ^^^^  ^f 
diagrams  that  will  appeal  to  the  eye,  the  quantities  of  Con-  J^f^^- 
sumers'  Rent  that  will  result  from  different  courses  of  public  ^J"' 
and  private  action.    By  the  study  of  these  pictures  the  mind 
may  be  gradually  trained  to  get  juster  notions  of  the  relative 
magnitudes  of  the  interests  which  the  community  has  in 
various  schemes  of  public  and  private  enterprise ;  and  sounder 
doctrines  may  replace  those  traditions  of  an  earlier  genera- 
tion, which  had  perhaps  a  wholesome  influence  in  their  time, 
but  which  damped  social  enthusiasm  by  throwing  suspicion 
on  all  projects  for  undertakings  by  the  public  on  its  own 
behalf  which  would  not  show  a  balance  of  direct  pecuniary 
profit. 

The  practical  bearings  of  many  of  the  abstract  reasonings 
in  which  we  have  recently  been  engaged  will  not  be  fully 
apparent  till  we  approach  the  end  of  this  treatise.  But 
there  seemed  to  be  advantages  in  introducing  them  thus 
early,  partly  because  of  their  close  connection  with  the  main 
theory  of  equilibrium  of  demand  and  supply,  and  partly 
because  they  throw  side  lights  on  the  character  and  the 
purposes  of  that  investigation  of  the  causes  which  determine 
Distribution  and  Exchange  on  which  we  are  about  to  enter. 
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CHAPTER  XIV. 

SUMMARY  OF  THE  GENERAL  THEORY   OF   EQUILIBRIUM 
OF  DEMAND  AND  SUPPLY. 

BOOK  V.  §  1.     In  the  present  Book  we  studied  the  theory  of  the 

^°'  "^'    mutual  relations  of  demand  and  supply  in  their  most  general 

Summary   form  I  we  have  taken  as  little  account  as  possible  of  the 

of  Book  V. 

special  incidents  of  particular  applications  of  the  theory,  and 

have  left  over  for  the  following  Book  the  study  of  the  bearings 
of  the  general  theory  on  the  special  features  of  the  several 
agents  of  production.  Labour,  Capital,  and  Land.     The  difficul- 
Chapter  i.  ties  of  the  problem  depend  chiefly  on  variations  in  the  itf«a 
markets,     of  Space,  and  the  period  of  Time  over  which  the  Market  in 
question  extends ;  the  influence  of  Time  being  more  funda- 
mental than  that  of  Space. 
Chapter  n.       We  began  with  a  market  of  very  short  period,  such  as 
eqSSbriS  ^^^^  ^^  ^  provincial  com  exchange  on  market-day.     Even  in 
and Bup^i^  such  a  market  as  this  the  "  higgling  and  bargaining  "  might 
probably  oscillate  about  a  mean  position,  which  would  have 
some  sort  of  a  right  to  be  called  the  equilibrium  price :  bat 
the  action  of  dealers  in  offering  one  price  or  refusing  anothe* 
would  depend  little,  if  at  all,  on  calculations  with  regard 
to  cost  of  production.    They  would  look  chiefly  at  present 
demand  on  the  one  hand,  and  on  the  other  at  the  stocks  of 
the  commodity  already  available.     It  is  true  that  they  would 
pay  some  attention  to  such  movements  of  production  in  the 
near  future  as  might  throw  their  shadow  before ;  but  in  the 
case  of  perishable  goods,  they  would  look  only  a  very  ]iuk 
way  beyond  the  immediate  present.     Cost  of  production  has 
for  instance  no  perceptible  influence  on  the  day's  baigaining 
in  a  flsh  market. 
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Passing  from  these  temporary  equilibria  to  the  stable  book  v. 
equilibria  of  normal  demand  and  normal  supply,  we  noticed  ^°'  "^' 
that  in  the  lanefuaire  both  of  professed  writers  on  economics  Cl^pters 

.  ...  in,  IV,  V. 

and  of  men  of  business,  there  is  much  elasticity  in  the  use  EquiU- 
of  the  term  normal  when  applied  to  the  causes  that  deter-  nonnal 
mine  value ;  but  there  is  one  division  which,  though  it  has  ^^fJSppiy 
no  sharp  outlines,  is  yet  fairly  well  marked.  The  eie- 

On  the  one  side  of  this  division  are  long  periods,  in  which  Time, 
the  normal  action  of  economic  forces  has  time  to  work  itself  Long 
out  more  fully ;  in  which  therefore  a  temporary  scarcity  of  Srae  nor' 
skilled  labour,  or  of  any  other  of  the  agents  of  production,  "^  ^^^' 
can  be  remedied ;  and  in  which  those  economies  that  normally 
result  fix)m  an  increase  in  the  scale  of  production — normally, 
that  is  without  the  aid  of  any  substantive  new  invention — 
have  time  to  develop  themselves.  While  postponing  to 
Chapter  xi.  the  special  difficulties  connected  with  the  normal 
supply  price  of  commodities  which  obey  the  Law  of  Increas- 
ing Return,  we  considered  generally  how  this  true  normal 
supply  price  may  rise  or  fall  with  an  increase  in  the  amount 
produced,  or  may  remain  approximately  stationary,  according 
as  the  commodity  obeys  the  Law  of  Diminishing,  Increasing 
or  Constant  Return.  In  this  connection  we  called  to  mind 
the  discussions,  at  the  end  of  Book  iv.,  of  a  Representative 
firm,  managed  with  normal  ability  and  having  normal  access 
to  the  Internal  and  External  Economies  of  production  on  a 
large  scale;  and  took  it  as  our  standard  for  estimating  normal 
expenses  of  production.  And  we  concluded  that,  when  the 
period  under  survey  is  long  enough  to  enable  the  investment 
of  capital  in  building  up  a  new  business  to  complete  itself 
and  to  bear  full  fruits,  then  the  marginal  supply  price  is 
that,  the  expectation  of  which  in  the  long  nm  just  suffices 
to  induce  capitalists  to  invest  their  Material  capital,  and 
workers  of  all  grades  to  invest  their  Personal  capital  in  the 
trade. 

On  the  other  side  of  our  line  of  division  are  periods  of  Short 
time  long  enough  to  enable  producers  to  adapt  their  produc-  nwrnal 
tion  to  changes  in  demand,  in  so  far  as  that  can  be  done  with  JSJltiormal 
the  existing  provision  of  specialized  skill,  specialized  capital,  P^<*- 
and  industrial  organization ;  but  not  long  enough  to  enable 
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BOOS  V.  them  to  make  any  important  changes  in  the  supplies  of  these 
^'"^*  factors  of  production.  For  such  periods  the  stock  of  Material 
and  Personal  appliances  of  production  has  to  be  taken  in  a 
great  measure  for  granted ;  and  the  marginal  increment  of 
supply  is  determined  by  estimates  of  producers  as  to  the 
amount  of  production  it  is  worth  their  while  to  get  out  of 
those  appliances.  If  trade  is  brisk  all  energies  are  strained 
to  their  utmost,  overtime  is  worked,  and  then  the  limit  to 
production  is  given  by  want  of  power  rather  than  by  want  of 
will  to  go  further  or  faster.  But  if  trade  is  slack  every  pro- 
ducer has  to  make  up  his  mind  how  near  to  Prime  cost  it  is 
worth  his  while  to  take  fresh  orders.  And  here  there  is  no 
definite  law,  the  chief  operative  force  is  the  fear  of  spoiling  the 
market ;  and  that  acts  in  different  ways  and  with  different 
strengths  on  different  individuals  and  different  iiidustrial 
groups.  For  the  chief  motive  of  all  open  combinations  and 
of  all  informal  silent  and  "customary  "understandingswheth^ 
among  employers  or  employed  is  the  need  for  preventing 
individuals  from  spoiling  the  common  market  by  action  that 
may  bring  them  immediate  gains,  but  at  the  cost  of  a  greater 
aggregate  loss  to  the  trade.  No  doubt  this  aggr^ate  loss  to 
the  trade,  may  be  compensated  by  a  much  greater  aggregate 
gain  to  consumers  as  a  body ;  and  one  of  the  most  uigent 
economic  problems  of  the  present  day  is  to  inquire  in  what 
classes  of  cases  it  is  desirable  that  a  trade  should  continue  to 
produce  boldly  with  but  little  reference  to  the  danger  of 
spoiling  the  market.  Some  side  lights  are  thrown  on  this 
question  by  the  investigations  of  Consumers  Rent  in  the  last 
two  chapters  of  this  Book ;  but  a  full  study  of  it  is  deferred 
to  a  later  stage. 
Chapter  vi.  §  2.  We  next  turned  aside  to  consider  the  relations  of 
com*  *?te  ^®°^*'^^  *^^  supply  with  reference  to  things  that  need  to  be 
demand  combined  together  for  the  purposes  of  satisfying  a  jcini  de- 
an  supply.  ^^^^  ,  ^f  ^hich  the  most  important  instance  is  that  of  the 
specialized  material  capital,^  and  the  specialized  personal  skill 
that  must  work  together  in  any  trade.  For  there  is  no  direct 
demand  on  the  part  of  consumers  for  either  alone,  but  only^ 
for  the  two  conjointly;  the  demand  for  either  separately  is 
derived  demand^  which  rises,  other  things  being  equal,  withi 
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every  increase  in  the  demand  for  the  common  products,  and  book  y. 
with  every  diminution  in  the  supply  price  of  the  joint  factors  ^^  "^' 
of  production.  In  like  manner  commodities  of  which  there 
is  SL  joint  supply,  such  as  gas  and  coke,  or  beef  and  hides,  can 
each  of  them  have  only  a  derived  supply  price,  governed  by 
the  expenses  of  the  whole  process  of  production  on  the  one 
hand,  and  on  the  other  by  the  demand  for  the  remaining 
joint  products. 

The  composite  demand  for  a  thing,  resulting  from  its  being 
used  for  several  different  purposes,  and  the  composite  supply 
of  a  thing  that  has  several  sources  of  production  present  no 
great  difficulty;  for  the  several  amoimts  demanded  for  the 
different  purposes,  or  supplied  from  different  sources,  can  be 
added  together,  on  the  same  plan  as  was  adopted  in  Book  ill., 
for  combining  the  demands  of  the  rich,  the  middle  classes 
and  the  poor  for  the  same  commodity. 

Next  we  made  some  study  of  the  division  of  the  Supple-  Chaptervn. 
mentary  costs  of  a  business, — and  especially  those  connected  tiooof  the 
with  building  up  a  trade  connection,  with  marketing,  and  with  ^'^^fc, 
insurance — among  the  various  products  of  that  business.         «>»*«• 

§  3.     Returning  to  those  central  difficulties  of  the  equi-  Chapters 
librium  of  normal  demand  and  supply  which  are  connected  ^'^J^' 
with  the  element  of  Time,  we  investigated  more  fully  the  ap^Sauce 
problem  which  had  already  been  touched  in  earlier  chapters,  J^  t^^  . 
of  the  relation  of  Rents  and  Quasi-rents  to  cost  of  produc-  rehition  to 
don;   or  in  other  words  of  the  value  of  an  appliance  for  things 
production  in  relation  to  that  of  the  things  produced  by  it.  fj^^*^ 
It  will  be  convenient  to  collect  here  into  one  view  a  summary 
of  some  parts  of  Chapter  v.  as  well  as  Chapters  viii.,  ix. 
and  X. 

When  different  producers  have  different  advantages  for  The 

1      *  ...  .  ,  /v.   •  possession 

producing  a  thmg,  its  price  must  be  sufficient  to  cover  of  any  rare 
the  expenses  of  production  of  those  producers  who  have  no  JJJy^'igeg 
special  and  exceptional  facilities ;  for  if  not  they  will  with-  ^""^^^ 
bold  or  diminish  their  production,  and  the  scarcity  of  the  ducers  a 
«nount  supplied,  relatively  to  the  demand,  will  raise  the  ju7t.^'^^ 
jrice.     When  the  market  is  in  equilibrium,  and  the  thing  is 
)eing  sold  at  a  price  which  covers  these  expenses,  there  re- 
nains  a  surplus  beyond  their  expenses  for  those  who  have 
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BOOK  y.    the  assistance  of  any  exceptional   advantagea      If  th^e 

^•"^'    advantages  arise  from  the  command  over  free  gifts  of  nature, 

the  surplus  is  called  a  Producer's  Surplus  or  Produce's 

Rent:  there  is  a  Surplus  in  any  case,  and  if  the  owner  of  a 

free  gift  of  nature  lends  it  out  to  another,  he  can  generally 

get  for  its  use  a  Rent  equivalent  to  this  Surplua 

Ricaido'8  Ricardo  argued  that  Rent  does  not  enter  into  cost  of 

that  iSnt   production,  having  in  view  on  the  one  hand  the  rent  of  fiurm- 

enter'into   ^S  ^^^^  ^  general,  and  on  the  other  the  Cost  of  production 

Cost  of       of  afiricultuwJ  produce  in  general :  and  in  this  connection  the 

prodnctioii  °.  .it-i  it*  ^  t-i 

needs  to  be  doctrme  cannot  easily  be  misunderstood.     But  when  apphcd 

inter-  ^     to  the  Cost  of  production  of  one  particular  crop,  though  still 

preted,       literally  true  as  it  stands,  experience  shows  that  it  is  liable  to 

be  interpreted  in  senses  in  which  it  is  not  true.     For  if  laixl 

which  had  been  used  for  growing  hops,  is  found  capable  of 

yielding  a  higher  rent  as  market  garden  land,  the  area  under 

hops  will  undoubtedly  be  diminished ;  and  this  will  raise  their 

marginal  cost  of  production  and  therefore  their  price.    The 

rent  which  land  will  yield  for  one  kind  of  produce,  though 

it  does  not  directly  enter  into  those  expenses,  yet  does  act  as 

the  channel  through  which  a  demand  for  the  land  for  that 

kind  of  produce  increases  the  difficulties  of  supply  of  other 

kinds ;  and  thus  does  indirectly  affect  their  expenses  of  pn>- 

duction. 

bat  is  Ricardo's  doctrine  requires  therefore  to  be  careiuliy  in- 

to?£     *  terpreted  even  with  regard  to  fisam  rents;   but,  when  »f 

*^^*JJ^      interpreted,  it  is  applicable,  though  he  does  not  appear  to 

have  been  aware  of  the  fact  himself,  to  all  other  classes  of 

rents.    A  mining  royalty  however  is  not  a  rent. 

Smnmary         So  important  is  Ricardo's  doctrine  as  to  the  relation  in 

reiSfons    which  rent  proper  stands  to  value,  that  Chapters  vnL  and 

^tween     jx.  were  given  up  to  considering  it  further,  and  extending 

Quftsirent.  it  to  the  income  yielded  by  appliances  for  production  which 

man  has  made,  and  especially  such  of  them  as  are  dmaUe. 

and  the  supply  of  which  cannot  be  rapidly  increased    It  wts 

argued  that  the  part  which  that  income  plajrs  in  determiniiig 

the  value  of  the  things,  in  making  which  the  ap|diaiioe» 

are  used,  varies  with  the  period  of  time  under  conskkri' 

tion. 
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Thus  when  we  are  taking  a  broad  view  of  normal  value,  book  v. 
when  we  are  investigating  the  causes  which  determine  normal  ^'"^^ 
value  "in  the  long  run,"  when  we  are  tracing  the  "ultimate" 
effects  of  economic  causes,  then  the  income  that  is  derived 
from  capital  in  these  forms  enters  into  the  pa}anents  by  which 
the  expenses  of  production  of  the  commodity  in  question  have 
to  be  covered,  and  it  directly  controls  the  action  of  the  pro- 
ducers who  are  on  the  margin  of  doubt  as  to  whether  to 
increase  the  means  of  production  or  not  But,  on  the  other 
hand,  when  we  are  considering  the  causes  which  determine 
normal  prices  for  a  period  which  is  short  relatively  to  that 
required  for  largely  increasing  the  supply  of  those  appliances 
for  production,  then  their  influence  on  value  is  chiefly  indirect 
and  more  or  less  similar  to  that  exerted  by  the  free  gifts  of 
nature.  The  shorter  the  period  which  we  are  considering, 
and  the  slower  the  process  of  production  of  those  appliances, 
the  less  part  will  variations  in  the  income  derived  fr*om  them 
play  in  checking  or  increasing  the  supply  of  the  commodity 
produced  by  them,  and  in  raising  or  lowering  its  supply 
price ;  and  the  more  nejffly  true  will  it  be  that,  for  the  period 
under  discussion,  the  Net  income  to  be  derived  from  them  is 
to  be  regarded  as  a  Producer's  Surplus  or  Quasi-rent. 

In  passing  from  the  free  gifts  of  nature  through  the  more  situation 
permanent  improvements  in  the  soil,  to  less  permanent  im-  ^^ot^^^ 
provements,  to  farm  and  factory  buildings,  to  steam-engines,  J^^^j^^ 
&a,  and  finally  to  the  less  durable  and  less  slowly  made 
implements,  we  find  a  continuous  series.  And  even  that  part 
of  the  rental  value  of  land  which  is  derived  from  advantages 
of  situation — Situation  Rent  as  it  may  be  called — passes  by 
imperceptible  gradations  from  the  character  of  a  pure  Rent, 
in  cases  in  which  the  owners  of  the  land  have  had  no  direct 
part  in  improving  its  environment,  to  that  of  a  Quasi-rent  or 
even  Profits  when  the  conditions  of  the  environment,  to  which 
the  land  owes  its  Situation  value,  were  deliberately  brought 
about  by,  and  at  the  expense  of,  the  owners  of  that  land  in 
order  to  raise  its  value.  Thus  the  Situation  Rent  of  land 
presents  close  analogies  to  many  different  classes  of  income 
derived  from  advantages  of  the  environment,  from  Oppor- 
tunity, or  Canjunctur,     Later  on  we  shall  find  that  many  of 
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BOOK  V.    the  most  interesting  applications  of  the  principle  which  we 
cH^v.    jj^^^  j^^  discussed  are  to  human  agents  of  production ;  but 
in  the  present  Book  we  confine  our  attention  to  the  material 
agents  of  production. 
The  supply       I^  the  coursc  of  this  inquiry  we  noted  that  the  supply 
Sbe^^^nd  ^^  factors  of  production,  or  goods  of  the  Second  Order,  b 
wid  higher  governed  by  estimates  that  reach  forward  over  a  longer  time, 
ffoverned    and  are  therefore  more  liable  to  error  than  those  which  govern 
imi^Wt  the  immediate  adaptation  of  supply  to  demand  with  r^;ard 
^*  *'''*'  to  goods  of  the  First  Order.    But  further,  the  supply  of  these 
^"SabuT^  goods  of  the  Second  Order  depends  partly  on  the  supply  of 
to  error,     appliances  for  making  them,  that  is,  of  things  removed  bv 
two  Orders  from  the  commodity  with  which  we  started :  and 
the  adjustment  of  the  supply  of  these  goods  of  the  Third 
Order  to  the  indirect  demand  for  them,  which  is  derived 
ultimately  from  the  demand  for  the  finished  commodity,  is  a 
still  more  difficult  process ;  it  ranges  over  a  still  longer  period 
of  time,  and  is  still  more  liable  to  error:  and  so  on,  back- 
wards, without  limit. 

This  ends  for  the  present  our  study  of  the  broad  outlines 
of  the  theory  of  equilibrium  of  normal  demand  and  supply. 
In  Book  Yi.  we  are  to  apply  them   to  the  broad  cen^ 
problem  of  Distribution  and  Exchange;  but  there  remain 
several  topics,  partly  of  a  technical  character,  which  are  too 
important  to  be  neglected  altogether,  and  to  which  the  ueii 
three  chapters  are  devoted. 
Chapter  XI.       §  4.     In  Chapter  xi.  it  is  argued  that  the  terms  "aggrv- 
reiationa     g^^^  '*  ^^^  "  average  "  cost  of  production  can  have  no  precise 
avenwe      D^eaning  in  a  world  of  rapid  change  such  as  that  in  which  we 
and  normal  live ;  since  the  Quasi-rents  of  the  appliances  of  jmxluciion. 
production,  both  Material  and  Personal,  are  governed  for  short  periods 
more  by  the  value  of  the  things  they  produce,  than  by  their 
own  cost  of  production.     For  instance,  Machinery  of  a  pattern 
on  which  improvements  have  been  made,  has  its  value  deter- 
mined by  capitalizing  the  Quasi-rents  it  can  earn;  and  to 
count  profits  on  this  value  as  part  of  the  aggregate  Expenses 
of  production  of  the  commodities  it  produces,  is  to  reason  in 
a  circle.     In  a  rigidly  Stationary  state  however  in  which 
supply  could  be  perfectly  adjusted  to  demand  in  every  p«r* 
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ticular,  the  normal  expenses  of  production,  the  marginal    book  v. 
expenses,  and  the  average  expenses  (rent  being  counted  in)    ^°'"^' 
would  be  one  and  the  same  thing.     This  point  is  dwelt  on 
in  order  to  show  more  clearly  what  the  normal  supply  schedule 
does  mean,  and  what  it  does  not  mean. 

This  brings  us  to  consider  some  difficulties  of  a  rather  The  in- 
technical  character  connected  with  the  marginal  expenses  of  the  Law  of 
production  of  a  commodity  that  obeys  the  Iaw  of  Increasing  ]^^^!Sf 
Return.     The  difficulties  arise  from  the  attempt  to  represent  *?«  "!*• 

^  ^ ^  tions  be- 

supply  price  as  dependent  on  the  amount  produced,  without  tween 

allowing  for  the  length  of  time  that  is  necessarily  occupied  produced 
by  each  individual  business  in  extending  its  Internal,  and  ^ce^^Sei*^ 
still  more  its  External  Organization ;  and  in  consequence  5?*^'^ 
they  have  been  most  conspicuous  in  mathematical  and  semi-  character 
mathematical  discussions  of  the  theory  of  value.     For  when  periods, 
changes  of  supply  price  and  amount  produced  are  regarded 
as  dependent  exclusively  on  one  another  without  any  refer- 
ence to  this  element  of  gradual  growth,  it  appears  reasonable 
to  argue  that  the  marginal  supply  price  for  each  individual 
producer  is  the  addition  to  his  aggregate  expenses  of  pro- 
duction  made  by  producing  his   last   element;   that   this 
marginal  price  is  likely  in  many  cases  to  be  diminished  by 
an  increase  in  his  output  much  more  than  the  demand  price 
in  the  general  market  would  be  by  the  same  cause ;  and  that 
therefore  the  statical  theory  of  equilibrium  is  inapplicable  to 
commodities  which  obey  the  Law  of  Increasing  Return. 

To  this  argument  it  was  replied  that  in  many  industries 
each  producer  has  a  special  market  in  which  he  is  well  known, 
and  which  he  cannot  extend  quickly;  and  that  therefore, 
though  it  might  be  physically  possible  for  him  to  increase 
his  output  rapidly,  he  would  run  the  risk  of  forcing  down 
very  much  the  demand  price  in  his  special  market,  or  else  of 
being  forced  to  sell  his  surplus  production  outside  on  less 
fiavourable  terma  And  though  there  are  industries  in  which 
each  producer  has  access  to  the  whole  of  a  large  market,  yet 
in  these  there  remain  but  few  Internal  economies  to  be  got 
by  an  increase  of  output,  when  the  existing  plant  is  already 
well  occupied.  No  doubt  there  are  industries  as  to  which 
neither  of  these  statements  is  true :  they  are  in  a  transitional 
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BOOK  V.  state,  and  it  must  be  conceded  that  the  statical  theory  of 
^•"^'  equilibrium  of  normal  demand  and  supply  cannot  be  pro- 
fitably applied  to  them.  But  such  cases  are  not  numerous; 
and  with  regard  to  the  great  bulk  of  manufacturing  in- 
dustries, the  connection  between  supply  price  and  amount 
showed  fundamentally  different  characters  for  short  periods 
and  for  long. 

For  short  periods,  the  difficulties  of  adjusting  the  Int^nal 
and  External  organization  of  a  business  to  rapid  changes  in 
output  are  so  great  that  the  supply  price  must  generally  be 
taken  to  rise  with  an  increase  and  to  fall  with  a  diminution 
in  the  amount  produced. 
Its  But  in  long  periods  both  the  Internal  and  the  External 

S^^*^"  economies  of  production  on  a  large  scale  have  time  to  develc^ 
P*"**^*  themselves ;  the  marginal  supply  price  is  not  the  expenses 
of  production  of  any  particular  bale  of  goods,  but  it  is  die 
whole  expenses  (including  Insurance,  and  Gross  Earnings  of 
Management)  of  a  marginal  increment  in  the  aggregate  pro- 
cess of  production  and  marketing.  This  supply  price  Ms 
generally  with  an  increase  in  the  amount  normally  produced; 
if  it  falls  more  rapidly  than  the  demand  price  in  the  neigh- 
bourhood of  the  position  of  equilibrium,  the  equilibrium  is 
unstable,  in  the  opposite  case  it  is  stable, 
mpure  Under  certain  possible,  though  rather  improbable,  con- 

mnitipie  .  ditions  there  may  be  two  or  more  positions  of  equilibrium 
©JSi-°  alternately  stable  and  unstable.  But  this  portion  of  the 
bnmn.  theory,  though  necessary  for  logical  completeness,  rests  on 
rigid  and  artificial  assumptions,  and  has  but  little  pnctical 
importance. 
Ch.  xn.  §  5.    We  then  turned  to  consider  the  effects  of  changes 

^J^fP'^in  the  general  conditions  of  demand  and  supply;  changes 
anTrapply  ^^^^^  *^  ^^®  ^  some  new  event  such  as  a  substwitiTe 
with  some  invention,  or  the  imposition  of  a  tax,  or  indeed  any  changes 

reference         ,.1-  /»i.i  *;. 

to  the        which  for  any  reason  we  find  it  best  to  regard  as  I  ving  out- 

nJJS^SJ'^  side,  and  altering  the  normal  conditions  of  demand  or  supplj. 

Mtiafac.  After    examining    their    immediate    effects  on   nonnal 

value,  we  proceeded  to  inquire  provisionally,  and  ao  br  b» 

might  be  done   by  reasoning  of  a  general  character,  how 

the  pubUc  well-being  would  be  effected  by  such  changes. 
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And  we  concluded  that,  when  proper  allowance  is  made  for  book  ▼, 
the  interests  of  consumers,  in  the  form  of  Consumers*  Surplus  ^°'"^' 
or  Rent,  there  is  less  primd  fade  cause  than  the  earlier 
economists  supposed,  for  the  general  doctrine,  that  the  free 
pursuit  by  each  individual  of  his  own  immediate  interest,  will 
lead  producers  to  turn  their  capital  and  labour,  and  con- 
sumers to  turn  their  expenditure  into  such  courses  as  are 
most  conducive  to  the  general  interests;  or  in  other  words 
that  the  free  play  of  demand  and  supply  in  an  open  market 
leads  to  the  production  of  just  that  amount  of  each  com- 
modity and  its  sale  at  just  that  price  which  affords  the 
Maximum  satisfaction  to  the  community  as  a  whola 

We  had  nothing  to  do  at  that  stage  of  our  inquiry, 
limited  as  it  was  to  analysis  of  the  most  general  character, 
with  the  important  question  whether,  human  nature  being 
constituted  as  it  is  at  present,  collective  action  is  not  likely 
to  be  much  inferior  to  individualistic  action  in  energy  and 
elasticity,  in  inventiveness  and  directness  of  purpose;  and 
whether  it  is  not  therefore  likely  to  waste  through  practical 
inefficiency  more  than  it  could  save  by  taking  account  of  all 
the  interests  affected  by  any  course  of  action.  But  we  found 
that  even  without  taking  account  of  the  evils  arising  from  the 
unequal  distribution  of  wealth,  there  is  primd  facie  reason 
for  believing  that  the  aggregate  Satisfaction,  so  far  from 
being  already  a  Maximum,  could  be  much  increased  by 
collective  action  in  promoting  the  production  and  consump- 
tion of  things  in  regard  to  which  the  law  of  Increasing 
Return  acts  with  especial  force. 

This  position  was  confirmed  by  the  study  of  the  theory  of  Ch.  xm. 
Monopolies,  on  which  we  next  entered.     We  started  from  5!!^ 
the  obvious  and  universally  admitted  fact  that  the  immediate  po^es. 
interest  of  the  monopolist  is  so  to  adjust  the  production  and 
sale  of  his  wares  as  to  obtain  for  himself  the  Maximum  Net 
revenue,  and  that  the  course  which  he  thus  adopts,  is  im- 
likely  to  be  that  which  affords  the  Aggregate  Maximum 
Satisfaction.     We  found  that  the  divergence  between  in- 
dividual and  collective  interests  was  primd  fade  less  im- 
portant with  regard  to  those  things  which  obey  the  law 
of  Diminishing  Return,  than  with  regard  to  those  which 
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BOOK  V.  obey  the  law  of  Increasing  Return :  but  that,  in  the  ca$e 
^'"^'  of  the  latter,  there  was  strong  primd  facie  reason  for  be- 
lieving that  it  might  often  be  to  the  interest  of  the 
community  directly  or  indirectly  to  intervene,  because 
a  largely  increased  production  would  add  much  more  to 
Consumers'  Rent  than  to  the  aggregate  expenses  of  pro- 
duction of  the  goods.  And  lastly  we  concluded  that  more 
exact  notions  on  the  relations  of  demand  and  supply,  par- 
ticularly when  expressed  in  the  form  of  diagrams,  would  help 
us  to  see  what  statistics  should  be  collected,  and  how  they 
should  be  applied  in  the  attempt  to  estimate  the  relative 
magnitudes  of  various  conflicting  economic  interests,  public 
and  private. 


Note  on  Ricardo's  Theory  op  Value. 

Ricardo's  theory  of  cost  of  production  in  relation  to  value  occopies 
so  important  a  place  in  the  history  of  economics  that  any  misoDder- 
standing  as  to  its  real  character  must  necessarily  be  very  mischievous ; 
and  unfortunately  it  is  so  expressed  as  ahnost  to  invite  misunder 
standing.  In  consequence  there  is  a  widely  spread  belief  that  it  has 
needed  to  be  reconstructed  by  the  present  generation  of  ecooomtsta. 
The  purpose  of  the  present  Note  is  to  show  cause  for  not  accepting  this 
opinion ;  and  for  holding  on  the  contrary  that  the  foimdationa  of  tbe 
theory  as  they  were  left  by  Ricardo  remain  intact,  that  mudi  h» 
been  added  to  them,  and  that  very  much  has  been  built  upon  tbenx 
but  that  little  has  been  taken  from  them. 

When  Ricardo  was  addressing  a  general  audience,  he  drew  ]argAj 
upon  his  wide  and  intimate  knowledge  of  the  facts  of  life,  using  then 
"for  illustration,  verification,  or  the  premises  of  argument  But  in 
his  Principlet  of  Political  Economy  "the  same  questions  are  treated  with 
a  singular  exclusion  of  all  reference  to  the  actual  world  around  him* 
(see  an  admirable  article  on  Ricardo's  Use  of  Facts  in  the  first  vofaoDe 
of  the  Harvard  Quartedy  Journal  of  Economics^  edited  hj  IVoi 
Dunbar).  And  he  wrote  to  Malthus  in  May,  1820  (the  same  year  io 
which  Malthus  published  his  Principles  of  Political  Economy  eonsidtnd 
with  a  view  to  their  practical  application),  "  Our  differeooes  maj  in 
some  respects,  I  think,  be  ascribed  to  your  considering  my  book  u 
more  practical  than  I  intended  it  to  be.  My  object  was  to  ehicadatt 
principles,  and  to  do  this  I  imagined  strong  cases,  that  I  mi^^t  sbov 
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the  operatioD  of  those  principles."  His  book  makes  no  pretence  to  be  book  v. 
sjstematia  He  was  with  difficulty  induced  to  publish  it ;  and  if  in  ch.  xit. 
writing  it  he  had  in  view  any  readers  at  all,  thej  were  chiefly  those 
statesmen  and  business  men  with  whom  he  associated.  So  he  pur- 
posely omitted  many  things  which  were  necessary  for  the  logical 
completeness  of  his  argument,  but  which  they  would  r^ard  as 
obvious.  And  further,  as  he  told  Malthus  in  the  following  October, 
he  was  ^but  a  poor  master  of  language.''  His  exposition  is  as  con- 
fused as  his  thought  is  profound ;  he  uses  words  in  artificial  senses 
which  he  does  not  explain,  and  to  which  he  does  not  adhere ;  and  he 
changes  from  one  hypothesis  to  another  without  giving  notice. 

If  then  we  seek  to  understand  him  rightly,  we  must  interpret  him 
generously,  more  generously  than  he  himself  interpreted  Adam  Smith. 
When  his  words  are  ambiguous,  we  must  give  them  that  interpretation 
which  other  passages  in  his  writing  indicate  that  he  would  have  wished 
08  to  give  them.  If  we  do  this  with  the  desire  to  ascertain  what  he 
really  meant,  his  doctrines,  though  very  fSar  from  complete,  are  free 
from  many  of  the  errors  that  are  commonly  attributed  to  them. 

He  considers,  for  instance  {Principles^  Ch.  i.  §  1)  that  Utility  is 
"absolutely  essential''  to  (normal)  value  though  not  its  measiu^;  while 
the  value  of  things  "of  which  there  is  a  very  limited  quantity... varies 
with  the  wealth  and  inclinations  of  those  who  are  desirous  to  possess 
them."  And  elsewhere  (76.  Ch.  iv.)  he  insists  on  the  way  in  which  the 
market  fluctuations  of  prices  are  determined  by  the  amoimt  available 
for  sale  on  the  one  hand,  and  *'  the  wants  and  wishes  of  mankind  " 
on  the  other. 

Again,  in  a  profound,  though  very  incomplete,  discussion  of  the 
difference  between  "Value  and  Riches"  he  seems  to  be  feeling  his  way 
towards  the  distinction  between  Marginal  and  Total  Utility.  For  by 
Riches  he  means  Total  Utility,  and  he  seems  to  be  always  on  the  point 
of  stating  that  value  corresponds  to  the  increment  of  Riches  which 
results  from  that  part  of  the  commodity  which  it  is  only  just  worth 
the  while  of  purchasers  to  buy ;  and  that  when  the  supply  runs  short, 
whether  temporarily  in  consequence  of  a  passing  accident,  or  per- 
manently in  consequence  of  an  increase  in  cost  of  production,  there  is  a 
rise  in  that  maiginal  increment  of  Riches  which  is  measured  by  value, 
at  the  same  time  that  there  is  a  diminution  in  the  aggregate  Riches, 
the  Total  Utility,  derived  from  the  commodity.  Throughout  the  whole 
<hflcu8sion  he  is  trying  to  say,  though  (being  ignorant  of  the  terse  lan- 
guage of  the  Difierential  Calculus)  he  did  not  get  hold  of  the  right 
words  in  which  to  say  it  neatly,  that  marginal  utility  is  raised  and 
total  utility  is  lessened  by  any  check  to  supply. 

But  while  not  thinking  that  he  had  much  to  say  that  was  of  great 
importance  on  the  subject  of  UtiUty,  he  believed  that  the  connection 
between  Cost  of  Production  and  Value  was  imperfectly  understood ; 
and  that  erroneous  views  on  this  subject  were  likely  to  lead  the 
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country  astray  in  practical  problems  of  Taxation  and  Finance ;  aod  w 
^^^'    he  addressed  himself  specially  to  this  subject.    But  here  also  he  made 
short  cuts. 

For,  though  he  was  aware  that  commodities  foil  into  three  daaei 
according  as  they  obey  the  Law  of  Diminishing,  of  Constant,  or  of  Ib- 
creasing  Return ;  yet  he  thought  it  best  to  ignore  this  distinction  in  i 
theory  of  value  applicable  to  all  kinds  of  commodities.  A  commoditf 
chosen  at  random  was  just  as  likely  to  obey  one  as  the  other  of  tbe 
two  Laws  of  Diminishing  and  of  Increasing  Return;  and  therelbn 
he  thought  himself  justified  in  assuming  provisionally  that  they  all 
obeyed  the  Law  of  Constant  Return.  In  this  perhaps  he  was  justified 
but  he  made  a  mistake  in  not  stating  explicitly  what  he  was  doing. 

He  argued  in  the  first  Section  of  his  first  Chapter  that  "in  tbe 
early  stages  of  society''  where  there  is  scarcely  any  use  of  capital,  and 
where  any  one  man's  labour  has  nearly  the  same  price  as  any  other 
man's,  it  is,  broadly  speaking,  true  that  '*  the  value  of  a  commodity,  or 
the  quantity  of  a  commodity  for  which  it  will  exchange,  depeodi  on 
the  relative  quantity  of  labour  which  is  necessary  for  its  productkn." 
But  he  went  on  to  show  that  these  assumptions  cannot  be  properir 
made  in  later  stages  of  civilization,  and  that  the  relation  of  value  to 
cost  of  production  is  more  complex  than  that  with  which  he  started. 

His  next  step  was  to  introduce  in  Section  n.  the  c(msideratk« 
that  "labour  of  different  qualities  is  diflferently  rewarded."  If  tbe 
wages  of  a  jeweller  are  twice  as  great  as  those  of  a  working  labourer, 
an  hour's  work  of  the  one  must  count  for  two  hours'  work  of  tbe  other. 
Should  there  be  a  change  in  their  relative  wages,  there  will  of  coqtk 
be  a  corresponding  change  in  the  relative  values  of  things  nuuk  If 
them.  But  instead  of  analysing,  as  economists  of  this  generatkn  do, 
the  causes  which  make  (say)  jewellers'  wages  change  from  (xie  g&ot- 
ration  to  another  relatively  to  those  of  ordinary  labourers,  be  ogb- 
tented  himself  with  stating  that  such  variations  cannot  be  great 

Next  he  urged  that  in  reckoning  the  cost  of  production  of  « 
commodity,  accoimt  must  be  taken  not  only  of  the  labour  appbed 
immediately  to  it,  but  also  of  that  which  is  bestowed  on  tbe  impk- 
ments,  tools  and  buildings  with  which  such  labour  is  assisted;  tK«x 
**  the  principle  that  the  quantity  of  labour  bestowed  on  the  prodiMrtida 
of  commodities  regulates  their  relative  value  is  considerably  modified 
by  the  employment  of  machinery  or  other  fixed  and  durable  capitals 
and  by  the  unequal  durability  of  capital  and  by  the  unequal  n^at^ 
with  which  it  is  returned  to  its  employer." 

He  thus  insisted  that  things  on  which  equal  amounts  of  labour  had 
been  spent  might  have  very  different  values,  if  the  Uboor  used  oo  xht 
one  was  on  the  average  more  highly  skilled  than  that  used  on  tU 
others ;  or  if  it  was  assisted  by  more  capital ;  or,  even  where  tbe 
capitals  required  were  equal,  if  the  investment  of  capital  had  to  fa* 
for  a  longer  period  in  the  one  case  than  in  the  other.    But  be  IBoal 
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short  phrases,  and  he  thought  that  his  readers  would  always  supply    book  v. 
for  themselves  the  explanations  of  which  he  had  given  them  a  hint.  ch.  xiv. 

Once  indeed,  in  a  note  at  the  end  of  the  sixth  Section  of  his  first 
Chapter,  he  says  : — "  Mr  Malthus  appears  to  think  that  it  is  a  part  of 
my  doctrine  that  the  cost  and  value  of  a  thing  should  be  the  same; 
it  is,  if  he  means  by  cost,  *  cost  of  production '  including  profits.  In 
the  above  passage,  this  is  what  he  does  not  mean,  and  therefore  he  has 
not  clearly  tmderstood  me."  And  yet  Rodbertus  and  Karl  Marx  claim 
Ricardo's  authority  for  the  statement  that  the  natural  value  of  things 
consists  solely  of  the  labour  spent  on  them ;  and  evem  those  Qerman 
economists  who  most  strenuously  combat  the  conclusions  of  these 
writers,  are  often  found  to  admit  that  they  have  interpreted  Ricardo 
rightly,  and  that  their  conclusions  follow  logically  from  his. 

This  and  other  facts  of  a  similar  kind  show  that  Ricardo's  reticence 
was  an  error  of  judgment.  It  would  have  been  better  if  he  had 
occasionally  repeated  the  statement  that  the  values  of  two  commodities 
are  to  be  regarded  as  in  the  long  run  proportionate  to  the  amount 
of  labour  required  for  making  them,  only  on  the  condition  that  other 
things  are  equal :  that  is,  that  the  labour  employed  in  the  two  cases  is 
equally  skilled,  and  therefore  equally  highly  paid ;  that  it  is  assisted 
by  proportionate  amoimts  of  capital,  account  being  taken  of  the  period 
of  its  investment ;  and  that  the  rates  of  profits  are  equal. 

Ricardo  is  more  guilty  than  almost  anyone  else  of  the  bad  habit  of 
endeavouring  to  express  great  economic  doctrines  in  short  sentences. 
But  in  the  problem  of  normal  value  the  various  elements  mutually 
determine  one  another,  as  we  have  already  seen  in  part  and  shall  see 
more  clearly  later  on;  they  do  not  determine  one  another  successively 
in  a  long  chain  of  causation. 

There  are  few  writers  of  modem  times  who  have  approached  as 
near  to  the  brilliant  originality  of  Ricardo  as  Jevons  has  done.  But  he 
appears  to  have  judged  both  Ricardo  and  Mill  harshly,  and  to  have 
attributed  to  them  doctrines  narrower  and  less  scientific  than  those 
idiich  they  really  held.  And  his  desire  to  emphasize  an  aspect  of 
value  to  which  they  had  given  insufficient  prominence,  was  probably  in 
some  measure  accountable  for  his  saying,  '*  Repeated  reflection  and 
inquiry  have  led  me  to  the  somewhat  novel  opinion  that  value  depends 
entirely  upon  utility  "  (Theory^  p.  1).  This  statement  seems  to  be  no  less 
one-sided  and  firagmentary,  and  much  more  misleading,  than  that  into 
irbich  Ricardo  often  glided  with  careless  brevity,  about  the  dependence 
of  value  on  cost  of  production ;  but  which  he  never  regarded  as  more  than 
a  part  of  a  larger  doctrine,  the  rest  of  which  he  had  tried  to  explain. 

Jevons  continues : — "We  have  only  to  trace  out  carefully  the  natural 
laws  of  variation  of  utility  as  depending  upon  the  quantity  of  com- 
modity in  our  possession,  in  order  to  arrive  at  a  satisfactory  theory  of 
exchange,  of  which  the  ordinary  laws  of  supply  and  demand  are  a  neces- 
aaiy  consequence... Laboiu*  is  found  often  to  determine  value,  but  only 
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BOOK  T.    ^^  ^^  indirect  manner  by  varying  the  degree  of  utility  of  the  cQm> 
CH.  XIV.    modity  through  an  increase  or  limitation  of  the  supply."    As  we  diaH 

'      presently  see,  the  latter  of  these  two  statements  had  been  made  hekn 

in  almost  the  same  terms,  loose  and  inaccurate  as  they  are,  by  Ricardo 
and  Mifl ;  but  they  would  not  have  accepted  the  former.  For  whik 
they  r^arded  the  natiu^  .laws  of  variation  of  utility  as  too  obvious 
to  require  detailed  explanation,  and  while  they  admitted  that  cost  d 
production  could  have  no  effect  upon  exchange  value  if  it  could  hare 
none  upon  the  amoimt  which  producers  brought  forward  for  sale;  their 
doctrines  imply  that  what  is  true  of  supply,  is  true  mtUatig  mutaiuhi 
of  demand,  and  that  the  utility  of  a  commodity  could  have  no  efiect 
upon  its  exchange  value  if  it  could  have  none  on  the  amount  idikfa 
purchasers  took  off  the  market.  Let  us  then  turn  to  enimipe  the 
chain  of  causation  in  which  Jevons's  central  position  is  formulated  in 
his  Second  Edition,  and  compare  it  with  the  position  taken  up  bj 
Ricardo  and  Mill    He  says  (p.  179) : — 

"  Cost  of  production  determines  supply. 
Supply  determines  final  degree  of  utility. 
Final  degree  of  utility  determines  value." 
Now  if  this  series  of  causations  really  existed,  there  could  be  no  grsit 
harm  in  omitting  the  intermediate  stages  and  saying  that  cost  of 
production  determines  value.    For  if  il  is  the  cause  of  B  which  is  the 
cause  of  C,  which  is  the  cause  of  />,  then  il  is  the  cause  of  i>.    Bat 
in  £act  there  is  no  such  series. 

A  preliminary  objection  might  be  taken  to  the  ambiguity  of  the 
terms  "cost  of  production"  and  "supply";  which  Jevons  ought  to 
have  avoided,  by  the  aid  of  that  technical  apparatus  of  semi-mathe- 
matical phrases,  which  was  at  his  disposal,  but  not  at  Ricardo'a.    A 
graver  objection  lies  against  his  third  statement    For  the  price  idikfa 
the  various  purchasers  in  a  market  will  pay  for  a  thing,  is  detenmnad 
not  solely  by  the  final  d^;ree8  of  its  utility  to  them,  but  by  these  in 
conjunction  with  the  amoimts  of  purchasing  power  severally  at  their 
disposal.    The  exchange  value  of  a  thing  is  the  same  all  over  a  market; 
but  the  final  degrees  of  utility  to  which  it  coiresponds  are  not  eqnil 
at  any  two  parts.    Jevons  supposed  himself  to  be  getting  nearer  the 
foimdations  of  exchange  value  when  in  his  accoimt  oi  the  caosM 
which  determine  it,  he  substituted  the  phrase  "  final  degree  of  utilitj/ 
for  phrases  used  by  the  older  economists,  such  as  "the  prioe  which 
consumers  are  only  just  willing  to  pay,"  phrases  which  in  this  treati» 
are  condensed  into  "  marginal  demand  price."    When  for  inntanoe  in- 
scribing (Second  Edition,  p.  105)  the  settlement  of  exchange  betveen 
^  one  trading  body  possessing  only  com,  and  another  ponwowang  ooly 
beef,"    he  makes  his  diagram  represent  "  a  person "  as  gaining  a 
"  utility  "  represented  by  one  line  and  losing  a  "  utility  "  represented  hf 
another.    But  that  is  not  what  really  happens  ;  a  trading  body  ia  art 
"  a  person,"  it  gives  up  things  which  represent  equal  purchaaing  pow 
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to  all  of  its  members,  but  very  different  utilities :  the  older  method  of    book  v. 
speaking,  though  not  perfectly  accurate,  appears  to  be  nearer  the  truth    ch.  xiv. 
than  that  which  Jevons  and  some  of  his  followers  have  endeavoured 
to  substitute  for  it 

But  the  greatest  objection  of  all  to  his  formal  statement  of  his 
central  doctrine  is  that  it  does  not  represent  supply  price,  demand 
price  and  amount  produced  as  mutually  determining  one  another 
(subject  to  certain  other  conditions),  but  as  determined  one  by  another 
in  a  series.  It  is  as  though  when  three  balls  A,  B,  and  C  rest  against 
one  another  in  a  bowl,  instead  of  saying  that  the  position  of  the  three 
mutually  determines  one  another  imder  the  action  of  gravity,  he  had 
said  that  A  determines  B,  and  B  determines  C.  Some  one  else  however 
with  equal  justice  might  say  that  C  determines  B  and  B  determines  A, 
And  in  reply  to  Jevons  a  catena  rather  less  untrue  than  his  can  be 
made  by  inverting  his  order  and  saying : — 

Utility  determines  the  amoimt  that  has  to  be  supplied. 

The  amount  that  has  to  be  supplied  determines  cost  of  production, 

Cost  of  production  determines  value, 
because  it  determines  the  supply  price  which  is  required  to  make  the 
producers  keep  to  their  work. 

Let  us  then  turn  to  Ricardo's  doctrine  which,  though  unsyste- 
matic and  open  to  many  objections,  seems  to  be  more  philosophic  in 
principle  and  closer  to  the  actual  facts  of  life.  He  says,  in  the 
letter  to  Malthus  already  quoted  : — ''  M.  Say  has  not  a  correct  notion 
of  what  is  meant  by  value  when  he  contends  that  a  commodity  is 
valuable  in  proportion  to  its  utility.  This  would  be  true  if  buyers 
only  regulated  the  value  of  commodities;  then  indeed  we  might 
expect  that  all  men  would  be  willing  to  give  a  price  for  things  in 
proportion  to  the  estimation  in  which  they  held  them ;  but  the  fact 
appears  to  me  to  be  that  the  buyers  have  the  least  in  the  world  to  do 
in  regulating  price ;  it  is  all  done  by  the  competition  of  the  sellers, 
and,  however  really  willing  the  buyers  might  be  to  give  more  for  iron 
than  for  gold,  they  could  not,  because  the  supply  would  be  regulated 
by  cost  of  production...  You  say  demand  and  supply  regulates  value 
[sie] ;  this  I  think  is  saying  nothing,  and  for  the  reason  I  have  given 
in  the  beginning  of  this  letter :  it  is  supply  which  regulates  value, 
and  supply  is  itself  controlled  by  comparative  cost  of  production. 
Cost  of  production,  in  money,  means  the  value  of  labour  as  well  as  of 
profits."  (See  pp.  173 — 6  of  Mr  Bonar^s  excellent  edition  of  these 
letters.)  And  again  in  his  next  letter,  "I  do  not  dispute  either  the 
influence  of  demand  on  the  price  of  com  or  on  the  price  of  all  other 
things :  but  supply  follows  close  at  its  heels  and  soon  takes  the  power 
of  regulating  price  in  his  [sic]  own  hands,  and  in  regulating  it  he  is 
determined  by  cost  of  production." 

These  letters  were  not  indeed  published  when  Jevons  wrote,  but 
there  are  very  similar  statements  in  Ricardo's  Principles,    Mill  also. 
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BOOK  y.  when  discuBsing  the  value  of  money  (Book  ni.  Ch.  ix.  §  3),  spetks  of 
CH.  XIV.  <*  the  law  of  demand  and  supply  which  is  acknowledged  to  be  Ap- 
plicable  to  all  commodities,  and  which  in  the  case  of  money  as  of  most 
other  things,  is  controlled  but  not  set  aside  by  the  law  of  cost  of 
production,  since  cost  of  production  would  have  no  effect  on  value  if 
it  could  have  none  on  supply/'  And  again,  when  summing  up  his 
theory  of  value  (Book  ui.  Ch.  xvl  §  1),  he  says:  "From  this  it 
appears  that  demand  and  supply  govern  the  fluctuations  of  prioeB  in 
all  cases,  and  the  permanent  values  of  all  things  of  which  the  supph 
is  determined  by  any  agency  other  than  that  of  free  competition: 
but  that,  under  the  regime  of  free  competition,  things  are,  on  tbe 
average,  exchanged  for  each  other  at  such  values  and  sold  for  sodi 
prices  as  afford  equal  expectation  of  advantage  to  all  claasee  </ 
producers ;  which  can  only  be  when  things  exchange  for  one  anotfafr 
in  the  ratio  of  their  cost  of  production."  And,  on  the  next  page,  sfetk- 
ing  of  commodities  which  have  a  joint  cost  of  production,  he  sap, 
"since  cost  of  production  here  fails  us  we  must  resort  to  a  lav  of 
value  anterior  to  cost  of  production  and  more  fundamental,  tbe  kw  d 
demand  and  supply." 

Jevons  (p.  215),  referring  to  this  last  passage,  speaks  of  "  tbe  frUicT 
involved  in  Mill's  idea  that  he  is  reverting  to  an  anterior  law  ofvdm^ 
the  law  of  supply  and  demand,  the  fact  being  that  in  introdocicf 
the  cost  of  production  principle,  he  has  never  quitted  tbe  law  d 
supply  and  demand  at  all.  The  cost  of  production  is  only  one  drcmc- 
stance  which  governs  supply  and  thus  indirectly  influences  values.* 

The  wording  of  the  last  part  of  this  criticism  is  open  to  objecd^ 
but  in  substance  it  seems  to  contain  an  important  truth.  If  it  b«d 
been  made  in  Mill's  time  he  would  probably  have  accepted  it;  vA 
would  have  withdrawn  the  word  "anterior"  as  not  expressing  hi» 
real  meaning.  The  "cost  of  production  principle "  and  tbe  ^fixul 
utility"  principle  are  undoubtedly  component  parts  of  the  one  all-nilii^ 
law  of  supply  and  demand  ;  each  may  be  compared  to  one  blade  of  a 
pair  of  scissors.  When  one  blade  is  held  still,  and  the  cutting  a 
effected  by  moving  the  other,  we  may  say  with  careless  brevity  thft 
the  cutting  is  done  by  the  second ;  but  the  statement  is  not  one  to  be 
made  formaUy,  and  defended  deliberately.  In  like  manner  it  mav  be 
pardonable,  but  it  is  not  strictly  accurate  to  say  that  the  fluctuatiotv 
of  market  values,  or  the  varying  prices  which  the  same  rare  book 
fetches,  when  sold  and  resold  at  Christie's  auction  room,  are  deter- 
mined exclusively  by  demand.  And  in  like  manner  again  when  Bictnk' 
thought  he  had  made  it  clear  that  he  had  in  his  mind  tbe  "  natanl  ~ 
or  normal  values  of  those  goods  the  production  of  which  ocmfbrms  »(" 
proximately  to  the  Law  of  Constant  Return,  and  said  that  value  vw 
determined  by  cost  of  production,  his  exposition  was  grievously  «* 
fault,  though  what  he  actually  meant  is  true. 

Perhaps  Jevons'  antagonism  to  Ricardo  and  Mill  would  have  beec 


Digitized  by  VjOOQ  iC 


NOTE  ON  RICAKDO'S  THEORY  OF  VALUE.  545 

less  if  he  bad  not  himself  &llen  into  the  habit  of  speaking  of  relations  book  v. 
which  really  exist  only  between  demand  price  and  value  as  though  oh.  znr. 
they  held  between  utility  and  value ;  and  if  he  had  emphasized  as 
Coumot  had  done,  and  as  the  use  of  mathematical  forms  might  have 
been  expected  to  lead  him  to  do,  the  fundamental  synmietry  of  the 
relations  in  which  demand  and  supply  stand  to  value.  We  must  not 
indeed  forget  that,  at  the  time  at  which  he  wrote,  the  demand  side  of 
the  theory  of  value  had  been  much  neglected ;  and  that  he  (together 
with  Prof.  Carl  Monger,  Prof.  Walrus  and  others)  did  excellent  service  by 
calling  attention  to  it  and  developing  it.  Statistical  work  was  of  the 
reiy  highest  order ;  and  there  are  few  thinkers  whose  claims  on  our 
^titude  are  as  high  and  as  various  as  those  of  Jevons :  but  that  must 
Qot  lead  us  to  accept  hastily  his  criticisms  on  his  great  predecessors. 
[See  an  article  on  Jevons's  Theory  by  the  present  writer  in  the  Academy 
for  Aprill,  1872.) 

It  seemed  right  to  select  Jevons's  attack  for  reply,  because,  in 
England  at  all  events,  it  has  attracted  more  attention  than  any  other. 
But  somewhat  similar  attacks  on  Ricardo's  theory  of  value  have  been 
made  recently  by  several  Continental  writers.  The  carelessness  of 
Ricardo  with  regard  to  the  element  of  Time  has  been  imitated  by  his 
critics,  and  has  thus  been  the  twofold  source  of  misunderstanding;  and 
baa  done  much  to  sustain  that  strife  which  still  hinders,  and  still  hides 
from  view,  the  continuity  of  the  development  of  economic  science. 
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CHAPTER  I. 

PRELIMINARY  SURVEY  OF  DISTRIBUTION  AND  EXCH4NGB. 

§  1.     The  simplest  account  of  the  causes  which  deter-  book  vi. 
mine  the  supply  of  labour  and  capital  is  that  given  by  the     ^'^' 
French  economists  who  just  preceded  Adam  Smith,  and  it  is  V^^  ^• 
based  upon  the  peculiar  circumstances  of  France  in  the  latter  as8umed,m 
half  of  last  century.    The  taxes,  and  other  exactions  levied  with  the 
fix)m   the  French  peasant,  were  then  limited  only  by  hisj^jjf 
ability  to  pay ;  and  few  of  the  labouring  classes  were  far  from  J^^^^^ 
starvation.     So  the  Economists  or  Physiocrats,  as  they  were  and  comi- 
called,  assumed  for  the  sake  of  simplicity,  that  there  was  a  wafes  were 
natural  law  of  population  according  to  which  the  wages  of  fo^esT 
labour  were  kept  at  starvation  limit*.     They  did  not  suppose  ^^^^® 
that  this  was  true  of  the  whole  working  population,  but  the 
exceptions  were  so  few,  that  they  thought  that  the  general 
impression  given  by  their  assumption  was  true:  somewhat  in 
the  same  way  as  it  is  well  to  begin  an  account  of  the  shape 
of  the  earth,  by  sa3dng  that  it  is  an  oblate  spheroid,  although 
a  few  mountains  do  project  as  much  as  a  thousandth  part  of 
its  radius  beyond  the  general  level. 

Again,  they  knew  that  the  rate  of  interest  in  Europe  had  and  that 
feUen  during  the  five  preceding  centuries,  in  consequence  of  SImewas 
the  fact  that "  economy  had  in  general  prevailed  over  luxury."  =  I^J^gt^n 
But  they  were  impressed  very  much  by  the  sensitiveness  of  Capital, 

1  Camp.  Turgot,  8ur  la  Formation  tt  Distt-ibtUion  des  Rickesata^  §  vi.  "In  every 
sort  of  occap«tion  it  moat  come  to  pass,  and  in  fact  it  does  come  to  pass,  that  the 
wages  of  the  artisan  are  limited  to  that  which  is  necessary  to  procure  him  a  sab- 
sistence ...  He  gains  nothing  bat  his  life  (B  ne  gagne  qae  sa  vie)." 

3  Torgot,  ib.  §  Lxxx.  His  position  was,  however,  not  altogether  consistent, 
as  ia  well  shown  by  Prof.  Bdhm-Bawerk,  Kapitalxirutkeorien,  Vol.  i.  Oh.  rv. 
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BOOK  VI.  capital,  and  the  quickness  with  which  it  evaded  the  oppres- 
^°'^'  sions  of  the  tax-gatherer  by  retiring  fix)m  his  grasp;  and  they 
therefore  concluded  that  there  was  no  great  violence  in  the 
supposition  that  if  its  profits  were  reduced  below  what  they 
then  were,  capital  would  speedily  be  consumed  or  migrate 
Accordingly  they  assumed,  again  for  the  sake  of  simplidtj, 
that  there  was  something  like  a  natural,  or  necessary  rate  of 
profit,  corresponding  in  some  measure  to  the  natund  rate  of 
wages ;  that  if  the  current  rate  exceeded  this  necessary  level, 
capital  would  grow  rapidly,  till  it  forced  down  the  rate  of 
profit  to  that  level ;  and  that,  if  the  current  rate  went  below 
that  level,  capital  would  shrink  quickly,  and  the  rate  would 
be  forced  upwards  again. 

Wages  and  profits  being  thus  fixed  by  natural  laws,  the 

natural  value  of  everything  was  determined  simply  as  the 

sum  of  wages  and  profits  required  to  remunerate  the  pn>- 

ducers\ 

These  rigid        Adam  Smith  worked  out  this  conclusion  more  fully  than 

tfeM^^re  the  Physiocrats  did ;  though  it  was  left  for  Ricardo  to  make 

^^^y     clear  that  the  labour  and  capital  needed  for  production  must 

by  Adam     be  estimated  at  the  margin  of  cultivation,  so  as  to  avoid  the 

Smith, 

element  of  rent.     But  Adam  Smith  saw  also  that  labour  ami 

capital  were  not  at  the  verge  of  starvation  in  Elngland,  a< 

they  were  in  France.     In  England  the  wages  of  a  great  part 

of  the  working  classes  were  sufficient  to  allow  much  more 

than  the  mere  necessaries  of  existence ;  and  capital  had  to^ 

rich  and  safe  a  field  of  employment  there  to  be  likely  to  gi> 

out  of  existence,  or  to  emigrate.     So  when  he  is  carefhlly 

weighing  his  words,  his  use  of  the  terms  "  the  natural  rate  of 

wages,"  and  "  the  natural  rate  of  profit,"  has  not  that  shaq) 

^  From  these  premisses  the  Physiocrats  logically  deduced  the  coodnskm  thai 
the  only  net  produce  of  the  country  disposable  for  Uie  purposes  of  tiTatirm  is  tk- 
rent  of  land;  that  when  taxes  are  placed  on  capital  or  labour,  they  make  it  skisfc 
till  its  net  price  rises  to  the  natural  leTel.  The  landowners  hare,  they  aigMd.  v> 
pay  a  gross  price  which  exceeds  this  net  price  by  the  taxes  together  with  all  the 
expenses  of  collecting  them  in  detaU,  and  an  equivalent  for  all  the  iiiipiilii— li 
which  the  tax-gatherer  puts  in  the  way  of  the  free  course  of  industry;  and  then- 
tore  the  landowners  would  lose  less  in  the  long  run  if,  being  the  owners  of  the  «lK 
true  surplus  that  exists,  they  would  undertake  to  pay  direct  wfaaterer  taxes  tW 
King  required;  especially  if  the  King  would  consent  to  **laiaser  faire, 
passer,"  that  is,  to  let  every  one  make  whatever  he  chose,  and  take  his 
and  send  his  goods  to  whatever  market  he  liked. 
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definition  and  Redness  which  it  had  in  the  mouths  of  the  book  vi. 
Physiocrats ;  and  he  goes  a  good  way  towards  explaining  how  ^''' 
they  are  determined  by  the  ever-fluctuating  conditions  of 
demand  and  supply.  He  even  insists  that  the  liberal  reward 
of  labour  "  increases  the  industry  of  the  common  people  ** ; 
that  "  a  plentiful  subsistence  increases  the  bodily  strength  of 
the  labourer ;  and  the  comfortable  hope  of  bettering  his  con- 
dition, and  of  ending  his  days  perhaps  in  ease  and  plenty, 
animates  him  to  exert  that  strength  to  the  utmost.  Where 
wages  are  high,  accordingly,  we  shall  always  find  the  work- 
man more  active,  diligent  and  expeditious,  than  where  they 
are  low ;  in  England,  for  example,  than  in  Scotland ;  in  the 
neighbourhood  of  grea,t  towns  than  in  remote  country  places".* 
And  yet  he  a^ynojbimes  fell  back  into  the  old  way  of  speaking, 
and  thus  caused  careless  readers  to  suppose  that  he  believed 
the  mean  level  of  the  wages  of  labour  to  be  fixed  by  an  iron 
law  at  the  bare  necessaries  of  life. 

Malthus  again,  in  lis  admirable  survey  of  the  course  of  andl>7 
wages  in  England  fix>m  the  thirteenth  to  the  eighteenth 
centuries,  showed  how  their  mean  level  oscillated  itom  cen- 
tury to  century,  falling  sometimes  down  to  about  half  a  peck 
of  com  a  day,  and  rising  sometimes  up  to  a  peck  and  a  half  or 
even,  in  the  fifteenth  century,  to  about  two  pecks :  a  height 
beyond  which  they  have  never  passed  except  in  our  own  day. 
But  although  he  observed  that  "  an  inferior  mode  of  living 
may  be  a  cause  as  well  as  a  consequence  of  poverty,"  he  traced 
this  effect  almost  exclusively  to  the  consequent  increase  of 
numbers ;  he  did  not  anticipate  the  stress  which  economists 
of  our  own  generation  lay  on  the  influence  which  habits  of 
living  exercise  on  the  efficiency,  and  therefore  on  the  earning 
power  of  the  labourer'. 

Ricardo's  language  was  even  more  unguarded  than  that  Bioardo 
of  Adam  Smith  and  Malthus.    It  is  true,  indeed,  that  he  said  ^|^Ti^ded 
distinctly':— "It  is  not  to  be  understood  that  the  natural ^^^' 
price  of  labour  estimated  in  food  and  necessaries  is  absolutely 
fixed  and  constant... It  essentially  depends  on  the  habits  and 
customs  of  the  people."     But,  having  said  this  once,  he  did 

We4dih  of  Nations,  Bk.  i.  Ch.  viu.  >  PoUtieal  Economy,  Cli.  nr.  %  2. 

•  PrineipUt,  Ch.  v. 
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BOOK  Yi.  not  take  the  trouble  to  repeat  it  constantly ;  and  most  of  his 
^ll*  readers  forgot  that  he  ever  said  it.  In  the  course  of  lus 
but  there  argument  he  frequently  adopted  a  mode  of  speaking  siinilir 
coed  cause  to  that  of  the  Physiocrats ;  and  seemed  to  imply  that  the 
buttogto  tendency  of  population  to  increase  rapidly  as  soon  as  wages 
Wxnabehef  j^  above  the  bare  necessaries  of  life,  causes  wages  to  be 
so-caUed     fixed  by  "  a  natural  law  "  to  the  level  of  these  bare  nece68ane& 

"iron  law  .        •^ 

of  wages."  This  law  has  been  called,  especially  in  Germany,  Ricardo's 
"iron"  or  "brazen"  law:  many  (lerman  Socialists  believe 
that  this  law  is  in  operation  now,  and  will  continue  to  be  so, 
as  long  as  the  plan  on  which  production  is  organized  remains 
"capitalistic"  or  "individualistic";  and  they  claim  Bicardo 
as  an  authority  on  their  side:  while  many  German  econo- 
mists, who  are  not  Socialists,  and  who  protest  that  no  such 
law  exists,  yet  maintain  that  the  doctrines  of  Ricardoand  his 
followers  stand  or  &11  with  the  truth  of  this  law. 

In  fact,  however,  Ricardo  was  not  only  aware  that  the 
necessary  or  natural  limit  of  wages  was  fixed  by  no  iron  law, 
but  is  determined  by  the  local  conditions  and  habits  of  each 
place  and  time :  he  was  further  keenly  sensitive  to  the  im- 
portance of  a  higher  "  standard  of  living,"  and  called  on  the 
friends  of  humanity  to  exert  themselves  to  encourage  the 
growth  of  a  resolve  among  the  working  classes  not  to  allow 
their  wages  to  fall  anywhere  near  the  bare  necessaries  of  life'. 
The  persistency  with  which  many  writers  continue  to 
attribute  to  him  a  belief  in  the  "  iron  law  "  can  be  accounted 
for  only  by  his  delight  "  in  imagining  strong  cases,"  and  his 

1  It  may  be  weU  to  quote  his  words.  "The  friends  of  humanity  eamioi  b«t 
wish  that  in  all  countries  the  labouring  classes  should  have  a  taste  for  wafacto 
and  enjoyments,  and  that  they  should  be  stimulated  by  all  legal  means  in  that 
exertions  to  procure  them.  There  cannot  be  a  better  security  against  a  fuptf- 
abundant  population.  In  those  countries,  where  the  labouring  clatwet  bare  ikt 
fewest  wants,  and  are  contented  with  the  cheapest  food,  the  people  are  exposed 
to  the  greatest  vicissitudes  and  miseries.  They  have  no  place  of  refuge  fro* 
calamity;  they  cannot  seek  safety  in  a  lower  station;  they  are  already  ao  Vyv. 
that  they  can  fall  no  lower.  On  any  deficiency  of  the  chief  article  of  their  ai^ 
sistence,  there  are  few  substitutes  of  which  they  can  avafl  themselves,  and  dearth 
to  them  is  attended  with  almost  all  the  evils  of  famine.'*    {Principles^  Ch.  ▼.) 

It  is  noteworthy  that  McCulloch,  who  has  been  charged,  not  altogeUier  anJosUr. 
with  having  adopted  the  extremest  tenets  of  Ricardo,  and  applied  them  kanUf 
and  rigidly,  yet  chooses  for  the  heading  of  the  fourth  Chapter  of  his  Treatise  0* 
TTo^c^.*—"  Disadvantage  of  Low  Wages,  and  of  having  the  Labourers  habitaany 
fed  on  the  cheapest  species  of  food.    Advantage  of  High  Wages." 
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habit  of  not  repeating  a  hint,  which  he  had  once  given,  that  book  vi. 
he  was  omitting  for  the  sake  of  simplicity  the  conditions  and     ^''' 
limitations  that  were  needed  to  make  his  results  applicable 
to  real  life^ 

Mill  did  not  make  any  great  advance  in  the  theory  of  Mm  also 
wages  beyond  his  predecessors,  in  spite  of  the  care  with  S^pro.***^ 
which  he  set  himself  to  emphasize   the  distinctly  human  gJJ^^^ 
element  in  economics.    He,  however,  followed  Malthus  in  tion  caused 
dwelling  on  those  lessons  of  history  which  show  that,  if  a  fall  low  wages, 
of  wages  caused  the  labouring  classes  to  lower  their  standard 
of  comfort  "the  injury  done  to  them  will  be  permanent,  €aid 
their  deteriorated  condition  will  become  a  new  minimum 
tending  to  perpetuate  itself  as  the  more  ample  minimum 
did  before."' 

But  it  is  only  in  our  own  generation  that  a  careful  study  Bat  oar 
has  begun  to  be  made  of  the  effects  that  high  wages  have  in  SJuonls^ 
mcreasing  the  efficiency  not  only  of  those  who  receive  them,  ^^^yllare. 
but  also  of  their  children  and  OTand-children.     In  this  matter  ^^J  ^^   . 

"  .^  infloence  of 

the  lead  has  been  taken  by  General  Walker  and  other  wages  on 
American  economists;  and  the  application  of  the  compara-  >^^^' 
tive  method  of  study  to  the  industrial  problem  of  different 
countries  of  the  Old  and  New  Worlds  is  forcing  constantly 
more  and  more  attention  to  the  &ct  that  highly  paid  labour 
is  generally  efficient  and  therefore  not  dear  labour;  a  fieu^t 
which,  though  it  is  more  full  of  hope  for  the  future  of  the 
human  race  than  any  other  that  is  known  to  us,  will  be  found 
to  exercise  a  very  complicating  influence  on  the  theory  of 
Distribution. 

§  2.     The  new  views  thus  obtained  during  the  present  We  pass 

1  This  habit  of  Bicardo's  has  already  been  discossed  in  the  Note  at  the  end  of 
the  last  Chapter.  Prof.  Brentano,  in  his  inaagoral  address  at  Vienna,  gives  as  a 
reason  for  believing  that  the  English  classical  economists  really  held  the  iron  law 
of  wages,  the  fact  that  they  freqaently  speak  of  the  minimom  of  wages  as  depend- 
ing on  the  price  of  com.  Bat  the  term  "corn,"  as  osed  by  them,  was  short  for 
"  agrienltiiml  food  prodacts  of  all  kinds.'*  It  thas  incladed  the  prodact  of  pasture 
no  less  than  of  arable  land;  it  incladed  meat  and  milk,  frait  and  vegetables,  jost 
as  moch  as  wheat  and  barley. 

*  Book  n.  Ch.  xi.  §  2.  He  had  jast  complained  that  Bicardo  supposed  the 
standard  of  comfort  to  be  invariable,  having  apparently  overlooked  passages  sach 
as  that  quoted  in  the  last  note  bat  one.  He  was  however  well  aware  that 
Bicardo's  **minimam  rate  of  wages"  depended  on  the  prevalent  Standard  of 
Comfort,  and  had  no  connection  with  the  bare  necessaries  of  life. 


Digitized  by  VjOOQ  IC 


;^       '  ^  ^ 


*»«^, 


>l*^t^     '^' 


r  -^-^' 


i\».  »* 


irt^ 


riitr:^'' 


,.^,  —- 


---•^ 


oJ  »* 


,    fVii*- 


....'■•*" 

.,  .-J"'' 

.  1 '"' '" 

..,.'''^'-''' 

«  .r-tlti^ 

^In.n    ^'     ^ 

,'    •*'"     ""^     ^ 

^'..ri'i''^':" 

/.i^ 

.1  ''.^  "^ 

.  •'-'^^''^ 

.M,/nu<^     '    ' 

«    ^ 

j.«^  ' 

I.'"-    '^'^^     , 

j.fi  "^' 

.^— — 

1.    ' 

-  ^    ,-  are  r«^^-      -:^:^ 

^,ua    out**"     .,-m*?^*"-*' 

■"■    IliT-^veu  for  F^ 

-'  '--^  '      which  »*^  ,      -e 

...  .-    »-'»  '^'^^   t^--«  * 

-=^'=^^^''lL«v*^^y'" 

..M-    an«i    *^*^    ,^at 


^»^. 


Digitized  by  CjOOQ  IC 


LAW  OF  SUBSTITUTION   IN  RELATION  TO  DEMAND.  555 

recent  improvements  in  horse  or  steam  machinery,  and  that  book  vi. 
therefore  the  experience  of  the  past  has  enabled  fisirmers  ^' '' 
gradually  to  apply  the  Law  of  Substitution;  and  on  this 
supposition  the  application  of  steam-power  will  have  been 
pushed  just  so  far  that  any  further  use  of  it  in  the  place 
of  horse-power  would  bring  no  net  advantage.  There  may 
however  remain  a  narrow  margin  in  which  they  could  be 
indifferently  applied  (as  Jevons  would  have  said);  and  on  that 
margin  the  net  efficiency  of  either  will  be  proportionate  to 
the  net  cost  of  applying  it. 

And  in  the  same  way  with  regard  to  the  human  agents 
of  production.  If  there  are  two  methods  of  obtaining  the 
same  result,  one  by  skilled  and  the  other  by  unskilled  labour, 
that  one  will  be  adopted  which  is  the  more  efficient  in  pro- 
portion to  its  cost.  There  will  be  a  margin  on  which  either 
will  be  indifferently  applied,  and  on  that  margin  the  efficiency 
of  each  will  be  in  proportion  to  its  cost ;  or,  in  other  words, 
the  wages  of  skilled  and  unskilled  labour  will  bear  to  one 
another  the  same  ratio  that  their  efficiencies  do  at  the  margin 
of  indifference. 

Again,  there  will  be  a  rivalry  between  hand-power  and 
machme-power  similar  to  that  between  two  different  kinds 
of  hand-power  or  two  different  kinds  of  machine-power. 
Thus  hand-power  has  the  advantage  for  some  operations,  as, 
for  instance,  for  weeding  out  valuable  crops  that  have  an 
irregular  growth ;  horse-power  in  its  turn  has  a  clear  advan- 
tage for  weeding  an  ordinary  turnip  field ;  and  the  applica- 
tion of  each  of  them  will  be  pushed  till  any  further  use  of  it 
would  bring  no  net  advantage.  On  the  margin  of  indiffer- 
ence as  between  hand-power  and  horse-power  their  prices 
must  be  proportionate  to  their  efficiency ;  and  thus  the  Law 
of  Substitution  will  have  established  directly  a  relation 
between  the  wages  of  labour  and  the  price  that  has  to  be 
paid  for  horse-power. 

If  we  neglected  differences  between  the  rates  of  labonr, : 
and  regarded  all  labour  as  of  one  kind,  or  at  least  as  all  I 
expressed  in  terms  of  a  certain  kind  of  labour  of  standard  ] 
efficiency,  we  might  look  for  the  margin  of  hidifferytic^i  ^ 
between  the  direct  application  of  labour  and  that  of  mati^rial 
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BOOK  VI.  generation  of  the  causes  that  govern  the  Supply  of  eflScient 
^°'''     labour,  have  not  attracted  much  notice,  but  are  really  v^ 
^j^^       important  and  far  reaching.     But,  on  the  other  haiul,  the 
for  the       new  views  on  the  causes  that  govern  the  Demand  for  labour, 
production,  though  they  have  justly  claimed  and  received  a  great  deal  of 
attention,  have  not  really  led  to  any  great  substantial  change 
in  the  theory  of  Distribution.   They  have  however  given  clear- 
ness and  scientific  coherence  to  the  broad  outlines  of  thk 
theory ;  which  by  itself  is  a  very  real  gain,  even  for  practical 
purposes :  and  they  have  filled  in  important  details. 
The  Law  Most  of  these  new  views  with  regard  to  the  demand  for 

tuU^^    labour  relate  to  the  action  of  that  great  principle  which 
faDpiiedin  ^^  qq\\  ]yy  ^^^  name  of  the  Law  of  Substitution.     Our 

the  com*  *' 

mon saying  formal  statement  of  it  is  that:  "So  far  as  the  knowledge 
bosinesa     and  business  enterprise  of  the  producers  reach,  they  will  in 
flBdsita  *  each  case  choose  those  factors  of  production  which  are  best 
own  level,  fop  their  purpose.     The  sum  of  the  supply  prices  of  those 
factors  which  are  used  is,  as  a  rule,  less  than  the  sum  of  the 
supply  prices  of  any  other  set   of  fsictors  which  could  be 
substituted  for  them.    Whenever  it  appears  to  the  prodooers 
that  this  is  not  the  case,  they  will,  as  a  rule,  set  to  work 
to  substitute  the   less  expensive  method."     And  we  cod- 
stantly  meet  with  informal  statements  to  a  similar  effect 
in  the  common  sayings  of  every  day  life,  that  "every  thing 
tends  to  find  its  own  level,"  that  "most  men  earn  just  about 
what  they  are  worth,"  that  "if  one  man  can  earn  twice  w 
much  as  another,  that  shows  that  his  work  is  worth  twice 
as  much,"  that  "machinery  will  displace   manual  labour 
whenever  it  can  do  the  work  cheaper." 
ninstra-  Thus  in  building  there  are  some  purposes  for  which  brides 

^^^'  would  be  used,  even  if  they  were  much  dearer  relatively  to 
wood  than  they  are;  and  others  for  which  wood  would  be 
used  even  if  it  were  much  dearer  relatively  to  bricks  than  it 
is :  but  the  applications  of  each  material  will  be  carried  just 
so  far  that  it  would  no  longer  be  cheaper  than  the  other 
relatively  to  the  advantages  gained  by  using  it.  Again, 
there  are  some  kinds  of  field  work  for  which  hoT»e-pow«r 
is  clearly  more  suitable  than  steam  power,  and  vice  ver$a: 
but  we  are  now  supposing  that  there  have  been  no  great 
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recent  improvements  in  horse  or  steam  machinery,  and  that  book  vi. 
therefore  the  experience  of  the  past  has  enabled  &rmers  ^'  ^' 
gradually  to  apply  the  Law  of  Substitution;  and  on  this 
supposition  the  application  of  steam-power  will  have  been 
pushed  just  so  &r  that  any  further  use  of  it  in  the  place 
of  horse-power  would  bring  no  net  advantage.  There  may 
however  remain  a  narrow  margin  in  which  they  could  be 
indifferently  applied  (as  Jevons  would  have  said);  and  on  that 
nuffgin  the  net  efficiency  of  either  will  be  proportionate  to 
the  net  cost  of  appljring  it. 

And  in  the  same  way  with  regard  to  the  human  agents 
of  production.  If  there  are  two  methods  of  obtaining  the 
same  result,  one  by  skilled  and  the  other  by  unskilled  labour, 
that  one  will  be  adopted  which  is  the  more  efficient  in  pro- 
portion to  its  cost.  There  will  be  a  margin  on  which  either 
will  be  indifferently  applied,  and  on  that  margin  the  efficiency 
of  each  will  be  in  proportion  to  its  cost ;  or,  in  other  words, 
the  wages  of  skilled  and  unskilled  labour  will  bear  to  one 
another  the  same  ratio  that  their  efficiencies  do  at  the  margin 
of  indifference. 

Again,  there  will  be  a  rivalry  between  hand-power  and 
machine-power  similar  to  that  between  two  different  kinds 
of  hand-power  or  two  different  kinds  of  machine-power. 
Thus  hand-power  has  the  advantage  for  some  operations,  as, 
for  instance,  for  weeding  out  valuable  crops  that  have  an 
irregular  growth ;  horse-power  in  its  turn  has  a  clear  advan- 
tage for  weeding  an  ordinary  turnip  field ;  and  the  applica- 
tion of  each  of  them  will  be  pushed  till  any  further  use  of  it 
would  bring  no  net  advantage.  On  the  margin  of  indiffer- 
ence as  between  hand-power  and  horse-power  their  prices 
must  be  proportionate  to  their  efficiency ;  and  thus  the  Law 
of  Substitution  will  have  established  directly  a  relation 
between  the  wages  of  labour  and  the  price  that  has  to  be 
paid  for  horse-power. 

If  we  neglected  differences  between  the  rates  of  labour,  ExpUcit 
and  regarded  all  labour  as  of  one  kind,  or  at  least  as  all  %^^i 
expressed  in  terms  of  a  certain  kind  of  labour  of  standard  ^^^60- 
efficiency,  we  might   look   for   the  margin   of  indifference  tion  were 
between  the  direct  application  of  labour  and  that  of  material 
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BOOK  VI.  capital ;  and  we  might  say  shortly,  to  quote  von  Thiiiien's 

^fli;     words,  that  "  the  efficiency  of  capital  must  be  the  measore 

Thiin"       ^^  ^^  earnings,  since  if  the  labour  of  capital  were  cheaper 

than  that  of  men,  the  undertaker  would  dismiss  some  of  his 

workmen,  and  in  the  opposite  case  he  would  increase  their 

number."^ 

But,  of  course,  the  competition  of  capital  in  general  for 
employment  is  of  a  different  character  from  the  competition 
of  machinery  for  employment  in  one  particular  trade.  The 
latter  may  push  a  particular  kind  of  labour  out  of  employ- 
ment altogether;  the  former  cannot  displace  labour  in 
general,  for  it  must  cause  an  increased  emplojrment  of  the 
makers  of  those  things  which  are  used  as  capital  And  in 
fact,  as  von  Thiinen  was  well  aware*,  capital  is  itself  an 
embodiment  of  labour,  and  the  substitution  of  capital  for 
labour  is  really  the  substitution  of  labour,  combined  with 
much  waiting,  in  the  place  of  other  forms  of  laboiur  combined 
with  little  waiting.  We  shall  return  to  this  subject  later  on. 
Ricardo  Ricardo  and  the  able  business  men  who  followed  in  his 

i^ere  wSe  ^ake  were  perfectly  familiar  with  the  practical  working  of 
^^^  this  Law  of  Substitution.  But,  perhaps  for  that  very  reason, 
action,  bnt  they  did  not  emphasize  it,  did  not  make  clear  the  important 

1  Der  ItolirU  Stoat,  II.  i.  p.  128.  He  argues  {ib,  p.  124)  that  tberefore  ''tbt 
rate  of  interest  is  the  element  by  which  the  relation  of  the  efficiency  of  capital  w 
that  of  human  labour  is  expressed";  and  finally,  in  words  which  have  reeently 
become  famous,  though  he  has  gained  but  little  credit  for  them,  he  says  (p.  Ifif : 
'*Die  Nutzung  des  zulezt  angelegten  Kapitaltheilchens  bestimmt  die  Hobe  ds 
Zinsfnsses."  He  had  already  (p.  %)  enunciated  a  general  law  of  DimimsUoc 
Return  for  successive  doses  of  capital  in  any  branch  of  production;  and  what 
he  says  on  this  subject  has  much  historic  interest,  though  it  does  not  ihav 
how  to  reconcile  the  fact  that  an  increase  in  the  capital  employed  in  an  iadamij 
may  increase  the  output  more  than  in  proportion,  with  the  fact  that  a  eoottnae' 
influx  of  capital  into  an  industry  must  ultimately  lower  the  rate  of  profits  eaiW 
in  it.  His  treatment  of  these  and  other  great  economic  prindplea,  thtm^ 
primitive  in  many  respects,  yet  stands  on  a  different  footing  from  his  faadfiil 
and  unreal  assumptions  as  to  the  causes  that  determine  the  aocunnilation  d 
capital,  and  as  to  the  relations  in  which  wages  stand  to  the  stock  of  capital  Fra 
these  he  deduces  the  quaint  result  that  tb<>  Natural  Rate  of  wagee  of  laboar  m 
the  geometric  mean  between  the  labourer's  necessaries,  and  that  share  ci  the  ptv- 
duct  which  is  due  to  his  labour  when  aided  by  capital.  By  the  Natural  Bal*  W 
means  the  highest  that  can  be  sustained:  if  the  labourer  were  to  get  mort  tfav 
this  for  a  time,  the  supply  of  capital  would,  von  ThUnen  argues,  be  so  checked  •• 
to  cause  him  in  the  long  run  to  lose  more  than  he  gained. 

«  Jb.  p.  127. 
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position  which  it  really  holds  in  their  doctrine  of  wages,  and  book  yi. 
did  not  even  trouble  themselves  to  work  out  its  more  remote     ^"' '' 
results.    And  consequently  when  the  application  of  mathe-  ^^^^9^  , 

.1  11/.  •  11/.  1  1     Boffidently 

matical  methods  of  expression  to  the  theory  of  wages  brought  explain  it. 
into  prominence  the  symmetrical  relations  between  the  laws 
of  demand  for  and  those  of  supply  of  labour,  it  seemed  to 
many  persons  that  a  great  and  substantive  new  discovery 
had  been  made.  Some  recent  writers  of  great  ability  have 
even  gone  so  far  as  to  put  forward  various  corollaries  of  the 
general  Law  of  Substitution  as  new  and  complete  theories  of 
wages  destined  to  supplant  the  results  obtained  by  the  older 
economists.  But  all  these  corollaries  are  really  nothing 
more  than  partial  explanations  of  the  action  of  the  forces 
that  determine  the  demand  for  labour. 

When  we  inquire  what  it  is  that  determines  the  marginal  it  contains 
efficiency  of  a  factor  of  production,  whether  it  be  any  kind  of  oiSyasmaU 
labour  or  material  capital,  we  find  that  the  solution  requires  ^J;^.*^^ 
a  knowledge  of  the  available  supply  of  that  factor,  and,  going  ^^^  **'!£!?♦ 
a  step  further,  of  the  causes  that  determine  that  supply.  Korern 
The  nominal  value  of  everjrthing,  whether  it  be  a  particular    **^* 
kind  of  labour  or  capital  or  anjrthing  else,  rests,  like  the 
keystone  of  an  arch,  balanced  in  equilibrium  between  the 
contending  pressures  of  its  two  opposing  sides.    The  forces 
of  demand  press  on  the  one  side,  those  of  supply  on  the 
other;  and  the  older  economists  seem  to  have  been  rightly 
guided  by  their  intuitions,  when  they  silently  determined 
that  the  forces  of  supply  were  those,  the  study  of  which  was 
the  more  urgent  and  involved  the  greater  diflSculty.    But  it 
most  be  confessed  that  their  partial  neglect  of  the  forces 
of  demand  has  given  occasion  to  much  confusion,  and  has 
obscured  important  truths. 

§  3.     Let  us  now  revert  to  the  position  in  which  the  Let  us 
theory  of  value  was  left  by  the  Physiocrats.     Their  argument  ^^ 
takes  no  account  of  the  existence  of  more  than  one  grade  of  J^^^^the 
labour ;  but  it  will  lose  little  of  its  simplicity  and  clearness  Piiysio- 
of  outline,  if  we  suppose  that  society  is  divided  into  a  number  modify 
of  horizontal  grades*,  each  of  which  is  recruited  from  the  su^Jos"* 
children  of  its  own  members ;  and  each  of  which  has  its  ^^^  ®*^ 
1  See  Book  v.  Cb.  vi.  §  7. 
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BOOK  VI.  own  standard  of  comfort,  and  increases  in  numbers  rapidly 

^fli'     when  the  earnings  to  be  got  in  it  rise  above,  and  shrinks 

gj^e  of     rapidly  when  they  fall  below  that  standard.     Let  us  suppose, 

its  own      then,  that  parents  can  bring  up  their  children  to  any  trade  in 

comfort,  *^  their  own  grade,  but  cannot  easily  raise  them  above  it  and 

Jj^^*®     will  not  consent  to  sink  them  below  it.     And  let  us  continue 

fixed.         to  suppose  that  changes  in  the  methods  of  production  and  in 

the  relative  proportions  of  its  various  branches  are  not  very 

rapid ;  so  that  the  supply  of  the  various  factors  of  production 

required  in  any  trade,  whether  they  be  human  agents  or 

material  appliances,  can  always  be  adjusted  pretty  closely  to 

the  demand  for  them. 

Then  the  On  these  suppositions  the  normal  wage  in  any  trade  is 

of  supply"  that  which  is  suflScient  to  enable  a  labourer,  who  has  normal 

^^^®^j  regularity  of  employment,  to  support  himself  and  a  fiBunily 

payment     of  normal  size  according  to  the  standard  of  comfort  that  is 
for  the  ser-  ,.        ,  ,  i-,,.  111  •- 

vices  of      normal  m  the  grade  to  which  his  trade  belongs;  it  is  not 

of  labonr    dependent  on  demand  except  to  this  extent,  that  if  there 

were  no  demand  for  the  labour  of  the  trade  at  that  wage 

the  trade  would  not  exist.     In  other  words  the  normal  wage 

represents  the  expenses  of  production  of  the  labour  acoordiiig 

to  the  ruling  standard  of  comfort,  and  is  a  fixed  quantity  so 

long  as  that  standard  is  fixed ;  the  influence  of  demand  is 

only  to  determine  the  number  of  those  who  are  brought  into 

the  trade,  and  not  their  rate  of  wages. 

and  for  the        Let  US  retain  for  the  present  the  assumption  made  by 

capitol;      ^^^  Physiocrats  that  there  is  a  natural  rate  of  interest  to 

which  the  supply  of  capital  steadily  and  quickly  adjust? 

itself,  increasing  rapidly  whenever  the  rate  of  interest  ifl 

above  this  level  and  shrinking  again  whenever  it  fidls  bdow 

this  level. 

whUe  the  The  tendency  of  every  one  to  select  the  best  means  for 

demand  ^  attaining  his  own  ends  (or,  in  more  technical  phrase,  the 

mine^^    operation  of  the  Law  of  Substitution),  acting  gradually  but 

TuT'***     constantly  under  almost  stationary  conditions  would   tht-n 

several       have  caused  each  several  kind  of  labour  or  machinery,  tc 

X£h  ^^  other    agent  of   production   to  be   used   for  each  sevend 

pioymen™  purpose  until  its  further  use  was  no  longer  remuneratiT<? . 

Jites*"      each  branch  of  production  would  have  been  extended  until  it 
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80  fiar  satiated  the  wants  which  it  was  directed  to  meet,  that  book  vi. 
no  fturther  supply  of  its  products  would  be  sold  on  such  ^"'  '* 
terms  as  to  pay  their  expenses  of  production ;  and  meanwhile 
the  emplojnnent  of  each  several  agent  in  each  branch  of 
production  would  have  been  extended  until  full  advantage 
had  been  taken  of  its  special  fitness  for  the  work ;  its  use 
would  cease  only  when  there  remained  nothing  that  could  be 
done  by  it  better,  or  more  cheaply,  than  by  other  means. 

§  4.     In  the  last  Section  we  assumed  that  the  supply  of  Next  sup- 
each  of  these  agents  of  production  conformed  itself  to  the  the  supply 
demand  by  increasing  rapidly  when  the  price  to  be  got  for  it  SgSj^  °*^* 
was  above  a  certain  fixed  level,  and  shrinking  rapidly  when  J^Jhe** 
the  price  was  below  that  level.     But  now  let  us  assume  that  j  »  ^ 
this  level  is  not  fixed,  but  depends  on  the  amount  demanded;  relation 
(or,  in  more  technical  language,  that  it  has  a  supply  schedule  the^ount 
of  the  same  character  as  those  for  particular  commodities,  ^^JS^  **' 

with  which  we  are  already  familiar).     On  this  assumption,  as  ^^se 

sffents  ftnd 
on  those  of  the  last  section,  the  limit  or  "margin"  at  which  the  price  at 

the  use  of  any  one  of  these  agents  of  production  terminates,  Zm  be 

and  the  aid  of  another  is  substituted  for  it  in  any  branch  of  ^^P^^®^' 

production,  is  found  where  the  relative  eflSciencies  of  these 

two  agents  are  proportionate  to  their  relative  costs. 

Again,  we  suppose  that  we  know  the  whole  amount  of 

each  agent  of  production  for  which  there  is  a  demand  at 

each  particular  price  (or,  in  other  words,  that  there  is  a 

demand   schedule  for  it).    As  before,  this  amount  is  the 

aggregate  of  the  several  amounts  that  are  demanded  at  that 

price  for  each  trade  in  which  the  agent  is  used.     The  demand 

for  it  in  each  trade  is  directly  dependent  upon,  and  derived 

fix)m,  the  demand  for  the  commodities  made  by  the  trade ;  and 

this  in  its  turn  is  determined  by  the  eagerness  of  purchasers 

for  those  commodities  and  the  amount  of  purchasing  power 

at  their  disposal.    And,  as  before,  the  tendency  of  every  one 

to  select  the  best  means  of  attaining  his  own  ends  (or,  in  other 

words,  the  action  of  the  Law  of  Substitution),  limits  the  use 

of  each  agent  to  those  purposes  for  which  it  was  at  least  as 

eflBcient  as  any  other,  in  proportion  to  the  price  that  had  to 

be  paid  for  it*. 

I  As  we  have  seen  (Book  t.  Ch.  iv.  f  8]  producers  will  not  proceed  all  by  the 
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BOOK  yi.  The  production  of  every  commodity  is  carried  forward  up 
^^  '•  to  that  limit  or  margin  at  which  there  is  equilibrium  betwea 
then  the  the  forces  of  demand  and  supply ;  that  is,  the  limit  at  ^lich 
and  prices  any  further  production  would  bring  in  less  than  a  remunen- 
several  ^^^^  price.  The  amount  of  the  commodity  and  its  price,  the 
pSSSc^n  ^J^o^^^s  of  the  several  footers  or  agents  of  production  used 
m^taaig  in  making  it,  and  their  prices — all  these  elements  mutoaDy 
one  determine  one  another,  and  if  an  external  cause  should  alt& 

^^  ^'     any  one  of  them  the  effect  of  the  disturbance  extends  to  all 

the  others. 

Parallel  Just  in  the  same  way,  when  several  balb  are  lying  in  a 

^^°^^    bowl,  they  mutually  determine  one  another's  positions;  and 

physice.      again  when  a  heavy  weight  is  suspended  by  several  elastic 

strings  of  different  strengths  and  lengths  attached  to  difier^t 

points  in  the  ceiling,  the  equilibrium  positions  of  all  die 

strings  and  of  the  weight  mutually  determine  one  another. 

If  any  one  of  the  strings  that  is  already  stretched  is  shortened, 

everything  else  will  change  its  position,  and  the  length  and 

the  tension  of  every  other  string  will  be  altered  also. 

But  while         §  5.     Here  however  we  must  call  to  mind  a  fundamental 

2J***^    difference  between  earnings  and  interest  on  the  one  hand, 

interest  are  ^^^d  j.^ut  q^  ^\^q  other.    For  rent  ia  not  one  of  these  mutuallr 

among  the 

elements  determining  elements,  but  is  determined  by  them :  the  rent 
ally  deter-  or  Producer's  Surplus  of  a  differential  advantage,  not  made 
anoUiOT,^  by  man,  is  the  excess  value  of  the  return  which  can  be  got 
i?fa  dte^V  by  i^  ^^  where  labour  and  capital  are  applied  with  nonnal 
mined  i^    ability  up  to  the  marmi  of  profitableness  over  that  which 

theothers.     ,        "^      ^  ,  ,  P.  f    ,  .,.,  ,,  -^         i- 

the  same  labour,  capital  and  ability  would  get  if  workn^ 
without  the  aid  of  any  such  advantage. 

Thus  the  central  problem  of  Distribution  and  Exchange 
is  concerned  with  the  determination  of  earnings  and  interest 
and  the  values  of  commodities.  These  being  known,  and  the 
resources  of  nature  and  the  arts  of  production  being  given, 

same  rente.  One  fanner  wiU  nse  more  chemical  manures,  and  another  win  pn 
more  care  to  his  farmyard  manures;  one  mannfactnrer  wiU  apply  machinery  wte»- 
OTer  he  can  do  so  with  a  fair  prospect  of  saocess,  and  another  only  wfaeo  its  vm 
is  certain  to  he  advantageous.  And  therefore  the  houndaiy  of  the  proAtaUe 
application  of  capital  and  labour  in  making  a  thing  is  not  to  be  regarded  as  s 
point  on  any  one  fixed  route,  but  as  a  line  of  irregular  shape  cutting  one  after 
another  every  possible  route  by  which  produoen  can  proceed. 
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the  data  are  supplied  from  which  the  Producer's  Surplus  book  ti. 
afforded  by  any  difTerential  advantage  can  be  calculated  by  ^'^' 
a  mere  arithmetical  process:  though  it  still  remains  for 
""  particular  human  institutions/'  to  use  Mill's  phrase,  to 
determine  whether  this  surplus  shall  become  private  pro- 
perty; and  if  so,  whether  it  shall  lie  held  in  single  or  joint 
ownership,  and  whether  the  title  to  it  shall  be  absolute  or 
subject  to  special  conditions. 
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CHAPTER  II. 

PRELIMINARY  SURVEY  OF  DISTRIBUTION  AND   EXCHANGE, 
CONTINUED. 

BOOK  yi.         §  !•    In  the  account  given  in  the  last  Chapter  of  the 
<^°'"'    demand  for  the  several  Agents  of  production,  it  was  indicated 
The  that  the  ultimate  demand  for  each  depended  on  the  co- 

S^^er     operation  of  the  others  in  raising  the  joint  product  of  their 
mentethe  '^^^^ 5  ^^  ^  State  the  case  even  more  broadly,  that  the  de- 
last,  mand  for  each  is  in  a  great  measure  governed  by  the  supply 
of  the  others.    The  present  Chapter  will  be  devoted  to 
examining  this  dependence  more  closely,  and  studying  the 
mutual  relations  of  the  two  &cts,  firstly,  that  the  demaod 
for  each  Agent  increases  generally  with  the  supply  of  otheis, 
and  secondly,  that  the  demand  for  it  is  lessened  when  any  of 
those  others  can  profitably  be  substituted  for  it. 
Theacgre-        The  labour  and  capital   of  the  country,  actinxr  on  its 

«**«Net  ^        ,  /  11  i   •       -k/I 

prodactof  natural  resources,  produce  annually  a  certam  Net  aggre- 

of  product  gate  of  commodities,  material  and  inmiaterial,  including 

^^»S*  services  of  all  kinds*.     This  is  the  true  net  annual  income, 

Ditfidend.  or  revenue,  of  the  country ;  or,  as  we  may  say,  the  National 

Dividend.   It  is  of  course  unimportant  whether  we  estimate 

it  for  a  year  or  for  any  other  period ;  the  important  point  w 

that  it  is  a  continuous  stream  alwajrs   flowing,  and  not  a 

reservoir  or  store,  or  in  the  narrower  sense  of  the  word  a 

"Fund"  of  capital «. 

The  terms  National  Income  and  National  Dividend  arv 

1  See  Book  n.  Ch.  n.  and  v. 

^  lu  Prof.  Newoomb'B  words  it  is  a  Flaw  and  not  a  Fond.    (See  his  P^Htiemi 
Economy  f  Bdok  iv.  Ch.  i.) 
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convertible ;  only  the  latter  is  the  more  convenient  when  we   book  vi. 
are  looking  at  the  National  Income  in  the  character  of  the     ^°'°' 
sum  of  the  new  sources  of  enjoyments  that  are  available  for 
Distribution. 

The  word  Net  has  of  course  no  fixed  meaning:  it  merely  The  signi- 
indicates  that  certain  deductions,  specified  in  the  context, thetwm 
have  to  be  made.     In  this  particular  case  it  indicates  that  ^*** 
the  aggregate  of  commodities  produced  during  the  year  is 
estimated  so  as  to  allow  for  the  replacement  of  raw  material 
consumed  during  the  year  and  for  the  wear  and  tear  of 
machinery.     But  no  corresponding  reduction  ia  made  for  the 
wear  and  tear  of  human  agents  of  production ;  because  the 
earnings  of  labour  are  commonly  estimated  gross,  that  is, 
without  any  allowance  for  the  ageing  and  exhaustion  of  the 
worker. 

It  is  to  be  understood  that  the  share  of  the  National  Farther 
Dividend,  which  any  particular  industrial  class  receives  ti^^. 
during  the  year,  consists  either  of  things  that  were  made 
during  the  year,  or  of  the  equivalents  of  those  things.  For 
many  of  the  things  made,  or  partly  made,  during  the  year 
are  likely  to  remain  in  the  possession  of  capitalists  and 
undertakers  of  industry  and  to  be  added  to  the  stock  of 
capital ;  while  in  return  they,  directly  or  indirectly,  hand  over 
to  the  working  classes  some  things  that  had  been  made  in 
previous  years. 

The  ordinary  bargain  between  labour  and  capital  is  that  The  sense 
the  wage-receiver  gets  command  over  commodities  in  a  form  is  tme 
ready  for  immediate  consumption,  and  in  exchange  carries  JJ^^^ 
his  employer's  goods  a  stage  further  towards  being  ready  for  5'^'*^'^^ 
immediate  consumption.    But  while  this  is  true  of  most  advances 
employ^,  it  is  not  true  of  those  who  finish  the  processes  of  capital, 
production.     For  instance,  those  who  put  together  and  finish 
watches,  give  to  their  employers  far  more  commodities  in  a 
form  ready  for  immediate  consumption,  than  they  take  from 
them.     And  if  we  take  one  season  of  the  year  with  another, 
30  as  to  allow  for  seed  and  harvest  time,  we  find  that  work- 
men as  a  whole  hand  over  to  their  employers  more  finished 
commodities  than  they  receive  as  wagea  But — to  say  nothing 
>f  machinery  and  factories,  of   ships  and   railroads — the 

36-2 
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BOOK  VI.  houses  loaned  to  workmen,  and  even  the  raw  materials  m 

^°'°*    various  stages  which  will  be  worked  up  into  commodities 

consumed   by  them,  represent  a  fistr   greater  provision  of 

capital  for  their  use  than  the  equivalent  of  the  advances 

which  they  make  to  the  capitalist,  even  when  they  woA  for 

a  month  for  him  before  getting  any  wages.     And  in  this 

sense  we  are  justified  in  saying  that  the  earnings  of  Wxwr 

depend  upon  advances  made  to  labour  by  capitals 

The  The  Net  aggregate  of  all  the  commodities  produced  is 

Diddend    itself  the  true  source  from  which  flow  the  demand  price 

TOMw"^^*  for  all  these. commodities,  and  therefore  for  the  agents  of 

o'dOTtt^d  production  used   in   making  them.    Or,  to  put  the  same 

agento  of    thing  in  another  way,  this  National  Dividend  is  at  once  the 

tion.'^      aggregate  Net  product  of,  and  the  sole  source  of  payment 

for,  all  the  agents  of  production  within  the  country :  it  is 

divided  up  into  Earnings  of  labour.  Interest  of  capital,  and 

lastly  the  Producer's  Surplus,  or  Rent,  of  land  and  of  other 

differential  advantages  for  production.    It  constitutes  the 

whole  of  them  and  the  whole  of  it  is  distributed  among 

them;  and  the  larger  it  is,  the  larger,  other  things  being 

equal,  will  be  the  share  of  each  agent  of  production*. 

1  See  the  remarks,  in  the  Note  at  the  end  of  the  chapter,  on  the  propoatiac 
that  **  Industry  is  limited  by  capital.*' 

>  It  is  to  be  understood  that  the  excess  of  Ftofits  over  Interest  is  ben  prom- 
sionally  reckoned  among  Earnings,  subject  to  a  stricter  analysis  at  a  later  itacv 
Also  that  Earnings,  Interest  and  Bent  aye  interpreted  broadly,  so  as  to  incla^  aO 
those  commodities  which  a  person  prorides  for  himself  by  his  own  laboor  <r 
derives  from  the  Usance  of  his  own  wealth  (oomp.  Book  n.  Ch.  r.).  It  w«bM 
indeed  be  more  consistent  with  precedent  tacitly  to  omit  these  oomiDoditiM  froK 
both  sides  of  the  acooont;  bnt  unless  that  is  done  thorooghly  and  coogiitaBtly— 
and  it  is  apt  not  to  be — ^it  leads  to  grave  inaocnrades. 

Speaking  broadly,  taxes  may  be  regarded  as  those  parts  of  the  Natianal  Divi- 
dend which  the  commonity  elects  to  devote  to  the  expenses  of  CtovemsMat;  tbr 
share  of  taxes  which  the  merchant  pays  may  be  regarded  as  coming  <mt  <d)m 
profits,  those  which  the  working-man  pays  as  coming  oat  of  his  wages;  and  so  oa 
There  are,  however,  some  cases  in  which  it  is  convenient  to  regard  taxes  v 
a  distinct  share  of  the  Dividend;  and  to  regard  the  other  shares  as  aodifr^ 
accordingly. 

We  may  soppose  that  share  of  the  National  Dividend  which  goes  as  raal  tt 
be  set  on  one  side;  and  then  there  remains  what  would  be  produced  by  laboor  ni 
capital  if  they  were  all  applied  nnder  conditions  no  more  fitvooimbk  than  thff« 
nnder  which  they  are  applied  at  the  margin  of  ^ofltable  empkyment;  sai  ■ 
proposal  was  made  in  the  Economics  of  Indu9try  (Book  n.  Ch.  rr.)  thai  ti» 
shoold  be  called  the  Waget-and-ProfiU-Fund,  or  the  Earmnffa-tutd-Imtervat-f^i^ 
These  terms  were  soggested  in  order  to  emphasize  the  opinion  that  the  i 
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§  2.     Other  things  being  equal,  the  larger  the  supply  of  book  vi. 
any  agent  of  production,  the  further  will  it  have  to  push  its     ^'  °' 
way  into  uses  for  which  it  is  not  specially  fitted,  and  the  Anmcrease 
lower  will  be  the  demand  price  with  which  it  will  have  to  supply  of 
be  contented  in  those  uses  ^n  which  its  employment  is  on  ^  i^^, 
the  verge  or  margin  of  not  being  found  profitable ;  and,  in  so  ^^ 
fer  as  competition  equalizes  the  price  which  it  gets  in  all  ^"^ 
uses,  this  price  will  be  its  price  for  all  uses.     The  extra  pro-  price  J 
duction  resulting  firom  the  increase  in  that  agent  of  produc- 
tion will  go  to  swell  the  National  Dividend  and  other  agents 
of  production  will  benefit  thereby:  but  that  agent  itself  will 
have  to  submit  to  a  lower  rate  of  pay. 

For  instance,  if  without  any  other  change,  capital  increases 
£Gist,  the  rate  of  interest  must  fall;   if  without  any  other 
change  the  number  of  those  ready  to  do  any  particular  kind 
of  labour  increases  their  wages  must  fall.     In  either  case  to  the 
there  will  result  an  increased  production,  and  an  increased  SSefit 
National  Dividend:  in  either  case  the  loss  of  one  agent  of  ^^^ 
production  must  result  in  a  gain  to  others ;  but  not  neces- 
sarily to  all  others.    Thus  the  opening  up  of  rich  quarries  of  but  not 
slate  or  the  increase  in  numbers  or  eflSciency  of  quarrymen,  ot  aiL 
or  any  other  cause  that  lowered  the  supply-prices  for  slates, 
would  tend  to  improve  the  houses  of  all  classes;  and  it 
would  tend  to  increase  the  demand,  and  raise  the  demand- 
price  for  bricklayers'  and  carpenters'  labour;  but  it  would 
be  likely  to  injure  the  makers  of  roofing  tiles  as  producers 
of  building  materials,  more  than  it  benefited  them  as  con- 

" Wagee-Fond  Theory"  (see  Note  at  the  end  of  this  chapter),  however  it  might  be 
purified  from  the  Tulgar  errors  which  had  grown  up  around  it,  still  erred  in  sug- 
gesting that  earnings  and  interest  (or  wages  and  profits)  do  not  stand  in  the  same 
relation  to  the  National  Diyidend.  For  although  nearly  cTerything  that  is  true 
and  important  in  the  Wages-Fund  Theory,  as  applied  to  normal  toageSf  remains 
tme  if  Uiron^ont  Profits  are  written  for  Wages,  and  Wages  for  Profits,  yet  the 
title  of  the  theory,  as  well  as  the  way  in  which  it  was  applied,  appeared  to 
(Awcure  this  fundamental  symmetry.  It  seemed  therefore  worth  while  to  adopt 
ft  new  catch- word  which  should  emphasize  this  symmetry. 

Experience  has  howerer  shown  that  the  term  "Earnings  and  Interest  Fund  " 
is  apt  to  be  misunderstood.  For,  firstly,  a  Fund  suggests  the  notion  of  a  re- 
serroir  of  stored-up  wealth,  and  not  a  stream,  or  flow,  of  new  production:  and, 
•ecoiidly,  the  proposal  to  put  rent  aside  while  we  are  considering  how  earnings 
and  interest  are  determined,  has  been  found  to  suggest  that  rent  is  determined 
first  and  then  takes  part  in  determining  earnings  and  interest;  and  this  is,  of 
comne,  the  opposite  of  what  really  occurs. 
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BOOK  VI.  sumers.      The   increase  in   the  supply  of  this  one  agent 

^' "'     increases  the  demand  for  many  others  by  a  little,  and  for 

some  others  by  much ;  but  for  some  it  lessens  the  demand 

The  state-         §  3.     This  twofold  action  of  an  increase  in  the  supply  of 

waglL'tfflttd  ^^®  agent  of  production  on  th^  demand  for  others  may  be 

the^N^      seen  more  clearly,  if  we  now  pass  to  express  in  another  way 

prodnct      that  application  of  the  Law  of  Substitution  to  the  theory  of 

worker's     Distribution  which  we  have  considered  in  the  last  Chapt^. 

true,'*'*^    and  borrow  a   phrase    on   which    much    stress    has    be«i 

laid  by  many  recent  writers.    It  is  that  free  competitioD 

tends  in  the  direction  of  making  each  man's  wages  equal  u> 

the  Net  product  of  his  own  labour,  or  (as  is  sometimes  less 

accurately  said)  the  Discounted  value  of  the  produce  of  his 

labour. 

We  may  begin  with  the  latter  phrase.  To  interpret  it  at 
all,  we  must  take  a  very  simple  case.  Suppose  that  a  thing 
is  made  by  one  kind'  of  labour  alone;  that  this  labour 
does  not  require  any  appreciable  amount  of  Superintendence, 
nor  the  aid  of  any  capital  except  that  which  is  advanced  in 
the  payment  of  wages.  Suppose  that  this  capital  has  been 
advanced  gradually,  some  of  it  a  short  time,  some  a  l<H)g 
time,  but  on  the  average  about  half-a-year  before  the  thii^ 
is  ready  for  sale.  Let  the  rate  of  interest  for  six  months^, 
allowing  for  risk,  be  three  per  cent.  Then  if  the  thing  can 
be  sold  for  £103,  its  Discounted  value  half-a-year  befi^ehand 
will  be  £100.  And  the  competition  of  employers  among 
themselves  will  tend  to  make  the  wages  of  those  who  made 
it  equal  to  this  Discounted  value  of  £100. 
when  care-  But  a  case  as  simple  as  this  never  occurs  in  practice, 
ppeted?*^*The  earnings  of  many  different  kinds  of  industry,  one  i»f 
which  IB  almost  always  the  (Gross)  Earnings  of  Management, 
enter  into  the  expenses  of  production,  and  therefor^  into 
the  price,  of  almost  everything  that  is  sold;  and  in  c«der 
to  deduce  the  earnings  of  one  of  these  kinds  of  labour  from 
the  price  of  the  product,  we  must  find  out  not  only  the 
interest  on  the  capital  employed  but  also  the  earnings  of  tht 
other  kinds  of  industry,  and  deduct  them  all  from  the  vaioe 
of  the  produce  raised.  We  cannot  therefore  speak  with 
perfect  accuracy  of  the  Discounted  value  of  the  work  of 
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labour;  but  we  may  still  speak  of  the  Net  product  of  labour,  book  ti. 
In  the  phrase  "the  Net  product  of  a  machine"  the  word  ^'"^ 
"  Net "  is  interpreted  to  mean  that  from  the  value  of  the  work 
that  it  does,  deductions  are  to  be  made  for  the  expenses  of 
working  it,  including  (Qross)  Earnings  of  Management.  And, 
in  like  manner,  the  Net  product  of  a  man's  labour  is  the 
value  of  the  produce  which  he  takes  part  in  producing  after 
deducting  all  the  other  expenses  of  producing  it. 

There  is  a  simple  method  of  getting  at  the  Net  produce 
of  a  man's  labour  which  will  help  to  give  us  clearer  notions ; 
though  it  cannot  be  applied  practically  to  all  casea  It  is  to 
suppose  that  an  employer  is  in  doubt  whether  he  has  enough 
labour  to  turn  his  stock,  machinery  and  other  trade  appli^ 
ances  to  good  account ;  and  whether  he  could  not,  by  hiring 
one  more  man,  increase  the  production  by  more  than  the 
equivalent  of  his  wages,  without  having  to  supply  additional 
capital  in  any  other  way.  A  sheep  farmer,  for  instance, 
may  be  in  doubt  whether  his  staff  of  shepherds  is  suffi- 
cient. He  may  find  that  if  he  hired  an  additional  man, 
without  making  any  other  change,  so  many  more  lambs 
will  be  kept  alive,  and  the  flocks  generally  so  much  better 
cared  for,  that  he  may  expect  to  send  to  market  twenty 
more  sheep  every  year.  This  will  require  no  extra  plant 
on  which  interest  has  to  be  charged;  and  the  man  may 
be  supposed  to  save  the  farmer  himself  just  as  much 
trouble  in  some  ways  as  he  gives  in  others,  so  that  nothing 
has  to  be  allowed  for  Earnings  of  Management.  Then  the 
Net  produce  of  that  shepherd's  labour  will  be  twenty  sheep: 
if  the  fiurmer  can  hire  him  for  the  price  of  twenty  sheep, 
he  will  decide  to  do  so ;  otherwise  not ;  the  shepherd  who  is 
on  the  margin  of  not  being  employed — the  marginal  shep- 
herd, as  we  may  call  him — adds  to  the  total  produce  a 
Net  value  just  equal  to  his  own  wages.  And  though  the 
form  may  be  different,  the  substance  of  the  problem  is  the 
same  in  every  other  industry:  the  wages  of  every  class  of 
labour  tend  to  be  equal  to  the  produce  due  to  the  additional 
labour  of  the  marginal  labourer  of  that  class  \ 

1  This  method  of  estimating  the  Net  prodnce  of  a  man's  labour  is  not  easily 
■{iplicable  to  indostries  in  which  a  great  deal  of  capital  and  eifort  has  to  be 
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BOOK  VI.         The  doctrine  that  the  earnings  of  a  worker  tend  to  be 
^•^'*    equal  to  the  Net  produce  of  his  work,  is  certainly  useful  in 
The  its  place,  in  spite  of  the  fact  that  by  itself  it  has  no  real 

Qse  of        meaning;  since  in  order  to  estimate  "Net  produce,"  we  have 
mcompiete  ^  *^®  *>r  granted  all  the  expenses  of  production  of  Uie 
^^        commodity  on  which  he  works,  other  than  his  own  wages. 
But  it  is  always  a  difficult  task  to  hold  in  mind  at  one  and 
the  same  time  all  the  actions  and  reactions  of  a  great  num- 
ber of  causes  which  mutually  determine  one  another;  and 
although  the  able  business  man  acquires  a  sort  of  instinct 
that  enables  him  to  do  it  as  regards  his  own  afiEairs^  while 
much  of  the  higher  training  of  science  is  devoted  to  acquirmg 
a  more  general  power  of  the  kind;  yet  everyone  finds  his  task 
lightened,  when  he  is  able  to  break  up  a  difficult  problan, 
and  to  take  one  part  of  it  at  a  time.     The  strain  necesBarih 
involved  by  the  problem  of  Distribution  and  Exchange,  is  so 
great  that  we  should  avail  ourselves  of  every  aid. 
Waffes  of  a       §  4.     We  may  then  say  that,  since  the  wages  of  aaj 
pwlwS^  worker,  say  for  instance  a  shoemaker,  tend  to  be  equal  to  the 
proi^on-   jjg^  product  of  his  labour :  and  since  the  wages  of  all  workers 
terms  of     in  the  same  grade  tend  to  be  equal  to  one  another :  therefore 
prodaots     in  a  State  of  equilibrium  every  worker  will  be  able  with  the 
^ Se^B^e  earnings  of  a  hundred  days'  labour  to  buy  the  Net  products 
^'^^        of  a  hundred  days*  labour  of  other  workers  in  the  same  grade 
with  himself,  selecting  them  in  whatever  way  he  chooses,  so 
as  to  make  up  that  aggregate  sum. 
or  of  other        If  the  normal  earnings  of  workers  in  another  grade  were 
^'^^^'      half  as  high  again  as  his  own,  the  shoemaker  would  have  to 
spend  three  days'  wages  in  order  to  get  the  Net  product  of 
two  days'  labour  of  a  worker  belonging  to  that  grade;  and 
so  in  proportion. 
The  de.  Thus,  other  things  being  equal,  every  increase  in  the  Net 

ofwi^    efficiency  of  labour  in  any  trade,  including  his  own,  will  raise 
efficiency    ^  ^^^  Same  proportion  the  real  value  of  that  part  of  his 
of  labour,    wages  which  the  shoemaker  spends  on  the  products  of  that 
trade;  and  other  things  being  equal,  the  equilibrium  level 

iiiTested  in  gradnally  building  up  a  trade  oonneetion,  and  espedaOj  if  tbtf  art 
each  as  obey  the  Law  of  Increasing  Betnm.  It  it  hardly  worth  while  to  ite^ 
theee  diffleolties  in  detail  here,  for  they  are  technical  and  intiioate.  A  | 
accoont  of  them  has  been  given  in  Book  t.  Ch.  zi. 
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of  the  real  wages  of  the  shoemaker  depends  directly  on,  book  vi. 
and  varies  directly  with,  the  average  increase  in  the  eflSciency  ^'"^ 
of  the  trades,  including  his  own,  which  produce  those  things 
on  which  he  spends  his  wages*.  Conversely,  if  any  trade 
rejects  an  improvement  by  which  its  efficiency  could  be 
increased  ten  per  cent.,  it  inflicts  on  the  shoemaker  an  injury 
measured  by  ten  per  cent,  of  that  part  of  his  wages  which 
he  spends  on  the  products  of  that  trade. 

Again  the  shoemaker  will  gain  by  anything  that  changes  There- 
the  relative  positions  of  different  grades  in  such  a  way  as  to  between 
raise  his  grade  relatively  to  others.    In  particular,  if  those  gj^^e^ 
grades  which  are  occupied  chiefly  with  the  tasks  of  managing  f^P^y  ^ 
businesses  whether  manu£Eu:turing,  trading  or  any  other,  alnuty 
should  receive  so  great  an  influx  from  other  grades,  that  the  ^^^  of^ 
Earnings  of  Management  are  lowered  permanently  relatively  JJ^^ 
to  the  earnings  of  manual  work,  there  will  be  a  rise  in  the 
Net  product  of  every  kind  of  manual  labour;  and,  other 
things  being  equal,  the  shoemaker  will  get  more  of  every 
commodity  on  which  he  spends  those  wages  that  represent 
his  own  Net  product 

The  same  is  true  of  an  increase  in  the  accumulations  of  and  so  does 
capital,  which  causes  a  fiadl  in  the  rate  of  interest.    It  will  ^^^^Sl^ 
diminish  the  amount  that  has  to  be  deducted  from  the  gross  '>^*niti»*«Jy- 
product  of  the  shoemaker  s  work,  in  order  to  find  the  Net 
product:  it  will  thus  increase  the  Net  product  of  his  work, 
and  indeed  that  of  workers  in  all   other  grades.    It  will 
increase  the  purchasing  power  of  a  week's  wages  to  him 
whether  he  spends  them  on  the  product  of  his  own  trade  or 
any  other. 

§  5.     But  it  must  be  noticed  that  we  have  just  been  Bnt  its 
speaking  of  the  ultimate  effect  of  a  £bi11  in  the  rate  of  interest,  effect  may 
and  that  its  immediate  effect  may  be  different.     For  a  fall  in  J^^°' 
the  rate  of  interest  always  rives  an  advantage  to  roimdabout  ^^^  ^ 
methods  of  production  over  direct  methods.     If  the  manu-  labomr  at  a 
&cturer  finds  that  he  can  borrow  money  to  buy  machinery  at  tage. 
a  low  rate  of  interest,  he  will  substitute  machine-work  for 

^  This  neglects  Uie  fact  that  their  consmnption  would  prohably  be  increased 
hy  a  fan  in  the  price  of  the  product.  To  take  aoooont  of  that  we  ought  to 
estimate  the  gain  of  Consumers'  Rent  on  the  plan  adopted  in  Book  t.  Ch.  xn. 
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BOOK  VI.  hand-work  in  operations  for  which  he  would  have  retained 
^°'"'  hand-work  if  he  had  had  to  pay  a  higher  rate*.  In  other 
words^ore  of  his  outlay  will  take  the  form  of  payments  for 
the  work  of  engineers  (as  well  as  for  the  sacrifices  of  tboae 
who  "  wait "  for  the  enjoyments  over  which  they  have  ob- 
tained command,  and  who  thus  accumulate  capital).  Tb^re 
will,  therefore,  be  an  increased  demand  for  engineers'  work, 
and  a  diminished  demand  for  shoemakers'  work ;  and  for  a 
time  engineers'  wages  are  likely  to  be  above,  and  shoemakers' 
wages  below  their  normal  level.  But  this  inequality  will  tx 
once  bring  into  action  forces  tending  to  redress  itselE  More 
parents  will  bring  up  their  children  to  the  engineers'  trade 
and  less  to  the  shoemakers'  trade ;  and  when  equilibrium  has 
again  been  reached,  the  wages  of  shoemakers  will  again  stand 
to  those  of  engineers  in  about  the  same  proportions  as  the 
difficulties  of  their  several  tasks.  The  shoemakers,  in  com- 
mon with  all  others,  will  then  gain  the  benefit  of  a  diminish- 
ed  rate  of  charge  for  the  capital  that  is  used  in  making  the 
shoes  and  the  other  things  which  they  consume*. 
Shoe-  Again,  an  improvement  in  shoemaking  machinery,  which 

^®^  makes  it  more  efficient  or  less  costly,  will  tend  to  cause  it  to 
te^.  supplant  hand- work,  just  in  the  same  way  as  a  fall  in  the  nXe 
injured  by  of  interest  doea  It  will  benefit  all  trades,  in  so  &r  as  they 
mente^Si  are  Consumers  of  shoes ;  and  it  will  benefit  engineers  for  a 
Sat^caa'^  time  by  causing  an  increased  demand  for  their  labour,  just 
supplant     as  a  fell  in  the  rate  of  interest  would ;  but  the  shoemakers 

hand-  ,  ,  ' 

work;        will  suflTer  for  a  time  at  least,  as  we  saw  they  would  in  the 

1  We  may  again  refer  to  Book  vi.  Ch.  v.  §  3. 

s  This  is  indeed  subject  to  one  correction.  It  might  happen  tiiat  the  task  of 
sewing  boots  and  shoes  was  specially  adapted  to  the  character  of  a  limited  nsadNr 
of  each  generation  of  workers.  Those  who  had  a  natural  aptitude  and  Ukiac  tat 
such  careful  monotonous  sedentary  T^ork,  might  find  that  the  sboemakiiig  anl  • 
few  similar  trades  offered  a  field  of  employment  in  which  they  were  at  a  graag 
advantage,  or  a  less  disadvantage,  relatively  to  other  workers,  than  in  aay  otkcr 
trades.  In  that  case  the  shrinkage  of  this  field  of  employment,  remltiiig  trm. 
a  large  use  of  shoemaking  machinery,  might  have  caused  this  field  to  be  pemft- 
nenUy  overcrowded,  and  might  have  permanently  lowered  the  normal  vif«s  d 
workers  with  this  particular  cast  of  faculties,  relatively  to  other  wcnicen.  Aad.  is 
so  far  as  the  grade  to  which  any  occupation  belongs  depends  on  the  rarity  of  tk 
natural  faculties  required  in  it,  relatively  to  the  aggregate  demand  Cor  tbost 
faculties,  the  work  of  sewing  shoes  would  have  been  put  down  to  a  aumato 
lower  grade  than  that  in  which  it  would  have  found  its  place  had  there  beea  a* 
machinery. 
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last  case.     On  the   other  hand,   an   improvement   in   the  book  vi. 
machinery  which  makes  such  parts  of  shoes  as  are  seldom     °°' "' 
or  never  made  by  hand,  will  lower  the  supply-price  of  shoes,  but  they 
and  will  cause  an  increased  demand  for  them,  and  therefore  ^rove- 
for  the  work  of  shoemakers.     And  they  will  therefore  tem-  ^hine 
porarily  gain  by  the  change  an  even  greater  increase  in  the  t^*  assists 
demand  for  their  labour  than  the  engineers  do;  while  as 
consumers  of  shoes  they  will  get  their  small  share  in  the 
general  gain  that  results  from  the  greater  ease  with  which 
shoes  are  produced. 

A  similar  effect  to  this  last  would  be  caused  by  larger  and  by 
and  cheaper  supplies  of  leather  such  as  would  result  from  S^^Sef 
the  opening  up  of  improved  means  of  communication  with  ^J^ 
new  countries.     And  this  illustrates  the  general  truth  that,  Wther. 
since  England,  with  her  large  population  and  small  territory, 
has  to  buy  much  food  and  raw  material  from  abroad,  a  very 
large  part  of  the  services  on  which  the  English  working 
classes  spend  their  wages,  are  those  of  sailors  and  railway- 
men,  of  shipbuilders  and  makers  of  steel  rails,  and  of  those 
who  have  supplied  the  capital  by  which  the  ships,  railways, 
&C.  have  been  made.     Improvements  in  transport,  quite  as 
much  as  improvements  in  manufacture,  have  increased  the 
amount  of  the  necessaries,  comforts  and  luxuries  of  life  which 
make  up  that  aggregate  of  the  Net  products  of  a  hundred 
days'  labour  of  other  workers  in  his  own  grade  (or  of  workers 
in  other  grades  in  due  proportion)  which  the  English  shoe- 
maker or  other  worker  can  buy  with  the  wages  of  a  hundred 
days  of  his  own  labour. 

§  6.  The  process  of  Substitution  which  we  have  been 
discussing  is  one  form  of  Competition ;  and  it  may  be  well  co 
emphasize  again  here  the  fact  that,  when  thus  discussing  the 
ultimate  tendencies  of  competition,  we  do  not  assume  that 
competition  is  perfect. 

Perfect  competition  requires  a  perfect  knowledge  of  the  We  do  not 
state  of  the  market ;  and  though  no  great  departure  from  the  perfect 
actual  facts  of  life  is  involved  in  assuming  this  knowledge  on  and  free?^ 
the  part  of  dealers  when  we  are  considering  the  course  of^™*^' 
business  in  Lombard  Street,  the  Stock  Exchange,  or  in  a  tion, 
wholesale  Produce  Market;  it  would  be  an  altogether  un- 
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BOOK  VI.  reasonable  assumption  to  make  when  we  are  examining  the 
^•"'  causes  that  govern  the  supply  of  labour  in  any  of  the  lower 
grades  of  industry.  For  if  a  man  had  sufficient  ability  to 
know  ever3rthing  about  the  market  for  his  labour,  he  would 
have  too  much  to  remain  long  in  a  low  grade.  The  older 
economists,  in  constant  contact  as  they  were  with  the  actual 
fects  of  business  life,  must  have  known  this  well  enough; 
but  partly  for  brevity  and  simplicity,  partly  because  the  term 
"free  competition"  had  become  almost  a  catchword,  paitly 
because  they  had  not  sufficiently  classified  and  conditioned 
their  doctrines,  they  often  seemed  to  imply  that  they  did 
assume  this  perfect  knowledge, 
bnt  only  It  is  therefore  specially  important  to  insist  that  we  do 

M^e^    not  assume  the  members  of  any  industrial  group  to  be  endowed 
hams"     ^^^  ™^^  ability  and  forethought,  or  to  be  governed  by 
which  are   motives  other  than  those  which  are  in  fact  normal  to,  and 
each  se-      would  be  attributed  by  every  well-informed  person  to,  the 
of  industry,  members  of  that  group,  account  being  taken  of  the  general 
conditions  of  time  and  place.    There  may  be  a  good  deal  of 
wayward  and  impulsive  action,  sordid  and  noble  motives 
may  mingle  their  threads  together ;  but  there  is  a  constant 
tendency  for  each  man  to  select  such  occupations  for  himself 
and  his  children  as  seem  to  him  on  the  whole  the  most  ad- 
vantageous of  those  which  are  within  the  range  of  his 
resources,  and  of  the  eflforts  which  he  is  able  and  willing  to 
make  in  order  to  reach  them.     This  brings  us  to  the  subject 
of  the  next  three  chapters,  which  is  a  study  of  the  ways  in 
which  the  adjustment  of  demand  and  supply  relatively  to 
labour  differs  from  its  adjustment  relatively  to  commodidea 


Note  on  the  Wages-Fund  Theory,  and  on  two  of  Mill*8 
Fundamental  Propositions  on  Capital. 

The  question  whether  the  so-called  Wages-Fund  Theory  is  tnie  or 
false  is  in  a  great  measure  a  question  of  words.  For  it  has  msn; 
forms,  some  of  which  are  vague  and  incomplete,  rather  than  untroe 
statements  of  the  general  doctrines,  discussed  in  the  present  Book,  tikU 
the  growth  of  Wage-capital  and  the  rise  of  wages  do  not  stand  to  <»e 
another  in  the  simple  relation  of  cause  and  efiect,  but  thai  all  the  ^tid 
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elements  of  the  problem  act  and  react  on  one  another  and  mutually  book  yi. 
determine  one  another.  That  is  to  say,  the  supply  of  capital  and  the  ch.  n. 
supply  of  labour ;  the  price  of  the  use  of  capital  or  the  rate  of  interest, 
and  the  price  of  the  use  of  labour  or  the  rate  of  earnings  ;  the  marginal 
efficiency  of  auxiliaiy  capital,  and  that  of  the  labour  supported  by 
Wage-capital;  and  lastly  the  relative  amounts  of  Auxiliary  and  of 
Wage-capital — all  those  elements  mutually  determine  one  another. 
But  the  Wages-Fund  Theory  has  also  a  vulgar  form  which  derives  its 
origin  from  some  careless  phrases  that  Adam  Smith  and  Ricardo  used 
when  wishing  to  lay  stress  on  the  importance  to  the  labourer  of  those 
Btoies  of  wealth  by  which  he  is  supported  while  producing  further 
wealth.  In  this  vulgar  form  it  asserts  that  the  amount  of  wages  which 
can  and  will  be  paid  in  a  country  in,  say,  a  year,  is  fixed  absolutely  by 
the  amount  of  capital  existing  there  at  the  time ;  so  that  if  wages  were 
forced  up  in  any  one  trade,  other  wage  receivers  must  lose  a  sum 
exactly  equal  in  the  aggregate  to  the  gain  of  that  trade.  In  this  form 
it  is  inconsistent  with  the  general  tenor  of  Adam  Smith's  and  Ricardo's 
reasonings ;  and,  though  the  point  is  not  free  from  doubt,  it  seems 
never  to  have  been  unconditionally  accepted  by  any  of  their  chief 
followers,  nor  did  it  find  acceptance  in  Germany  or  France.  But  many 
of  the  popular  expositors  of  economics  gave  the  theory  in  this  form  as 
the  chief  teaching  of  the  science  on  the  subject  of  wages ;  and  un- 
fortunately the  position  of  those  popular  expositors  was  strengthened 
by  a  passage  in  the  Chapter  on  Wages  in  J.  S.  Mill's  Principles  of 
Pclitieal  Economy,  This  also  was  the  form  in  which  it  was  used 
by  some  capitalists,  who  were  anxious  to  prevent  the  working  classes 
from  endeavouring  to  get  higher  wages  by  strikes,  or  otherwise  ;  and . 
who  were  glad  to  be  able  to  quote  the  authority  of  Political  Economy 
on  their  side  ;  and  in  this  form  it  is  certainly  false. 

It  has  aheady  been  noticed  (Book  L  Ch.  iv.  §  7)  that  Mill  in  his 
later  years  under  the  combined  influence  of  Comte,  of  the  Socialists, 
and  of  the  general  tendencies  of  public  sentiment,  set  himself  to  bring 
into  prominence  the  human,  as  opposed  to  the  mechanical,  element 
in  economics.  He  desired  to  call  attention  to  the  influences  which  are 
exerted  on  human  conduct  by  custom  and  usage,  by  the  ever  shifting 
arrangements  of  society,  and  by  the  constant  changes  in  human  nature ; 
the  pliability  of  which  he  agreed  with  Comte  in  thinking  that  the 
earlier  economists  had  underrated.  It  was  this  desire  which  gave  the 
chief  impulse  to  his  economic  work  in  the  latter  half  of  his  life ;  and 
which  induced  him  to  separate  Distribution  from  Exchange,  and  to 
argue  that  the  laws  of  Distribution  are  dependent  on  "partictilar 
human  institutions,"  and  liable  to  be  perpetually  modified  as  man's 
habits  of  feeling,  and  thought,  and  action  pass  from  one  phase  to 
another.  He  thus  contrasted  the  laws  of  Distribution  with  those  of 
Production,  which  he  regarded  as  resting  on  the  immutable  basis  of 
physical  Nature;  and  again  with  the  laws  of  Exchange  to  which  he 
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BOOK  VI.  attributed  something  very  much  like  the  universalitj  of  Mail 
CH.  II.  It  is  true  that  he  sometimes  spoke  as  though  Political  Economy 
consisted  chiefly  of  discussions  of  the  Production  and  Distribatioa 
of  wealth,  and  thus  seemed  to  imply  that  he  regarded  the  theory  d 
Exchange  as  a  part  of  the  theory  of  Distribution.  But  yet  he  kept  the 
two  separate  from  one  another ;  he  treated  of  Distribution  in  \m 
second  and  fourth  Books,  and  gave  his  third  Book  to  the  ''  Macbineiy 
of  Exchange  **  (compare  his  Principles  of  Political  Economy,  Book  n 
Ch.  L  §  1,  and  Ch.  xvl  §  6). 

In  doing  this  he  allowed  his  zeal  for  giving  a  more  human  tone  to 
economics  to  get  the  better  of  his  judgment,  and  to  hurry  him  on  to 
work  with  an  incomplete  analysis.  For,  by  putting  his  main  tbeoij 
of  wages  before  his  account  of  supply  and  demand,  he  cut  hims^  off 
from  all  chance  of  treating  that  theory  in  a  satisfactory  way ;  and  in 
fact  he  was  led  on  to  say  {Principles,  Book  u.  Ch.  zl  §  1),  ihaX 
"Wages  depend  mainly  upon... the  proportion  between  populatiaa  and 
capital ;  ^'  or  rather,  as  he  explains  later  on,  between  "  the  number  of 
the  labouring  class... who  work  for  hire,"  and  "the  aggregate  of  what 
may  be  called  the  Wages-Fund  which  consists  of  that  part  of  circu- 
lating capital... which  is  expended  in  the  direct  hire  of  labour.'* 

The  fact  is  that  the  theories  of  Distribution  and  Exchange  are  so 
intimately  connected  as  to  be  little  more  than  two  aides  of  the  umt 
problem ;  that  in  each  of  them  there  is  an  element  of  "  mechanical? 
precision  and  universality,  and  that  in  each  of  them  tiiere  is  an 
element,  dependent  on  "particular  human  institutions,"  which  hai 
varied,  and  which  probably  will  vary,  from  place  to  place  and  from  a^ 
.to  age.  And  if  Mill  had  recognised  this  great  truUi,  he  would  not 
have  been  drawn  on  to  substitute,  as  he  did,  the  statement  of  the 
problem  of  wages  for  its  solution :  and  he  would  have  treated  the  vhofe 
problem  from  the  beginning  on  those  sound  lines  of  reasoning,  wfaicb 
he  followed  when  he  returned  to  the  subject  of  Distribution  after  he 
had  discussed  the  theory  of  Demand  and  Supply.  For  indeed  neadj 
all  of  what  he  says  about  wages  in  his  fourth  Book  is  thoroo^  aad 
scientific  as  far  as  it  goes :  but  it  is  short  and  its  significance  baa 
been  overlooked;  and  the  chapter  on  Wages  in  his  second  Book 
has  been  generally  accepted  as  expressing  his  deliberate  views  on  the 
subject. 

The  doctrine  contained  in  that  chapter  was  attacked  by  many 
writers,  among  whom  Longe,  ClifiSd  Leslie  and  Jevons  were  ooo- 
spicuous.  But  it  was  the  Treatise  On  Labour  by  Thornton,  his  M 
friend  and  colleague  at  the  India  Ofilce,  that  impressed  Mill  most, 
and  indeed  it  seems  to  have  so  over- weighted  his  judgment  that  when 
publishing  his  recantation  of  his  old  doctrine  {DissertcUums,  VoL  iv.), 
he  took  to  himself  blame  for  confusions  of  thought,  of  which  it  b 
not  certain  that  he  had  been  guilty  :  and  he  did  not  reply,  as  be  mi^ 
have  done,  that  there  is  scarcely  any  trace  of  those  con^usioDs  in  h» 
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discussion  of  the  theory  of  Distribution  in  the  third  chapter  of  the    book  vi. 
fourth  Book  of  his  Political  Economy.  ch.  n.    , 

After  a  while  Caimes,  in  his  Leading  Principles,  endeavoured  to 
resuscitate  the  Wages-Fund  Theory  by  expounding  it  in  a  form, 
which  he  thought  would  evade  the  attacks  that  had  been  made 
on  it.  But,  though  in  the  greater  part  of  his  exposition,  he  has 
succeeded  in  avoiding  the  old  pitfEdls,  he  has  done  so  only  by  explain- 
ing away  so  much  that  is  characteristic  of  the  doctrine,  that  there  is 
very  little  left  in  it  to  justify  its  title.  He  does  not  call  attention  to 
the  real  differences  which  there  are  between  markets  for  labour  and 
markets  for  goods ;  while  he  implies  differences  which  do  not  exist. 
He  lays  stress  upon  the  obvious  fEict  that  labour  cannot  receive  as 
wages  things  that  are  only  in  process  of  production,  and  are  not  yet 
ready  for  use;  and  he  goes  some  little  way  towards  showing  how 
wages  are  determined  by  the  general  economic  conditions  of  the  time 
and  place,  one  of  the  chief  of  these  conditions  being  the  amount  and 
character  of  the  existing  stock  of  capital  But  his  constant  references 
to  the  Wages-Fund,  while  they  do  not  enable  him  to  say  anything  that 
could  not  have  been  said  better  in  other  ways,  prevent  him  from 
bringing  out  the  fundamental  harmony  and  continuity  that  exists 
between  the  doctrine  of  wages  and  the  main  body  of  economic  theory. 
(For  a  further  discussion  of  the  Wages-Fimd  Theory,  the  reader  may 
be  referred  to  General  Walker's  writings,  in  which  may  be  included 
bis  share  in  a  controversy  in  the  second  volume  of  the  Harvard 
Qu4Krterly  Jofwrwd  of  Econ^ymics,  to  Prof.  Sidgwick's  Principles  of 
Political  Economtfy  Book  ii.  Ch.  viu.,  and  to  the  Article  by  Prof. 
Nicholson  on  Wages  in  the  Emydopcedia  Britannica,) 

Reference  has  already  been  made  (p.  138)  to  the  first  of  Mill's 
Fuiidamental  Propositions  relating  to  capital :  viz.  that  Indtutry  is 
limited  by  capital.  The  phrase  is  an  old  one,  which  has  been  applied 
fcHT  many  purposes.  Sometimes  it  has  been  used  to  express  the  obvious 
fact  that  labourers  cannot  exist  unless  either  they  or  others  supply 
themselves  (and  their  families)  with  the  necessaries  for  life ;  though 
it  would  really  be  better  interpreted  to  mean  that  they  cannot  work 
efficiently  unless  they  are  supplied  with  the  necessaries  for  efficiency 
(see  Book  n.  Ch.  rv.).  Sometimes  it  is  used  as  a  short  way  of 
stating  the  Wages-Fund  Theory  in  its  vulgar  form.  And  sometimes 
it  is  applied  in  the  argument  that  the  aggregate  employment  of 
labour  cannot  generally  be  increased  by  the  simple  plan  of  cutting 
people  ofl^  by  Protective  duties  or  in  other  ways,  fix)m  opportunities 
of  satisfying  their  wants  in  that  manner  which  they  would  prefer ;  and 
it  wss  chiefly  in  this  connection  that  the  phrase  was  used  by  Mill  him- 
s^£.  The  effects  of  Protective  duties  are  very  complex  and  cannot  be 
discussed  here  ;  but  Mill  is  clearly  right  in  saying  that  in  general  the 
capital,  that  is  applied  to  support  and  aid  labour  in  any  new  industry 
created  by  such  duties,  "  must  have  been  withdrawn  or  withheld  from 
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BOOK  Yi.  some  other,  in  which  it  gave,  or  would  have  given,  employnwot  to 
CH.  XI.  probably  about  the  same  quantity  of  labour  which  it  employs  in  its 
new  occupation."  Or  to  put  the  aigument  in  a  more  modem  fonn, 
such  legislation  doee  not  prima  facie  increase,  either  the  Natioiial 
Dividend  or  the  share  of  that  Dividend  which  goes  to  labour.  For  it 
does  not  increase  the  supply  of  capital ;  nor  does  it,  in  any  otbo:  waj, 
cause  the  marginal  efficiency  of  labour  to  rise  relatively  to  that  o. 
capital  The  rate  that  has  to  be  paid  for  the  use  of  capital  is  thereto 
not  lowered  ;  the  National  Dividend  is  not  increased  .(in  fyict  it  is  almost 
sure  to  be  diminished) ;  and,  the  share  of  it  which  goes  to  capitalists 
not  being  diminished,  that  which  goes  to  labour  cannot  be  increased. 

The  first  Fundamental  Proposition  of  Mill's  is  closely  coDnected 
with  his  fourth,  viz.  that  Demand  for  commodities  ie  noi  demand  ftfr 
lahowr:  and  this  again  expresses  his  meaning  badly.  It  is  true  tint 
those  who  purchase  any  particular  oommoditiee  do  not  geoenllj 
supply  the  capital  that  is  required  to  aid  and  support  the  labour  wind 
produces  those  commodities :  they  merely  divert  capital  and  employ- 
ment from  other  trades  to  that  for  the  products  of  which  they  make 
increased  demand.  But  Mill,  not  contented  with  proving  this,  seems 
to  imply  that,  to  spend  money  on  the  direct  hire  of  labour  is  more 
beneficial  to  the  labourer  than  to  spend  it  on  buying  commodities. 
Now  there  is  a  sense  in  which  this  is  true.  For,  of  course,  the  prwe 
of  the  oonmiodities  is  likely  to  include  a  good  deal  of  profits  of 
manufacturer  and  middleman  ;  and  if  the  purchaser  acts  as  empkyycr^ 
and  puts  the  labour  to  work  in  such  a  way  as  to  require  little  or  do 
auxiliary  capital,  it  is  true  that  he  does  slightly  diminish  the  demaad 
for  the  services  of  the  employing  class,  and  for  the  loan  of  capital;  and 
that  he  does  by  an  equal  amount  increase  the  demand  for  labour,  and 
thus  raise  wages ;  but  he  would  have  secured  very  nearly  the  same 
result  by  buying,  say,  hand-made  lace  instead  of  machine-made  lace. 
And  this  kind  of  change  is  not  at  all  what  Mill  had  in  his  mind;  lor 
in  his  defence  of  the  proposition,  he,  with  seeming  unconaciousDeBi 
assumes  that  the  wages  of  labour  will  be  paid,  as  in  {nactaoe  th^ 
commonly  are,  as  the  work  proceeds ;  and  that  the  price  of  the 
conmiodities  will  be  paid,  as  in  practice  it  commonly  is,  alter  the 
commodities  are  made :  and  the  whole  of  his  argument  really  hangs  co 
this  assumption.  It  will  be  found  that  in  eveiy  case  which  be  ha» 
chosen  to  illustrate  the  doctrine,  his  arguments  imply,  though  he  doet 
not  seem  to  be  aware  of  it,  that  the  consumer  when  paasing  fttn 
purchasing  commodities  to  hiring  labour,  postpones  the  date  of  his  <m 
consumption  of  the  ftxdts  of  labour.  It  is  this  post^nement,  thii 
waiting,  that,  in  MilFs  illustrative  instances,  really  increases  the 
capital  ready  to  aid  and  support  labour ;  and  therefore  increaeea  the 
effective  demand  for  labour.  And  the  same  postponem^it  wouki  \mxt 
resulted  in  the  same  benefit  to  labour  if  the  purchaser  had  made  no 
change  in  the  mode  of  his  expenditure.  (On  this  subject  aee  th* 
Appendix  to  Book  rv.  of  Prof.  Newcomb's  Political  Eoonomjf.) 

Digitized  by  VjOOQ  iC 


CHAPTER  III. 

DEMAND    AND    SUPPLY     IN     RELATION     TO     LABOUR.      REAL 
AND  NOMINAL  EARNINGS. 

§  1.     Our  next  step  must  be  to  supplement  the  dis-  book  vi. 

coasion  of  the  general  theory  of  equilibrium  of  demand  and      J ' 

supply  given  in  the  last  Book.     We  there  left  on  one  side,  ^A^^ 
as  fSeur  as  might  be,  all  considerations  turning  on  the  special  present 
qualities  and  incidents  of  the  agents  of  production.     We  did  foUowing 
not  inquire  minutely  how  price  and  the  causes  that  determine  ^i^tera. 
it  need  to  be  differently  estimated  in  the  case  of  the  hiring 
price  of  labour,  and  the  purchase  price  of  commodities.     We 
avoided  diflSculties  connected  with  the  analysis  of  Profits, 
paying  no  attention  to  the  many  diflferent  scopes  which  the 
usage  of  the  market  place  assigns  to  this  term,  and  even  to 
the  more  elementary  term  Interest.    We  took  no  account  of 
the  influence  of  varieties  of  tenure  on  the  form  of  demand 
for  land ;  and  we  did  not  inquire  in  detail  how  far  the  general 
theories  of  Rent  and  Quasi-rent  are  applicable  to  the  incomes 
earned  by  natural  abilities,  or  by  skill  and  knowledge  acquired 
long  ago,  whether  in  the  ranks  of  the  employers,  the  employ- 
ed, or  the  professional  classea 

These  deficiencies  will  be  made  good  in  the  following 
three  groups  of  chapters  on  Demand  and  Supply  in  relation 
to  Labour,  to  Capital  and  Business  Power,  and  to  Land, 
respectively. 

§  2.     When  watching  the  action  of  demand  and  supply  Competi- 
with  regard  to  a  material  commodity,  we  are  constantly  met  tJTmake 
by  the  diflSculty  that  two  things  which  are  being  sold  under  ^J^^j^ 
the  same  name  in  the  same  market,  are  really  not  of  the  similar  em- 
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BOOK  VI.   same  quality  and  not  of  the  same  value  to  the  purchaeen. 

cH^i.    Q^^  •£  ^jj^  things  are  really  alike,  they  may  be  sold  even  in 

pioyments  the  face  of  the  keenest  competition  at  prices  which  are  nomi- 

Dot  equal,  .  ,  , 

but  propor-  nally  different,  because  the  conditions  of  sale  are  not  the 
the  effi.      same :  for  instance,  a  part  of  the  expense  or  risk  of  delivery 
awicy  of    ^hich  is  bome  in  the  one  case  by  the  seller  may  in  the  other 
workers,     be  transferred  to  the  buyer.     But  difficulties  of  this  kind  are 
much  greater  in  the  case  of  labour  than  of  material  commodi- 
ties :  the  true  price  that  is  paid  for  labour  often  differs  widely, 
and  in  ways  that  are  not  easily  traced,  from  that  which  is 
nominally  paid. 

It  is  commonly  said  that  the  tendency  of  competition  b 
to  equalize  the  earnings  of  people  engaged  in  the  same  trade 
or  in  trades  of  equal  difficulty ;  but  this  statement  requires 
to  be  interpreted  carefully.     For  competition  tends  to  make 
the  earnings  got  by  two  individuals  of  unequal  efficiency  in 
any  given  time,  say,  a  day  or  a  year,  not  equal,  but  imequal; 
and,  in  like  manner,  it  tends  not  to  equalize,  but  to  render 
unequal  the  average  weekly  wages  in  two  districts  in  which 
the  average  standards  of  efficiency  are  unequal    Given  that 
the  average  strength  and  energy  of  the  working-classes  are 
higher  in  the  North  of  England  than  in. the  South,  it  then 
follows  that  the  more  completely  ''  competition  makes  things 
find  their  own  level,"  the  more  certain  is  it  that  average 
weekly  wages  will  be  higher  in  the  North  than  in  the  South. 
Cliffe  Leslie  and  some  other  writers  have  naively  laid  stress 
on  local  variations  of  wages  as  tending  to  prove  that  there 
is  very  little  mobility  among  the  working-classes,  and  that 
the  competition  among  them  for  employment  is  ineffective. 
But  most  of  the  facts  which  they  quote  relate  only  to  wages 
reckoned  by  the  day  or  week :  they  are  only  half-£stcts,  and 
when  the  missing  halves  are  supplied,  they  generally  suj^Kvt 
the  opposite  inference  to  that  on  behalf  of  which  they  are 
quoted.     For  it  is  found  that  local  variations  of  weekly  wages 
and  of  efficiency  generally  correspond:  and  thus  the  feci? 
tend  to  prove  the  effectiveness  of  competition,  so  fiw  as  they 
bear  on  the  question  at  all.     We  shall  however  presently  find 
that  the  full  interpretation  of  such  facts  as  these  is  a  task  of 
great  difficulty  and  complexity. 
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The  earnings  (or  wages)  which  a  person  gets  in  any  given  book  vi. 
time,  such  as  a  day,  a  week,  or  a  year,  may  be  called  his    ^°*™' 
Time-earnings  (or  Time-wages):  and  we  may  then  regard  Time- 
competition,  or  to  speak  more  exactly,  economic  freedom  and  *''""'*^** 
enterprise,  as  tending  to  make  Time-earnings  in  occupations 
of  equal  difficulty  and  in  neighbouring  places  (not  equal,  but) 
proportionate  to  the  efficiency  of  the  workers. 

But  this  phrase,  "  the  efficiency  of  the  workers,"  has  some  Payment 
ambiguity.  When  the  payment  for  work  of  any  kind  is  Jorh,^^ 
apportioned  to  the  quantity  and  quality  of  the  work  turned 
out,  it  is  said  that  uniform  rates  of  Piece-work  wages  are 
being  paid ;  and  if  two  persons  work  under  the  same  con- 
ditions and  with  equally  good  appliances,  they  are  paid  in 
proportion  to  their  efficiencies  when  they  receive  piece-work 
wages  calculated  by  the  same  lists  of  prices  for  each  several 
kind  of  work.  If  however  the  appliances  are  not  equally 
good,  a  uniform  rate  of  piece-work  wages  gives  results  dis- 
proportionate to  the  efficiency  of  the  workers.  If,  for  instance, 
the  same  lists  of  piece-work  wages  were  used  in  Lancashire 
Cotton  Mills  supplied  with  old-fashioned  machinery,  as  in 
those  which  have  the  latest  improvements,  the  apparent 
equality  would  represent  a  real  inequality.  The  more  effec- 
tive competition  is,  and  the  more  perfectly  economic  freedom 
and  enterprise  are  developed,  the  more  surely  will  the  lists  be 
higher  in  the  mills  that  have  old-fashioned  machinery  than 
in  the  others. 

In  order  therefore  to  give  its  right  meaning  to  the  state- 
ment that  the  tendency  of  economic  freedom  and  enterprise 
is  to  equalize  wages  in  occupations  of  the  same  difficulty  and 
in  the  same  neighbourhood,  we  require  the  use  of  a  new 
term ;  and  we  may  find  it  in  Task-wages,  or  what  is  perhaps 
better  Efficiency-wages,  or  more  broadly  Efficiency-earn-  Efficiency 
IXGS;  that  is,  earnings  measured,  not  as  Time-earnings  are  ***" 
with  reference  to  the  time  spent  in  earning  them;  and  not  as 
piece-work  earnings  are  with  reference  to  the  amount  of  out- 
put resulting  from  the  work  by  which  they  are  earned ;  but 
with  reference  to  the  severity  of  the  task  which  was  imposed 
on  the  worker ;  or  to  get  at  the  same  result  by  another  route, 
the  exertion  of  ability  and  efficiency  required  of  him. 

37—2 
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BOOK  VI.         The  tendency  then  of  economic  freedom  and  enterprise 
cHjiii.    ^^j,  ^  more  common  phrase,  of  competition),  to  cause  eT€fy 
TheUwof  one's  earnings  to  find   their  own  level,  is  a  tendency  to 
encyto.      equality  of  Efficiency-earnings  in  the  same  district.    This 
eqwJity  of  tendency  will  be  the  stronger,  the  greater  is  the  mobiUty  of 
^^J^*  labour,  the  less  strictly  specialized  it  is,  the  more  keenly 
parents  are  on  the  look  out  for  the  most  advantageous  occu- 
pations for  their  children,  the  more  rapidly  they  are  able  to 
adapt  themselves  to  changes  in  economic  conditions,  and 
lastly  the  slower  and  the  less  violent  these  changes  are. 
Low.  This  statement  of  the  law  is,  however,  still  subject  to  & 

iabonr  is     slight  correction.     For  we  have  hitherto  supposed  that  it  b 
S^Ttf  ^    a  matter  of  indiflFerence  to  the  employer  whether  he  emplop 
wUh^     few  or  many  people  to  do  a  piece  of  work  provided  his  total 
pensive      wagos-bill  for  the  work  is  the  same.     But  that  is  not  the 
'  case.    Those  workers  who  earn  most  in  a  week  when  paid  at 
a  given  rate  for  their  work,  are  those  who  are  cheapest  to 
their  employers  (and  ultimately  to  the  community,  unless 
indeed  they  overstrain  themselves,  and  work  themselves  oat 
prematurely).    For  they  use  only  the  same  amount  of  fixed 
capital  as  their  slower  fellow  workei-s ;  and,  since  they  turn 
out  more  work,  each  part  of  it  has  to  bear  a  less  charge  od 
this  account.    The  Prime  costs  are  equal  in  the  two^cases; 
but  the  Total  cost  of  that  done  by  those  who  are  more 
efficient,  and  get  the  higher  Time-wages,  is  lower  than  that 
done  by  those  who  get  the  lower  Time-wages  at  the  same 
rate  of  piece-work  pajrment*. 

This  point  is  seldom  of  much  importance  in  out  of  door 
work,  where  there  is  abundance  of  room,  and  comparatively 
little  use  of  expensive  machinery ;  for  then,  except  in  the 
matter  of  superintendence,  it  makes  very  little  difference  t^^ 
the  employer,  whose  wages-bill  for  a  certain  piece  of  wwk  is 
£100,  whether  that  sum  is  divided  between  twenty  efficient 
or  thirty  inefficient  workers.    But  when  expensive  machinen 

1  This  argoment  would  be  subject  to  correctionB  in  cases  in  which  the  tnk 
admitted  of  the  employment  of  more  than  one  shift  of  workpeople.  It  voiU 
often  be  worth  an  employer's  while  to  pi^  to  each  of  two  shifts  as  nrach  km  u 
eight  hoars*  day  as  he  now  pays  to  one  shift  for  a  ten  hoars'  day.  For  tbosc^ 
each  worker  wonld  produce  less,  each  machine  would  produce  more  on  the  Unas 
than  on  the  latter  plan.    Bat  to  this  point  we  shall  return. 
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is  used  which  has  to  be  proportioned  to  the  number  of  book  yi. 
workers,  the  employer  would  often  find  the  total  cost  of  his  ^*'"' 
goods  lowered  if  he  could  get  twenty  men  to  turn  out  for 
a  wages-bill  of  £50  as  much  work  as  he  had  previously  got 
done  by  thirty  men  for  a  wages-bill  of  £40.  In  all  matters 
of  this  kind  the  leadership  of  the  world  lies  with  America, 
and  it  is  not  an  uncommon  saying  there  that  he  is  the  best 
business  man  who  contrives  to  pay  the  highest  wages. 

The  corrected  law  then  stands  that  the  tendency  of 
economic  fireedom  and  enterprise  is  generally  to  equalize 
efficiency-earnings  in  the  same  district:  but  where  much 
expensive  fixed  capital  is  used,  it  would  be  to  the  advantage 
of  the  employer  to  raise  the  Time-earnings  of  the  more 
efficient  workers  more  than  in  proportion  to  their  efficiency. 

Of  course  this  tendency  is  liable  to  be  opposed  by  special 
customs  and  institutions,  and,  in  some  cases,  by  trades-union 
regulations  \ 

§  3.  Thus  much  with  regard  to  estimates  of  the  work  for 
which  the  earnings  are  given :  but  next  we  have  to  consider 
more  carefully  the  fact,  that  in  estimating  the  real  earnings 
of  an  occupation  account  must  be  taken  of  many  things 
besides  its  money  receipts ;  and  that  on  the  other  side  of  the 
account  we  must  reckon  for  many  incidental  disadvantages 
besides  those  indirectly  involved  in  the  strain  and  stress  of 
the  work. 

*  Bioardo  did  not  overlook  the  importance  of  the  distinction  between  Tariations 
in  the  amonnt  of  conunodities  paid  to  the  hiboorer  as  wages,  and  variaticms  in  the 
profitableness  of  the  labottrer  to  his  employer.  He  saw  that  the  real  interest  of 
the  employer  lay  not  in  the  amonnt  of  wages  that  he  paid  to  the  labourer,  bnt  in 
the  ratio  which  those  wages  bore  to  the  valne  of  the  produce  resulting  from  the 
labourer's  work :  and  he  decided  to  regard  the  rate  of  wages  as  measured  by  this 
ratio:  and  to  say  that  wages  rose  when  this  ratio  increased,  and  that  they  feU 
when  it  diminished.  It  is  to  be  regretted  that  he  did  not  invent  some  new  term 
for  this  purpose ;  for  his  artificial  use  of  a  familiar  term  has  seldom  been  under* 
stood  by  oUiers,  and  was  in  some  cases  even  forgotten  by  himself.  (Compare 
Senior's  Political  Economy^  pp.  142 — 8.)  The  variations  in  the  productiveness  of 
labour  wbidi  be  had  chiefly  in  view  were  those  which  resultfrom  improvements  in  the 
arts  of  production  on  the  one  hand,  and  on  the  other  from  the  action  of  the  liaw 
of  Diminishing  Betum,  when  an  increase  of  population  required  larger  crops  to 
be  forced  from  a  limited  soil.  Had  he  paid  careful  attention  to  the  increase  in  the 
productiTeness  of  labour  that  results  directly  from  an  improvement  in  the  labourer's 
condition,  the  position  of  economic  science,  and  the  real  weU-being  of  the  country, 
would  in  all  probability  be  now  much  further  advanced  than  they  are.  As  it  is, 
his  treatment  of  wages  is  less  instructive  than  that  of  Malthus. 
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BOOK  Yi.         As  Adam  Smith  says,  "  the  Real  wages  of  labour  may 

^•™'    be  said  to  consist  in  the  quantity  of  the  necessaries  and  con- 

Real  wages  vcniences  of  life  that  are  riven  for  it ;  its  Nominal  wages 

and  Nomx-    ,       ,  .  «  mi       i   i  •       •  i 

naitoagea.  m  the  quantity  of  money The  labourer  is  nch  or  poor, 

is  well  or  ill  rewai-ded,  in  proportion  to  the  real,  not  to  the 
nominal,  wages  of  his  labour."'     But  the  words  "that  are 
given  for  it "  must  not  be  taken  to  apply  only  to  the  neces- 
saries and  conveniences  that  are  directly  provided  by  the 
purchaser  of  the  labour  or  its  products ;  for  account  must 
be  taken  also  of  the  advantages  which  are  inseparable  from 
the  occupation,  and  require  no  special  outlay  on  his  part 
AUowance         In  endeavouring  to  ascertain  the  Real  wages  of  an  occu- 
made  for     pation  at  any  place  or  time,  the  first  step  is  to  allow  for 
^the^pSr-  variations  in  the  purchasing  power  of  the  money  in  which 
chasing      Nominal    wasfes    are    returned.      This    point    cannot   be 

power  of  1  1         1        1  •    1         Ml  I*      \         rm  t 

money,       thoroughly  dealt  with  till  we  come  to  treat  of  the  Theoi^'  of 

^iai       Money  as  a  whole.     But  it  may  be  remarked  in  passing  that 

to^S^"con.  *^^  allowance  would  not  be  a  simple  arithmetical  reckoning. 

Bojfptj^  even  if  we  had  perfectly  accurate  statistics  of  the  history  of 

of  labour    the  prices  of  all  commodities.     For  if  we  compare  distant 

conceme  .  pj^^g  ^^  distant  times,  we  find  people  with  different  wants 

and  different  means  of  supplying  those  wants:  and  even 

when  we  confine  our  attention  to  the  same  time  and  place 

we  find  people  of  different  classes  spending  their  incomes  in 

very  different  ways.     For  instance,  the  prices  of  velvet,  of 

operatic  entertainments  and   scientific  books  are  not  very 

important  to  the  lower  ranks  of  industry :  but  a  fall  in  thv 

price  of  bread  or  of  shoe  leather  affects  them  much  moiv 

than  it  does  the  higher  ranks.     Differences  of  this  kind 

must  always  be  borne  in  mind,  and  it  is  generally  possible  to 

make  some  sort  of  rough  allowance  for  them*. 


1  Wealth  qf  Nations,  Book  i.  Ch.  v. 

>  Many  plans  have  been  suggested  for  making  a  special  estimate  of  the  pv 
chasing  power  of  money  with  regard  to  those  things  that  are  chiedj  cootmmti  M 
the  working  classes,  the  importance  of  each  thing  being  taken  in  soeh  eslinalt  i^ 
proportionate  to  the  amount  spent  on  it  in  an  average  working  class  budget  ^ 
Edward  Atkinson  has  suggested  that  this  measure  of  purchasing  power  shoaU  W 
caUed  "  a  standard  ration."  But  at  best  it  could  onlj  be  appraximate*  part^ 
because  the  working  classes  contain  within  themselves  several  diffemit  gnii» 
with  corresponding  variations  in  the  per-centages  of  their  inooiDet  whkk  tbc 
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§  4.    We  have  already  noticed*  that  a  person's  total  real  book  vi. 
income  is  found  by  deducting  from  his  gross  income  the  out-    ^'  "^' 
goings  that  belong  to  its  production;  and  that  this  gross 
income  includes  many  things  which  do  not  appear  in  the 
form  of  money  pajrments  and  are  in  danger  of  being  over- 
looked 

Firstly,  then,  with  regard  to  the  outgoings.  We  do  not  AQowance 
here  reckon  the  expenses  of  education,  general  and  special,  made  for 
involved  in  the  preparation  for  any  trade :  nor  do  we  take  g^nses 
account  of  the  exhaustion  of  a  person's  health  and  strength 
in  his  work.  Allowance  for  them  may  be  best  made  in  other 
ways.  But  we  must  deduct  all  trade  expenses,  whether  they 
are  incurred  by  professional  men  or  artisans.  Thus  from 
the  barrister  8  gross  income  we  must  deduct  the  rent  of  his 
office  and  the  salary  of  his  clerk :  from  the  carpenter's  gross 
income  we  must  deduct  the  expenses  which  he  incurs  for 
tools;  and  when  estimating  the  earnings  of  quarrymen 
in  any  district  we  must  find  out  whether  local  custom 
assigns  the  expenses  of  tools  and  blasting  powder  to  them 
or  their  employers.  Such  cases  are  comparatively  simple; 
but  it  is  more  difficult  to  decide  how  large  a  part  of  the 
expenses,  which  a  medical  man  incurs  for  house  and  carriage 
and  social  entertainments,  are  to  be  regarded  as  trade  ex- 
penses ;  or  how  much  of  the  charges  to  which  a  postman  is 
put  for  boots,  or  a  domestic  servant  or  an  attendant  in  a 
fashionable  shop  for  clothes,  should  be  deducted  imder  this 
head*. 

Turning  next  to  the  elements  of  which  real  earnings  are  and  for  all 
made  up,  we  may  call  to  mind  the  general  remarks  made  in  advantages 

derote  to  pnrchasiiig  different  things.  (See  the  latter  half  of  the  Note  at  the  end 
of  Book  m.  Ch.  it.)  General  Walker's  Treatise  On  Wages  and  Bbscher's  Politi- 
cal Economy t  contain  many  snggestive  remarks  and  facts  hearing  on  the  subjects 
of  this  section  and  indeed  of  the  whole  chapter. 

1  Bo<A  n.  Ch.  V. 

^  This  class  of  questions  is  of  more  practical  importance  than  those  closely 
illied  questions  on  which  we  tonched  (Book  n.  Ch.  iv.),  and  which  relate  to  the 
hnes  of  division  between  Production  and  Consumption-capital,  and  between  wealth 
that  is  and  is  not  capital.  The  close  connection,  however,  between  the  two  groups 
of  questions  illustrates  the  fact  that  the  earnings  of  many  even  of  the  profes- 
sional and  wage-receiving  classes  are  in  a  considerable  measure  dependent  on 
their  being  in  conunand  of  some  material  capital. 
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BOOK  VI.   our  discussion  of  the  term  Income,  where  we  noticed  many 
cHMii.    elements  of  real  income,  which  do  not  appear  in  the  form  of 
and  disad-  money,  and  are  in  some  danger  of  being  overlooked  \ 
mere^*  §  ^'    Next  let  us  take  account  of  the  diflferent  modes  of 

^wrtT  ^d  P*y^^^*  which  are  adopted  in  different  occupations.  We 
m  kind,  the  may  Select  for  study  the  case  of  domestic  servants.  We 
muBt  be  have  already  noticed  that  when  they  have  to  supply  them- 
^Sr^v^ue  selves  at  their  own  cost  with  expensive  clothes,  which  they 
to  those      would  not  buy  if  fi-ee  to  do  as  they  liked,  the  value  of  their 

whoreceive  "^  ,  ii        t.  i  •  a   j 

them,  not    waircs  to  them  is  somewhat  lowered  by  this  compulsion.  And 

at  their  cost     ,  ,,  i  -i  •        t        •         i_ 

to  those  when  the  employer  provides  expensive  livenes,  houseroom 
Jemf  ^*  and  food  for  his  servants,  these  are  generally  worth  much 
less  to  them  than  they  cost  to  him.  It  is  therefore  an  error 
to  reckon  the  real  wages  of  domestic  servants,  as  some  sta- 
tisticians have  done,  by  adding  to  their  money  wages  the 
equivalent  of  the  cost  to  their  employer  of  everything  that  he 
provides  for  them. 

Again  when  a  farmer  hauls  coals  free  for  his  men, 
choosing,  of  course,  times  when  his  horses  have  little  to  do, 
the  real  addition  to  their  earnings  is  much  greater  than  the 
cost  to  him.  The  same  applies  to  many  perquidtes  Boi 
allowances,  as  for  instance,  when  the  employer  allows  hi^ 
men  to  have  without  payment  commodities  which  thougii 
useful  to  them,  are  almost  valueless  to  him  on  account  of 
the  great  expenses  involved  in  marketing  them;  or  again 
when  he  allows  them  to  buy  for  their  own  use  at  the  whole- 
sale price  commodities  which  they  have  helped  to  produce. 
When  however  this  permission  to  purchase  is  changed  into 
an  obligation  to  purchase,  the  door  is  opened  to  grave  abuses. 
The  farmer  who  compels  his  men  to  take  from  him  spoilt 
wheat  at  the  wholesale  price  of  good  wheat,  is  really  paying 
them  lower  wages  than  he  appears  to  be. 

On  the  whole,  when  the  Truck  system  prevails  in  mj 
trade  in  an  old  country,  we  may  fairly  assume  that  the  real 
rate  of  wages  is  lower  than  the  nominal.  The  most  viru- 
lent forms  of  the  system  have  alwa3rs  been  those  which  have 
lain  beneath  the  surface;  and  in  our  own  day  they  still 
flourish  in  those  industries  which  retain  a  semi-mediaeval 
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character,  while  they  seldom  exist  in  those  in  which  the  book  ti. 
modem  fiwtory  system  prevaila  The  influence  of  the  system  ^'°'' 
for  evil  in  the  past  has  been  so  great,  that  it  may  rank  with 
the  old  poor  law  and  the  unhealthy  conditions  of  juvenile 
labour  early  in  the  century  as  a  chief  cause  of  the  degradation 
of  large  numbers  of  the  working  classes :  but  its  influence  is 
not  now  great  save  in  a  few  trades*. 


>  In  a  new  eonntry  in  which  large  agricnltnral,  mining,  and  other  businesses 
often  spring  up  at  a  great  distance  from  any  considerable  town,  the  employers  are 
compelled  to  snpply  their  workpeople  with  everything  they  want,  either  by  paying 
part  of  their  wages  in  the  form  of  allowances  of  food,  clothing  &c.,  or  by  opening 
stores  for  them.  Stores  of  this  kind  are  generaUy  managed  on  a  straightforward 
business-like  principle,  and  wholesome  customs  and  traditions  thus  started  are 
apt  to  snrrive  even  when  the  employers'  shops  have  ceased  to  be  necessary  in 
consequence  of  the  growth  of  fairly  good  independent  shops  in  the  neighbourhood. 
The  abope  remain  an  almost  unmixed  benefit  to  all  concerned  so  long  as  dealing 
at  them  is  voluntary;  and,  even  when  it  becomes  compulsory,  they  may  be  on  the 
whole  a  benefit  to  the  workpeople,  provided  they  are  managed  with  ability  and 
honesty.  For,  since  the  employers  ensure  themselves  prompt  sales  and  certain 
payments  hj  contracting  that  a  certain  part  of  the  wages  paid  by  them  shall  be 
taken  out  in  purchases  at  the  stores,  they  are  able  to  work  these  stores  more 
cheaply  than  ordinary  retail  shops,  and  thus  to  pay,  with  an  equal  profit  to  them- 
selves, higher  real  wages  than  would  otherwise  be  possible. 

But  employers,  whose  main  business  is  in  a  healthy  condition,  are  generally 
too  bnsy  to  be  willing  to  manage  such  shops  unless  there  is  some  strong  reason 
for  doing  so;  and  consequently  in  old  countries  those  who  have  adopted  the  Truck 
system  have  more  often  than  not  done  so  with  the  object  of  getting  back  by 
onderhand  ways  part  of  the  wages  which  they  nominally  paid  away.  They  have  com- 
pelled those  who  work  at  home  to  hire  machinery  and  implements  at  exorbitant 
rents;  they  have  compelled  all  their  workpeople  to  buy  adulterated  goods  at  short 
weights  and  high  prices;  and  in  some  cases  even  to  spend  a  very  large  part  of 
their  wages  on  goods  on  which  it  was  easiest  to  make  the  highest  rate  of  profits, 
and  especially  on  spirituous  liquors.  Mr  Lecky  for  instance  records  an  amusing 
case  of  employers  who  could  not  resist  the  temptation  to  buy  theatre  tickets 
cheiq»,  and  compel  thehr  workpeople  to  buy  them  at  full  price  {Hutory  of  the 
Eigkteentk  Century ^  vi.,  p.  158).  The  evil  is  however  at  its  worst  when  the  shop 
is  kept  not  by  the  employer,  but  by  the  foreman  or  by  persons  acting  in  concert 
with  him;  and  when  he,  without  openly  saying  so,  gives  it  to  be  understood 
that  those  who  do  not  deal  largely  at  the  shop  will  find  it  difficult  to  get  his  good 
word.  For.  an  employer  suffers  more  or  less  from  anything  that  injures  his  work- 
people, while  the  exactions  of  an  unjust  foreman  are  but  little  held  in  check  by 
regard  for  his  own  ultimate  interest. 

The  story  of  the  abuses  of  the  Truck  system  in  modem  England  is  told  in  a 
long  series  of  Parliamentary  Beports,  which  come  down  to  the  present  time:  and 
while  the  evil  itself  has  been  steadily  diminishing,  the  intensity  of  the  light 
thrown  on  what  remains  has  been  increasing  as  steadily.  An  excellent  account 
of  the  payments  in  kind  by  which  the  agricultural  labourer's  wages  are  supple- 
mented is  given  by  Mr  Eebbel  {The  AgnctUtural  Labourer,  2nd  Ed.,  ch.  n.).  A 
table  to  be  found  in  Vol.  xx.  of  the  United  States  Census  for  1880  shows  that  of 
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BOOK  VI.         §  6.     Next  we  have  to  take  account  of  the  influences 

^'^-    exerted  on  the  real  rate  of  earnings  in  an  occupation  bj 

Uncer-       the  uncertainty  of  success  and  the  inconstancy  of  occupation 

snocess        in  it. 

lowed  for  We  should  obviously  start  by  taking  the  earnings  of  »l 

^2^^^  occupation  as  the  average  between  those  of  the  succefisfol 
and  unsuccessful  members  of  it;  but  care  is  required  to  get 
the  true  average.  For  if  the  average  earnings  of  those  why 
are  successful  are  £2000  a  year,  and  of  those  who  are  un- 
successful are  £400  a  year,  the  average  of  the  whole  will  be 
£1200  a  year  only  if  the  former  group  is  as  large  as  the 
latter;  but  if,  as  is  perhaps  the  case  with  barristers,  the 
unsuccessful  are  ten  times  as  numerous  as  the  successful 
the  true  average  is  but  £550;  and  further,  many  of  those 
who  have  failed  most  completely,  are  likely  to  have  left  tht 
occupation  altogether,  and  thus  to  escape  being  counted. 

And  again  though,  by  taking  this  average,  we  obviak' 

the  necessity  of  making  any  separate  allowance  for  insurance 

against  risk,  account  generally  remains  to  be  taken  of  the 

evil  of  uncertainty.     For  there  are  many  people  of  a  sober 

steady-going    temper,   who   like    to   know   what   is  before 

them,  and  who  would  far  rather  have  an  appointment  which 

offered  a  certain  income  of  say  £400  a  year  than  one  which 

was  not  unlikely  to  yield  £600,  but  had  an  equal  chance  of 

affording  only  £200.     Uncertainty,  therefore,  which  does  not 

appeal  to  great  ambitions  and  lofty  aspirations,  has  speml 

attractions  for  very  few,  while  it  acts  as  a  deterrent  to  many 

of  those  who  are  making  their  choice  of  a  career.     And  w  * 

rule  the  certainty  of  moderate  success  attracts  more  than 

an  expectation  of  an  uncertain  success  that  has  an  equ&i 

actuarial  value. 

Though  a  But   On   the   other  hand,  if  an  occupation  oflfers  a  few 

tremeiy      extremely  high  prizes,  its  attractiveness  is  increased  out  of 

hifre  B^  all   proportion   to   their  aggregate   value.     For  this  ther? 

proportion,  are  two  reasons.     The  first  is  that  young  men  of  an  td- 

attractive   venturous  disposition  are  more  attracted  by  the  pfospect* 

force. 

773  mannfactoring  firms  which  answer  questions  as  to  the  mode  ci  paTV^* 
adopted  hy  them,  681,  or  88  per  cent.,  pay  in  cash :  bat  in  tome  of  tbe  Stit^ 
which  are  thinly  populated  the  proportion  is  not  much  more  than  one  half. 
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of  a  great  success  than  they  are  deterred  by  the  fear  of  book  vi. 
failure ;  and  the  second  is  that  the  social  rank  of  an  occupa-  ^°'  "'' 
tion  depends  more  on  the  highest  dignity  and  the  best 
position  which  can  be  attained  through  it  than  on  the 
average  good  fortune  of  those  engaged  in  it.  It  is  an  old 
maxim  of  statecraft  that  a  Government  should  offer  a  few 
good  prizes  in  every  department  of  its  service:  and  in 
aristocratic  countries  the  chief  officials  receive  very  high 
salaries,  while  those  of  the  lower  grades  are  comforted  in  the 
receipt  of  salaries  below  the  market  level  for  similar  services 
by  their  hopes  of  ultimately  rising  to  a  coveted  post,  and 
by  the  social  consideration  which  in  such  countries  always 
attends  on  public  officers.  This  arrangement  has  the  inci- 
dental effect  of  favouring  those  who  are  already  rich  and 
powerful;  and  partly  for  that  reason  it  is  not  adopted  in 
democratic  countries.  They  often  go  to  the  opposite  ex- 
treme, and  pay  more  than  the  market  rates  for  their  services 
to  the  lower  ranks,  and  less  to  the  upper  ranks.  But  that 
plan,  whatever  be  its  merits  on  other  grounds,  is  certainly 
an  expensive  one. 

We  may  next  consider  the  influence  which  inconstancy  of  irregu- 
employment  exerts  on  wages.     It  is  obvious  that  in  those  em^y- 
occupations,  in  which  employment  is  irregular,  the  pay  must  ^be 
be  hififh  in  proportion  to  the  work  done :  the  medical  man  and  f^^^^  ^or 

o  XT     r  ^  ,       by  a  simple 

the  shoeblack  must  each  receive  when  at  work  a  pay  which  average  in 

covers  a  sort  of  retaining  fee  for  the  time  when  he  has  nothing  ' 

to  do.    If  the  advantages  of  their  occupations  are  in  other 

respects  equal,  the  bricklayer  when  at  work  must  be  paid  a 

higher  rate  than  the  joiner,  and  the  joiner  than  the  railway 

guard.     For  work  on  the  railways  is  nearly  constant  all  the 

year  round ;  while  the  joiner  and  the  bricklayer  are  alwa}'s 

in  danger  of  being  made  idle  by  slackness  of  trade,  and  the 

bricklayer's  work  is  further  interrupted  by  frost  and  rain. 

The  ordinary  method  of  allowing  for  such  interruptions  is 

to  add  up  the  earnings  for  a  long  period  of  time  and  to  take 

the  average  of  them ;  but  this  is  not  quite  satisfactory  unless 

we  assume  that  the  rest  and  leisure,  which  a  man  gets  when 

out  of  employment,  are  of  no  service  to  him  directly  or 

indirectly. 
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DEMAND  AND  SUPPLY  IN  RELATION  TO  LABOUR. 

This  assumption  may  be  fairly  made  in  some  cases ;  for 
waiting  for  work  often  involves  so  much  anxiety  and  worn 
that  it  causes  more  strain  than  the  work  itself  would  do\ 
But  that  is  not  always  so.  Interruptions  of  work  that  occur 
in  the  ordinary  course  of  business,  and  raise  no  fears  about 
the  future,  give  opportunity  for  the  system  to  recruit  itsdf 
and  lay  in  stores  of  energy  for  future  exertions.  The  snocess- 
ful  barrister,  for  instance,  is  subject  to  a  severe  strain  during 
some  parts  of  the  year ;  and  that  is  itself  an  evil :  but  wfaeD 
allowance  has  been  made  for  it,  he  may  be  regarded  as  losii^ 
very  little  in  the  long  run  by  being  prevented  from  earning 
any  fees  during  the  Legal  Vacations. 

§  7.  !Next  we  must  take  account  of  the  opportunities 
which  a  man's  surroundings  may  afford  of  supplementing 
the  earnings  which  he  gets  in  his  chief  occupation,  by  doing 
work  of  other  kinda  And  account  may  need  to  be  takes 
also  of  the  opportunities  which  these  surroundings  ofier  fer 
the  work  of  other  members  of  his  family. 

Many  economists  have  even  proposed  to  take  as  their 
unit  the  earnings  of  a  family :  and  there  is  much  to  be  said 
for  this  plan  with  reference  to  agriculture  and  those  old- 
fashioned  domestic  trades  in  which  the  whole  fiamily  wcdcs 
together,  provided  that  allowance  is  made  for  the  loss  resuli- 
ing  from  any  consequent  neglect  by  the  wife  of  her  housdiold 
duties.  But  in  modem  England  trades  of  this  kind  are 
exceptional ;  the  occupation  of  the  head  of  a  family  seldom 
exerts  much  direct  influence  on  those  of  its  other  members, 
though  of  course  when  the  place  in  which  he  works  b  fixed 
the  employments,  to  which  his  family  can  get  easy  access,  are 
limited  by  the  resources  of  the  neighbourhood. 

§  8.  Thus  then  the  attractiveness  of  a  trade  depends  oo 
many  other  causes  besides  the  difficulty  and  strain  of  tbe 
work  to  be  done  in  it  on  the  one  hand,  and  the  monej' 
earnings  to  be  got  in  it  on  the  other.  And  when  the  eanuc^ 
in  any  occupation  are  regarded  as  acting  on  the  supfdj  of 
labour  in  it,  or  when  they  are  spoken  of  as  being  its  supplj 
price,  we  must  always  understand  that  the  term  is  only  used 

^  The  evils  of  irregularity  of  employment  are  weD  and  forcibly  sUteJ  ia  • 
lecture  on  that  subject  given  by  Prof.  Foxwell  in  1886. 
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as  a  short  expression  for  its  Net  Advantage8\  We  must  book  vi. 
take  account  of  the  facts  that  one  trade  is  healthier  or  clean-  ^"*°'' 
lier  than  another,  that  it  is  carried  on  in  a  more  wholesome 
or  pleasant  locality,  or  that  it  involves  a  better  social  position; 
as  is  instanced  by  Adam  Smith's  well-known  remark  that  the 
aversion  which  many  people  have  for  the  work  of  a  butcher, 
and  to  some  extent  for  the  butcher  himself,  raises  the  earnings 
of  butchers  above  those  of  bakers. 

Of  course  individual  character  will  always  assert  itself  in  bnt  here 
estimating  particular  advantages  at  a  very  high  or  a  very  ^^  5*^ 
low  rate.     Some  persons  for  instance  are  so  fond  of  having  *|®J^gj.^ 
a  cottage  of  their  own  that  they  prefer  living  on  very  low  ences  of 
wages  in  the  country  to  getting  much  higher  wages  in  the  between  in- 
town ;  while  others  are  indifferent  as  to  the  amount  of  house-  ^^  "    * 
room  they  get,  and  are  willing  to  go  without  the  comforts  of 
life  provided  they  can  procure  what  they  regard  as  its  luxu- 
ries.   This  was  the  case,  for  example,  with  a  family  of  whom 
the  Royal  Commission   on  the   Housing  of  the   Working 
Classes  in  1884  were  told:   their  joint  earnings  were  £7 
a  week,  but  they  chose  to  live  in  one  room,  so  as  to  be  able 
to  spend  money  freely  on  excursions  and  amusements. 

Personal  peculiarities,  such  as  these,  prevent  us  from 
predicting  with  certainty  the  conduct  of  particular  indi- 
viduals. But  if  each  advantage  and  disadvantage  is  reckoned 
at  the  average  of  the  money  values  it  has  for  the  class  of 
people  who  would  be  likely  to  enter  an  occupation,  or  to 
bring  up  their  children  to  it,  we  shall  have  the  means  of  esti- 
mating roughly  the  relative  strengths  of  the  forces  that  tend 
to  increase  or  diminish  the  supply  of  labour  in  that  occu- 
pation (U  the  time  wnd  place  which  we  are  considering.  For 
it  cannot  be  too  often  repeated  that  grave  errors  are  likely  to 
result  from  taking  over  an  estimate  of  this  kind  based  on  the 
circumstances  of  one  time  and  place,  and  applying  it  without 
proper  precaution  to  those  of  another  time  or  another  place. 

In  this  connection  it  is  interesting  to  observe  the  influence  between 
of  diffei*ences  of  national   temperament  in  our  own  time. 
Thus  in  America  we  see  Swedes  and  Norwegians  drift  to 
agriculture  in  the  North-west,  while  the  Irish,  if  they  go  on 

1  See  Book.  n.  Ch.  t.  §  2. 
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BOOK  Ti.  the  land  at  all,  choose  farms  in  the  older  Elastem  States.  Tbe 
^'  "'•  preponderance  of  Germans  in  the  furniture  and  the  brewing 
industries,  and  of  Irish  and  French  Canadians  in  the  textile 
industries  of  the  United  States,  and  the  preference  of  the 
Jewish  immigrants  in  London  for  the  boot  making  industries 
and  for  retail  trade — all  these  are  due  partly  to  dififerences 
in  national  aptitudes,  but  partly  also  to  differences  in  tbe 
estimates  that  people  of  different  races  form  of  the  incidental 
advantages  and  disadvantages  of  different  trades, 
and  be-  Lastly,  the  disagreeableness  of  work  seems  to  have  very 

du^ajT  li**l®  effect  in  raising  wages,  if  it  is  of  such  a  kind  that  it 
gndes,  can  \y^  done  by  those  whose  industrial  abilities  are  of  a  veiy 
low  order.  For  the  progress  of  sanitary  science  has  kept 
alive  many  people  who  are  unfit  for  any  but  the  lowest  grad« 
of  work.  They  compete  eagerly  for  the  comparatively  small 
quantity  of  work  for  which  they  are  fitted,  and  in  their  urgent 
need  they  think  almost  exclusively  of  the  wages  they  can 
earn :  they  cannot  afford  to  pay  much  attention  to  incidentAl 
discomforts,  and  indeed  many  of  them  are  by  education  pre- 
pared to  regard  the  dirtiness  of  an  occupation  as  an  evil  uf 
but  minor  importance. 
An  evil  And  from  this  arises  the  strange  and  paradoxical  result 

^  °  *  that  the  dirtiness  of  some  occupations  is  a  cause  of  the 
lowness  of  the  wages  earned  in  them.  For  employers  find 
that  this  dirtiness  adds  much  to  the  wages  they  would  have 
to  pay  to  get  the  work  done  by  skilled  men  of  high  character 
working  with  improved  appliances ;  and  so  they  often  adhere 
to  old  methods  which  require  only  unskilled  workers  of  but 
indifferent  character,  and  who  can  be  hired  for  low  (Time-^ 
wages,  because  they  are  not  worth  much  to  any  employer. 
There  is  no  more  urgent  social  need  than  that  labour  of  thi** 
kind  should  be  made  scarce  and  dear. 
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CHAPTER  IV. 

DEMAND  AND  SUPPLY  IN  RELATION  TO  LABOUR, 
CONTINUED. 

§  1.    The  action  of  demand  and  supply  with  regard  to  book  vi. 

labour  was  discussed  in  the  last  chapter  with  reference  to    ^°'  '^* 

the  difficulties  of  ascertaininir  the  real  as  opposed  to  theTli«"»-    , 

....  .       portance  of 

nominal  price  of  labour.    But  some  peculiarities  in  this  action  many 

remain  to  be  studied  which  are  of  a  more  vital  character :  Ses  in  the 

they  aflFect  not  merely  the  form,  but  also  the  substance  of  J^j^^^' 

the  action  of  the  forces  of  demand  and   supply,  and   to^^^s^PP^y, 

."*■  •'  withregard 

some  extent  limit  and  hamper  the   free  action  of  those  to  labour 
forces.    And  we  shall  find  that  the  influence  of  many  of  m^on 
them  is  not  at  all  to  be  measured  by  their  first  and  most  SSve^ 
obvious  effects.    Those  eflFects  which   are  cumulative  are  ^V^^, 
generally  far  more  important  in  the  long  run  than  those 
which  are  not,  however  prominent  the  latter  may  appear* 

The  problem  has  thus  much  in  common  with  that  of  tracinc:  ^^,  r©- 
the  economic  influence  of  custom.     For  it  has  already'  been  the  influ- 
noticed,  and  it  will  become  more  clear  as  we  go  on,  that  the  ^^m. 
direct  effects  of  custom  in  causing  a  thing  to  be  sold  for  a 
price  sometimes  a  little  higher  and  sometimes  a  little  lower 
than  it  would  otherwise  fetch,  are  not  really  of  very  great 
importance,  because  any  such  divergence  does  not,  as  a  rule, 
tend  to  perpetuate  and  increase  itself;  but  on  the  contrary, 
if  it  becomes  considerable,  it  tends  itself  to  call  into  action 
forces  that  counteract  it.     Sometimes  these  forces  break 
down  the  custom  altogether ;  but  more  often  they  evade  it 

1  Book  I.  Ch.  n.  §  2. 
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BOOK  VI.  by  gradual  and  imperceptible  changes  in  the  character  of 
^fliJ'  the  thing  sold,  so  that  the  purchaser  really  gets  a  new  thing 
at  the  old  price  under  the  old  name.  These  direct  effects 
then  are  obvious,  but  they  are  not  cumulative.  On  the 
other  hand,  the  indirect  effiects  of  custom  in  hindering  the 
methods  of  production  and  the  character  of  producers  from 
developing  themselves  fireely  are  not  obvious ;  but  they 
generally  are  cumulative,  and  therefore  exert  a  deep  and 
controlling  influence  over  the  history  of  the  world.  If  cus- 
tom checks  the  progress  of  one  generation,  then  the  ner. 
generation  starts  &om  a  lower  level  than  it  otherwise  would 
have  done ;  and  any  retardation  which  it  suffers  itself  is 
accumulated  and  added  to  that  of  its  predecessor,  and  so  on 
from  generation  to  generation*. 

And  so  it  is  with  regard  to  the  action  of  demand  and 
supply  on  the  earnings  of  labour.     If  at  any  time  it  presses 
hardly  on  any  individuals  or  class,  the  direct  effects  of  th^? 
evils  are  obvious.     But  the  sufferings  that  result  are  of 
different  kinds :  those,  the  effects  of  which  end  with  the  evil 
by  which  they  were  caused,  are  not  generally  to  be  com- 
pared in  importance  with  those  that  have  the  indirect  efiect 
of  lowering  the  character  of  the  workers  or  of  hindmng 
it  from  becoming  stronger.     For  these  last  cause  fiirther 
weakness  and  further  suffering,  which  again  in  their  turn 
cause  yet  further  weakness  and  further  suffering,  and  so  on 
cumulatively.    On  the  other  hand  high  earnings,  and  a  strong 
character,  lead  to  greater  strength   and  higher  earnings, 
which  again  lead  to  still  greater  strength  and  still  higher 
earnings,  and  so  on  cumulatively. 
First  pecn.        §  2..    The  first   point  to  which  we  have  to  direct  our 
workOT     *  attention  is  the  feet  that  human  agents  of  production  »re 
w^^ut    ^^^  bought  and  sold  as  machinery  and  other  material  agents 
retainspro-  of  production  are.     The  worker  sells  his  work,  but  he  him- 

D©rtv  ill 

bSweif.      self  remains  his  own  property :  those  who  bear  the  expenses 

1  It  ought,  however,  to  be  remarked  that  some  of  the  beneildal  cAkIi  ^ 
custom  are  comidative.  For  among  the  many  different  things  that  are  indsdi' 
nnder  the  wide  term  "cnstom"  are  orjrstallized  forms  of  high  ethical  prindiil*- 
rules  of  honourable  and  courteous  behaTioor,  and  of  the  aToidaaee  of  trodUt**' 
strife  aboat  paltry  gains;  and  much  of  the  good  inflaence  which  these  exffi « 
race  character  is  cumulative. 
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of  rearing  and  educating  him  receive  but  very  little  of  the  book  vi. 

price  that  is  paid  for  his  services  in  later  years\  chmv. 

Whatever  deficiencies  the  modem  methods  of  business  Conse- 

may  have,  they  have  at  least  this  virtue,  that  he  who  bears  ^viMtment 

the  expenses  of  production  of  material  goods,  receives  the  ?J  Sm  te^ 

price  that  is  paid  for  them.      He  who  builds  factories  ori?>"*«dby 

the  mesDH, 

Steam-engines  or  houses,  or  rears  slaves,  reaps  the  benefit  of  the  fore- 
all  net  services  which  they  render  so  long  as  he  keeps  them  andhSie' 
for  himself;  and  when  he  sells  them  he  gets  a  price  which  ^l^'JSfhis 
is  the  estimated  net  value  of  their  future  services.    The  p^^nts. 
stronger  and  the  more  efficient  he  makes  them,  the  better 
his  reward ;  and  therefore  he  extends  his  outlay  until  there 
seems  to  him  no  good  reason  for  thinking  that  the  gains 
resulting  firom   any  further  investment  would  compensate 
him.    He  must  do  this  prudently  and  boldly,  under  the 
penalty  of  finding  himself  worsted  in  competition  with  others 
who  follow  a  broader  and  more  &r-sighted  policy,  and  of 
ultimately  disappearing  from  the  ranks  of  those  who  direct 
the  course  of  the  world's  business.    The  action  of  competi- 
tion, and  the  survival  in  the  struggle  for  existence  of  those 
who  know  best  how  to  extract  the  greatest  benefits  for  them- 
selves from  the  environment,  tend  in  the  long  run  to  put 
the  building  of  factories  and  steam-engines  into  the  hands 
of  those  who  will  be  ready  and  able  to  incur  every  expense 

*  This  however  does  not  imply  that  skve  labour  is  in  any  way  economical. 
Adam  Smith  remarked  long  ago  that  '*  The  fond  destined  for  replacing  or  repairing, 
if  I  may  say  so,  the  wear-and-tear  of  the  slave  is  commonly  managed  l^  a  negligent 
master  or  careless  overseer.  That  destined  for  performing  the  same  of&ce  for  the 
fr«e  man  is  managed  by  the  free  man  himself . . .  with  strict  frugality  and  parsi- 
monioiis  attention."  And  hence  he  argued  that  though  the  wages  of  free  men 
most  cover  their  wear-and-tear,  "the  work  done  by  them  comes  cheaper  in  the 

end  than  that  performed  by  slaves It  is  found  to  be  so  even  at  Boston,  New 

York  and  Philadelphia,  where  the  wages  of  common  labour  are  so  very  high." 
( Wealth  of  Nations^  Book  i.  Oh.  vm.)  And  Caimee,  in  his  masterly  book  on  the 
Slave  Power f  brought  the  evidence  on  this  subject  down  to  more  recent  times: 
tnd  demonstrated  the  inefficiency  and  extravagance  of  the  modem  slave  system. 

It  is  true  that  alaveiy  was  not  always  entirely  without  advantages.  When  the 
dignity  of  man  as  man  was  as  yet  not  understood,  and  slaves  and  slaveowners 
•like  regarded  their  mutual  relations  as  natural,  and  when,  partly  in  consequence 
<^  this,  the  family  life  of  the  slave  was  respected,  the  investment  of  capital  in 
lisiDg  him  to  a  fairly  high  level  of  Industrial  and  literary  and  artistic  culture, 
worked  almost  as  smoothly  and  brought  in  its  returns  almost  as  safely  as  if 
the  slave  had  been  a  machine.  But  in  later  times  the  uneasy  consciousness  that 
ilaTery  was  wrong  made  intelligence  in  the  slave  a  source  of  fear  to  his  master. 

M.  38 
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BOOK  VI.  which  will  add  more  than  it  costs  to  their  value  as  pn>- 
cH^.     (Juctive  agents.   But  the  investment  of  capital  in  the  rearing 
and  early  training  of  the  workers  of  England  is  limited  by 
the  resources  of  parents  in  the  various  grades  of  society,  bj 
their  power  of  forecasting  the  future,  and  by  their  willing- 
ness to  sacrifice  themselves  for  the  sake  of  their  children. 
This  evfl  is       This  evil  is  indeed  of  comparatively  small  impcntance  with 
SSyraiaU  regard  to  the  higher  industrial  grades.    For  in  those  grades 
to  ^e        iQogt  people  distinctly  realize  the  future,  and  "  discount  it  at 
ranks  of     a  low  rate  of  interest"     They  exert  themselves  much  to 
'      select  the  best  careers  for  their  sons,  and  the  best  trainings 
for  those  careers ;  and  they  are  generally  willing  and  able  to 
incur  a  considerable  expense  for  the  purposa    The  prrfe»- 
sional  classes  especially,  while  generally  eager  to  save  sooie 
capital  for  their  children,  are  even  more  on  the  alert  for 
opportunities  of  investing  it  in  them.     And  whenever  there 
occurs  in  the  upper  grades  of  industry  a  new  opening  for 
which  an  extra  and  special  education  is  required,  the  future 
gains  need  not  be  very  high  relatively  to  the  present  outlaj, 
in  order  to  secure  a  keen  cojipetition  for  the  post, 
but  very  But  in  the  lower  ranks  of  society  the  evil  is  great.    For 

^tmthe^jj^  slender  means  and  education  of  the  parents,  and  the 
"*°^»  comparative  weakness  of  their  power  of  distinctly  realizing 
the  future,  prevent  them  fix)m  investing  capital  in  the  edu- 
cation and  training  of  their  children  with  the  same  free  and 
bold  enterprise  with  which  capital  is  applied  to  improving 
the  machinery  of  any  well-managed  fectory.  Many  of  the 
children  of  the  working-classes  are  imperfectly  fed  and 
clothed;  they  are  housed  in  a  way  that  promotes  neither 
physical  nor  moral  health ;  they  receive  a  school  educatioo 
which,  though  in  modem  England  it  may  not  be  very  bad 
so  fisu-  as  it  goes,  yet  goes  only  a  little  way ;  they  have  few 
opportunities  of  getting  a  broader  view  of  life  or  an  insist 
into  the  nature  of  the  higher  work  of  business,  of  science  or 
of  art ;  they  meet  hard  and  exhaustive  toil  early  on  the  war. 
and  for  the  greater  part  keep  to  it  all  their  lives.  At  Ust 
they  go  to  the  grave  carrying  with  them  undeveloped  abili- 
ties and  faculties;  which,  if  they  could  have  borne  full  frnit, 
would  have  added  to  the  material  wealth  of  the  country— w 
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say  nothing  of  higher  considerations — many  times  as  much   book  vi. 
as  would  have  covered  the  expense  of  providing  adequate    ^°'  ^' 
oppwtunities  for  their  development. 

But  the  point  on  which  we  have  specially  to  insist  now  and  the 
is  that  this  evil  is  cumulative.  The  worse  fed  are  thecumu- 
children  of  one  generation,  the  less  will  they  earn  when  they  ^**^®* 
grow  up,  and  the  less  will  be  their  power  of  providing  ade- 
quately for  the  material  wants  of  their  children ;  and  so  on: 
and  again,  the  less  fully  their  own  faculties  are  developed, 
the  less  will  they  realize  the  importance  of  developing  the 
best  faculties  of  their  children,  and  the  less  will  be  their 
power  of  doing  so.  And  conversely  any  change  that  awards 
to  the  workers  of  one  generation  better  earnings,  together 
with  better  opportunities  of  developing  their  best  qualities, 
will  increase  the  material  and  moral  advantages  which  they 
have  the  power  to  oflFer  to  their  children:  while  by  increasing 
their  own  intelligence,  wisdom  and  forethought,  it  will  also 
to  some  extent  increase  their  willingness  to  sacrifice  their 
own  pleasures  for  the  well-being  of  their  children ;  though 
there  is  much  of  that  willingness  now  even  among  the 
poorest  classes,  so  far  as  their  means  and  the  limits  of  their 
knowledge  will  allow. 

§  3.     The  advantages  which  those  bom  in  one  of  the  in  this 
higher  grades  of  society  have  over  those  bom  in  a  lower,  con-  wehave**" 
sist  in  a  great  measure  of  the  better  introductions  and  the  ^^^JJ" 
better  start  in  life  which  they  receive  from  their  parents.  ^^7  <>?  the 

durect  in* 

Thus  those  Government  appointments  in  which  a  good  salary  vestment 
can  be  earned  by  but  very  moderate  ability  and  industry,  ^  Se^edu. 
are  even   now,  though  the  difference  is   less  than  it  was,  ^^°' 
more  accessible  to  the  sons  of  the  aristocracy  than  to  those  bit  also  of 

"^  thevaocess 

of  the  middle  classes.  And  these  in  their  turn  have  advan-  to  lucrative 
tages  of  their  own.  For,  not  to  speak  of  the  few  who  inherit  *^*^^®®"* 
an  existing  business,  or  capital  with  which  to  start  one  of 
their  own,  many  of  them  owe  some  of  their  success  to  the 
business  or  professional  introduction  which  they  receive  from 
relatives  and  from  friends  of  the  family.  But  the  importance 
of  this  good  start  in  life  is  nowhere  seen  more  clearly  than 
in  a  comparison  of  the  foi'tunes  of  the  sons  of  artisans  and 
of  unskilled  labourers. 

38-2 
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BOOK  VI.         There  are  not  many  skilled  trades  to  which  the  son  of  m 

cH^.    mjgtiu^  labourer  can  get  easy  access;  and  in  the  large 

m  son  of  majority  of  cases  the  son  follows  the  father's  calling.    In  the 

has  a  better  old-fashioned  domestic  industries  this  was  almost  a  universal 

5ian  £e  *  rule ;  and,  even   under  modem  conditions,  the   father  has 

J^j^^®   often  great  facilities  for  introducing  his  son  to  his  own  trade. 

labourer;    Employers  and  their  foremen  generally  give  to  a  lad  whose 

father  they  already  know  and  trust,  a  preference  over  one  for 

whom  they  would  have  to  incur  the  entire  responsibility. 

And  in  many  trades  a  lad,  even  after  he  has  got  entrance  to 

the  works,  is  not  very  likely  to  make  good  progress  and 

obtain  a  secure  footing,  unless  he  is  able  to  work  by  the 

side  of  his  father,  or  some  friend  of  his  fether's,  who  will 

take  the  trouble  to  teach  him  and  to  let  him  do  work  that 

requires  careful  supervision,  but  has  an  educational  value 

he  18  But  the  son  of  the  artisan  has  further  advantage&    He 

up*m  a*^      generally  lives  in  a  better  and  cleaner  house,  and  under 

Sedhwne  "^^^^^ial  surroundings  that  are  more  consistent  with  refine- 

and  with     ment  than  those  with  which  the  ordinary  labourer  is  fiEuniliar. 

mother's     His  parents  are  likely  to  be  better  educated,  and  to  have  a 

^*"*  higher  notion  of  their  duties  to  their  children ;  and,  last  but 

not  least,  his  mother  is  likely  to  be  able  to  give  more  of  her 

time  to  the  care  of  her  family. 

The  great         If  we  compare  one  country  of  the  civilized  world  with 

S^tJ^uSf  another,  or  one  part  of  England  with  another,  or  one  trade 

element.      '^  England  with  another,  we  find  that  the  degradation  of  the 

working-classes  varies  almost  uniformly  with  the  amount  of 

rough  work  done  by  women.  The  most  valuable  of  all  capital 

is  that  invested  in  human  beings;  and  of  that  ci^ital  the 

most  precious  part  is  the  result  of  the  care  and  influence  of 

the  mother,  so  long  as  she  retains  her  tender  and  unselfish 

instincts,  and  has  not  been  hardened  by  the  strain  and  street 

of  unfeminine  work. 

This  draws  our  attention  to  another  aspect  of  the  prm- 
ciple  already  noticed,  that  in  estimating  the  cost  of  pro- 
duction of  efficient  labour,  we  must  often  take  as  our  unit 
the  family.  At  all  events  we  cannot  treat  the  cost  of  pfi>- 
duction  of  efficient  men  as  an  isolated  problem;  it  must  be 
taken  as  part  of  the  broader  problem  of  the  cost  of  productioii 
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of  efficient  men  together  with  the  women  who  are  fitted  to  book  vi. 

make  their  homes  happy,  and  to  bring  up  their  children  J * 

vigorous  in  body  and  mind,  truthful  and  cleanly,  gentle  and 
braved 

1  Sir  William  Petty  discussed  "The  Valae  of  the  People"  with  much  in- 
gennitj;  and  the  relation  in  which  the  cost  of  production  of  an  adolt  male  stands 
to  the  cost  of  production  of  a  family  nnit  was  examined  in  a  thoroughly  scientific 
manner  hy  Cantillon,  Essai,  Part  i.  Chap,  xi.,  and  again  by  Adam  Smith,  Wealth 
of  XationSf  Book  i.  Oh.  vni.:  and  in  more  recent  times  by  Dr  Engel,  in  his 
brilliant  Essay  Der  Preis  der  Arbeit,  and  by  Dr  Fkrr  and  others.  Many  esti- 
mates have  been  made  of  the  addition  to  the  wealth  of  a  country  caused  by  the 
irriTal  of  an  immigrant  whose  cost  of  production  in  his  early  years  was  defrayed 
elsewhere,  and  who  is  likely  to  produce  more  than  he  consumes  in  the  country  of 
his  adoption.  The  estimates  have  been  made  on  many  plans,  aU  of  them  rough, 
and  some  apparently  faulty  in  principle :  but  most  of  tiiem  find  the  average  value 
of  an  immigrant  to  be  about  £200.  It  would  seem  that,  if  we  might  neglect  pro- 
visionally the  difference  between  the  sexes,  we  should  calculate  the  value  of  the 
immigrant  on  the  lines  of  the  argument  of  Book  v.  Ch.  iv.  §  2.  That  is,  we 
shoold  ** discount"  the  probable  value  of  aU  the  future  services  that  he  might 
render,  add  them  together,  and  deduct  from  them  the  sum  of  the  "discounted" 
valnea  of  aU  the  wealth  and  direct  services  of  other  persons  that  he  would  oon- 
gnme:  and  it  may  be  noted  that  in  thus  calculating  each  element  of  production 
tnd  eonsomption  at  its  probable  value,  we  have  incidentally  allowed  for  the 
chances  of  his  premature  death  and  sickness,  as  well  as  of  his  failure  or  success  in 
life.  Or  again  we  might  estimate  his  value  at  the  money  cost  of  production 
which  his  native  country  had  incurred  for  him ;  which  would  in  like  manner  be 
found  by  adding  together  the  **  accumulated  "  values  of  all  the  several  elements  of 
his  past  consumption  and  deducting  from  them  the  sum  of  the  "accumulated" 
Tahi«8  of  all  the  several  elements  of  his  past  production. 

So  far  we  have  taken  no  account  of  the  difference  between  the  sexes.  But  it 
is  dear  that  the  above  plans  put  the  value  of  the  male  immigrants  too  high  and 
thai  of  the  female  too  low :  unless  allowance  is  made  for  the  service  which  women 
render  as  mothers,  as  wives  and  as  sisters,  and  the  male  immigrants  are  charged 
with  having  consumed  these  services,  while  the  female  immigrants  are  credited 
with  having  supplied  them.    (See  Mathematical  Note  XXVII.) 

Many  writers  assume,  implicitly  at  least,  that  the  net  production  of  an 
average  individual  and  the  consumption  during  the  whole  of  his  life  are  equal ;  or, 
in  other  words,  that  he  would  neither  add  to  nor  take  from  the  material  well- 
being  of  a  country,  in  which  he  stayed  all  his  life.  On  this  assumption  the  above 
two  plans  of  estimating  his  value  would  be  convertible;  and  then  of  course 
we  should  make  our  calculations  work  by  the  better  and  easier  method.  We 
may,  for  instance,  guess  that  the  total  amount  spent  on  bringing  up  an  average 
^htlA  of  the  lower  half  of  the  labouring  classes,  say  two-fifths  of  the  population,  is 
£100;  for  the  next  fifth  we  may  put  the  sum  at  £175 ;  for  the  next  fifth  at  £300; 
for  the  next  tenth  at  £500,  and  the  remaining  tenth  at  £1200,  or  an  average  of 
£300.  •  But  of  course  some  of  the  population  are  very  young  and  have  had  but 
little  spent  on  them;  others  have  got  nearly  to  their  life's  end;  and  therefore,  on 
these  assumptions,  the  average  value  of  an  individual  is  perhaps  £200. 

These  estimates  include  large  allowances  for  parental  and  other  services,  that 
are  not  actually  paid  for  by  money.  But  it  may  be  noted  that,  on  the  alternative 
plan  of  capitalizing  net  productive  power,  we  ought  properly  to  count  in  aU  pro- 
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BOOK  VI.         §  4.    As  the  youth  grows  up,  the  influence  of  his  parents 

^•^'    and  his  schoolmaster  declines;  and  thenceforward  to  the  end 

of  his  life  his  character  is  moulded  chiefly  by  the  nature  of 

his  work  and  the  influence  of  those  with  whom  he  associate 

for  business,  for  pleasure  and  for  religious  worship. 

The  A  good  deal   has  already  been   said   of  the   technical 

[j^^Jl^o,  training  of  adults,  of  the  decadence  of  the  old  apprenticediip 

So^de?'     syst^i"*  *^d  ^^  ^^^  diflSculty  of  finding  anything  to  take 

pends  in     its  place.     Here  again  we  meet  the  difl&culty  that  whoever 

measure     may  incur  the  expense  of  investing  capital  in  developing 

sSfl^esB  ^^^  abilities  of  the  workman,  those  abilities  will  be  the  po- 

^b^e^r*™    perty  of  the  workman  himself:  and  thus  the  virtue  of  thoee 

who  have  aided  him  must  remain  for  the  greater  pert  its 

own  reward. 

It  is  true  that  high-paid  labour  is  really  cheap  to  those 
employers  who  are  aiming  at  leading  the  race,  and  whot* 
ambition  it  is  to  turn  out  the  best  work  by  the  most  advanced 
methods.  They  are  likely  to  give  their  men  high  wages  and 
to  train  them  carefully;  partly  because  it  pays  them  to  do 
so,  and  partly  because  the  character  that  fits  them  to  take 

daction  of  real  benefits,  even  though  no  money  passes  in  exchange  far  tfaca- 
But,  as  Prof.  B.  Mayo  Smith  has  well  pointed  out  {Emiffraium  amd  Immifrvho^ 
Chapter  vi.),  both  of  the  suggested  methods  of  yalnati<ni  are  open  to  ptti 
objections  when  used  as  the  basis  of  a  public  policy  with  regard  to  immigrilwc. 
For  immigrants  coming  from  a  country  in  which  the  standard  of  \*^  it  k»Vi  V) 
one  in  which  it  is  high,  may  injure  it  materially  as  well  as  morally  ereo  tbo«^ 
they  carry  in  their  own  persons  a  good  deal  of  invested  capital,  and  pnimot  m 
the  country  of  their  adoption,  more  than  they  consume,  before  they  die.  But  bodi 
of  these  methods  are  much  less  misleading  when  applied  to  estimate  the  injv? 
done  to  a  country,  such  as  Ireland,  by  the  loss  through  emigration  of  a  great  ■ac? 
young  people,  whose  bringing  up  has  cost  the  country  much,  and  who  if  tbe;  ^ 
stayed  would  have  produced  more  than  they  consumed;  while  the  old  and  t^ 
infirm  stay  behind  to  consume  more  than  they  produce. 

Professor  Nicholson  (in  the  first  number  of  the  Economic  JoMmai)  eBtiBSt«« 
the  living  capital  of  the  United  Kingdom  at  £47,000  millions,  Le.  abo^  £L») 
a  head;  or,  say,  38  years*  purchase  (equal  to  the  value  of  a  permanent  aaaaii?' 
of  the  gross  money  income  of  the  country  exclusive  of  rent  yropm  t^ 
interest  on  capital  (about  £900  millions) ;  together  with  half  as  much  again  tMd 
in  on  account  of  the  real  income,  consisting  of  private  servioea  and  family  oA^ 
for  which  no  money  payment  is  made.  (His  own  method  of  arriving  at  this,  rent: 
is  different.)  But  it  seems  doubtful  whether  an  estimate  of  the  capital  rtim  <J 
the  population  as  a  whole  can  serve  any  useful  purpose;  and,  if  any  is  made  st  bH- 
it  should  perhaps  be  based  on  net,  rather  than  on  gross  earning  power.  For  tt» 
outgoings  of  life,  its  pains  and  its  efforts,  have  as  good  a  right  to  entw  into  oar 
account  as  its  incomings,  its  pleasures  and  enjoyments. 
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the  lead  in  the  arts  of  production  is  likely  also  to  make  book  vi. 
them  take  a  generous  interest  in  the  well-being  of  those  who  ^'^' 
work  for  them.  But  though  the  number  of  such  employers 
is  increasing,  they  are  still  comparatively  few.  And  even 
they  cannot  always  aflFord  to  carry  the  investment  of  capital 
in  the  training  of  their  men  as  far  as  they  would  have  done, 
if  the  results  of  the  investment  would  accrue  td  them  in 
the  same  way  as  the  results  of  any  improvements  they  might 
make  in  their  machinery;  even  they  are  sometimes  checked 
by  the  reflection  that  they  are  in  a  similar  position  to  that 
of  a  farmer  who,  with  an  uncertain  tenure  and  no  security 
of  compensation  for  his  improvements,  is  sinking  capital  in 
raising  the  value  of  his  landlord's  property. 

Again,  in  paying  his  workpeople  high  wages  and  in  caring  its  benefits 
for  their  happiness  and  culture,  the  liberal  employer  confers  uSve,  but 
benefits  which  do  not  end  with  his  own  generation.     For  JJ*^®^^ 
the  children  of  his  workpeople  share  in  them,  and  grow  up  ^  o»^  ^ 
stronger  in  body  and  in  character  than  otherwise  they  would 
have  done.    The  price  which  he  has  paid  for  labour  will 
have  borne  the  expenses  of  production  of  an  increased  supply 
of  high  industrial  faculties  in  the  next  generation:  but 
these  £Eu;ulties  will  be  the  property  of  others,  who  will  have 
the  right  to  hire  them  out  for  the  best  price  they  will  fetch: 
neither  he  nor  even  his  heirs  can  reckon  on  reaping  much 
material  reward  for  this  part  of  the  good  that  he  has  done. 

§  5.     The  next  of  those  characteristics  of  the  action  of  Second 
demand  and  supply  peculiar  to  labour  which  we  have  to  *^®^^'*^'^* 
study  lies  in  the  fact  that  when  a  person  sells  his  services,  he 
has  to  present  himself  where  they  are  delivered.    It  matters 
nothing  to  the  seller  of  bricks  whether  they  are  to  be  used  in 
building  a  palace  or  a  sewer:  but  it  matters  a  great  deal  to 
the  seller  of  labour,  who  undertakes  to  perform  a  task  of  TheseUer 
given  difficulty,  whether  or  not  the  place  in  which  it  is  to  mnst  ^ 
be  done  is  a  wholesome  and  a  pleasant  one,  and  whether  or  hiJJIS*' 
not  his  associates  will  be  such  as  he  cares  to  have.    In  those 
yearly  hirings  which  still  remain  in  some  parts  of  England, 
the  labourer  inquires  what  sort  of  a  temper  his  new  employer 
has,  and  what  sort  of  food  he  provides,  quite  as  carefully  as 
what  rate  of  wages  he  pays. 
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BOOK  VI.         This  peculiarity  of  labour  is  of  great  importance  in  iMny 

cH^.    iudiyidual  cases,  but  it  does  not  often  exert  a  broad  and 

The  effects  deep  influence  of  the  same  nature  as  that  last  discussed 

are  not       The  more  disagreeable  the  incidents  of  an  occupation,  the 

cMiu.  ^    higher  of  course  are  the  wages  required  to  attract  people 

Sleir^^  into  it:  but  whether  these  incidents  do  lasting  and  wide- 

ppojanoe  spreading  harm  depends  on  whether  they  are  such  as  to 

very  great,  undermine  men's  physical  health  and  strength  or  to  lower 

their  character.     When  they  are  not  of  this  sort,  they  are 

indeed  evils  in  themselves,  but  they  do  not  generally  cause 

other  evils  beyond  themselves;    their  effects  are  seldom 

cumulative. 

Since  however  no  one  can  deliver  his  labour  in  a  market 
in  which  he  is  not  himself  present,  it  follows  that  the  mobility 
of  labour  and  the  mobility  of  the  labourer  are  convertible 
terms :  and  the  unwillingness  to  quit  home,  and  to  leave  old 
associations,  including  perhaps  some  loved  cottage  and  burial- 
ground,  will  often  turn  the  scale  against  a  proposal  to  seek 
better  wages  in  a  new  place.    And  when  the  different  mem- 
bers of  a  family  are  engaged  in  different  trades,  and  a  migra- 
tion, which  would  be  advantageous  to  one  member,  would  be 
injurious  to  others,  the  inseparability  of  the  worker  from  his 
work  considerably  hinders  the  adjustment  of  the  supply  of 
labour  to  the  demand  for  it.     But  of  this  more  hereafter. 
Third  and         §  6.     Again,  labour  is  often  sold  under  special  disadvan- 
i^uiiari.    ^^>  arising  from  the  closely  connected  group  of  fects  that 
ilboiir  is    ^^^^^  power  is  "  perishable,"  that  the  sellers  of  it  are  com- 
rerishabie,  monly  poor  and  have  no  reserve  fund,  and  that  they  camwt 

easily  withhold  it  ftx)m  the  market, 
and  the  Perishableness  is  an  attribute  common  to  the  labour  of 

are  d^  **  all  grades :  the  time  lost  when  a  worker  is  thrown  out  of 
adv  ^toff  enaployment  cannot  be  recovered,  though  in  some  cases  his 
in  bargain-  energies  may  be  refreshed  by  rest\  It  must  however  be 
But  many  remembered  that  much  of  the  working  power  of  materia] 
commodi-  «^gents  of  production  is  perishable  in  the  same  sense ;  ht  a 
^^shabie  ff^^^^  V^^  ^^  ^^®  income,  which  they  also  are  prevented  from 
earning  by  being  thrown  out  of  work,  is  completely  lost 
There  is  indeed  some  saving  of  wear-and-tear  on  a  &ctorT. 

1  See  above,  CJh.  nr.  §  6. 
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or  a  steam-ship,  when  it  is  lying  idle :  but  this  is  often  small  book  ti. 
compared  with  the  income  which  its  owners  have  to  forego :    ^°*  ^' 
they  get  no  compensation  for  their  loss  of  interest  on  the 
capital  invested,  or  for  the  depreciation  which  it  undergoes 
from  the  action  of  the  elements  or  from  its  tendency  to  be 
rendered  obsolete  by  new  inventions. 

Again,  many  vendible  commodities  are  perishable.  In 
the  strike  of  dock  labourers  in  London  in  1889,  the  perish- 
ableness  of  the  fruit,  meat,  &c.  on  many  of  the  ships  told 
strongly  on  the  side  of  the  strikers. 

The  want  of  reserve  funds  and  of  the  power  of  long  with-  Disadyan- 
holding  their  labour  irom  the  market  is  common  to  nearly  ^^^Sng 
all  grades  of  those  whose  work  is  chiefly  with  their  hands.  ^^S^* 
But  it  is  especially  true  of  unskilled  labourers,  partly  because  ^ong  the 
their  wages  leave  very  little  margin  for  saving,  partly  because  mdes  of 
when  any  group  of  them  suspends  work,  there  are  large 
numbers  who  are  capable  of  filling  their  placea     And,  as  we 
shall  see  presently  when  we  come  to  discuss  trade  combina- 
tions, it  is  more  difficult  for  them  than  for  skilled  artisans  to 
form  themselves  into  strong  and  lasting  combinations;  and 
so  to  put  themselves  on  something  like  terms  of  equality  in 
bargaining  with  their  employers.     For  it  must  be  remem- 
bered that  a  man  who  employs  a  thousand  others,  is  in  himself 
an  absolutely  rigid  combination  to  the  extent  of  one  thousand 
units  among  buyers  in  the  labour  market. 

But  these  statements  do  not  apply  to  all  kinds  of  labour.  They  do 
Domestic  servants  though  they  have  not  large  reserve  funds,  to  domestic 
and  seldom  any  formal  trades-union,  are  sometimes  better  ^®^*"*®» 
able  than  their  employers  to  act  in  concert.    The  domestic 
servants  of  fashionable  London  got  very  high  wages:  some 
of  them  occasionally  tyrannized  a  little  over  their  employers 
in  the  last  century;  and  in  the  present  century  their  total 
real  wages  are  even  higher  in  comparison  with  those  skilled 
trades  in  which  equal  skill  and  ability  are  required.     But 
on  the  other  hand  those  domestic  servants   who   have  no 
specialized  skill,  and  who  hire  themselves  to  persons  vrith 
very  narrow  means,  have  not  been  able  to  make  even  toler- 
ably good  terms  for  themselves:   they  work  very  hard  for 
very  low  wages. 
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BOOK  VI.         Turning  next  to  the  highest  grades  of  industry,  we  find 
CH^.    ^j^^^  ^  ^  j^j^  ^j^^y  jjg^^^  ^Y^^  advantage  in  bargaining  over 

nor  to  pro-  the  purchaser  of  their  labour.  Many  of  the  professiooal 
men.  classes  are  richer,  have  larger  reserve  funds,  more  know- 
ledge and  resolution,  and  much  greater  power  of  concert«i 
action,  with  regard  to  the  terms  on  which  they  seU  their 
services,  than  the  greater  number  of  their  clients  and 
customers. 
Those  If  further  evidence  were  wanted  that  the  disadvantage* 

J^^Q^.  of  bargaining  under  which  the  vendor  of  labour  commonly 
ties  who     suflfers,  depend  on  his  own  circumstances  and  qualities,  and 

are  poor  '        r  ...  n 

and  ua.  not  on  the  fact  that  the  particular  thing  which  he  has  to  seL 
relatively  is  labour ;  such  evidence  could  be  found  by  comparing  the 
^awrs  wie  successful  barrister  or  solicitor  or  physician,  or  opera  singer 
at  a  du-      or  jockey  with  the  poorer  independent  producers  of  v«adible 

advantage         o  j  r  r  r 

in  bargain-  goods.     Those,   for  instance,  who  in  remote  places  collect 
same^ay   shell-fish  to  be  sold  in  the  large  central  markets,  have  littk 
8eUw«^*    reserve  funds  or  knowledge  of  the  world,  and  of  what  other 
labonr.       producers  are  doing  in  other  parts  of  the  country:  while 
those  to  whom  they  sell,  are  a  small  and  compact  body  of 
wholesale  dealers  with  wide  knowledge  and  large  reserve 
funds ;  and  in  consequence  the  sellers  are  at  a  great  disad- 
vantage in  bargaining.     And  much  the  same  is  true  of  the 
women  and  children  who  sell  hand-made  lace,  and  of  the 
garret  masters  of  East  London  who  sell  furniture  to  large 
and  powerful  dealers. 
The  dis-  It  is  however  certain  that  manual  labourers  as  a  class 

\ac^a^^  are  at  a  disadvantage  in  bargaining ;  and  that  the  disadvan- 
utive  in     f^gQ  wherever  it  exists  is  likely  to  be  cumulative  in  its  effecte. 

two  ways.        ®  ^ 

For  though,  so  long  as  there  is  any  competition  among  em- 
ployers at  all,  they  are  likely  to  bid  for  labour  something 
not  very  much  less  than  its  real  value  to  them,  that  is,  some- 
thing not  very  much  less  than  the  highest  price  they  wooW 
pay  rather  than  go  on  vrithout  it ;  yet  an3rthing  that  lowei? 
wages  tends  to  lower  the  efficiency  of  the  labourer's  wort 
and  therefore  to  lower  the  price  which  the  employer  wooW 
rather  pay  than  go  without  that  work.  The  eflPects  of  the 
labourer's  disadvantage  in  bargaining  are  therefore  cumu- 
lative  in   two  ways.     It   lowers  his   efficiency  and  lowers 
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wages ;  and  as  we  have  seen,  this  lowers  his  eflSciency  as  a   moK  rt, 
worker,  and  thereby  lowers  the  normal  value  of  his  labour.    ^^'  ^' 
And  in  addition  it  diminishes  his  efficiency  as  a  bargainer, 
and  thus  increases  the  chance  that  he  will  sell  his  labour  fur 
less  than  its  normal  value  \ 

1  On  the  sabject  of  this  Section  compare  Book  v.  Ch.  n,  §  3,  and  the  sabeeqoent 
Mote  on  Barter.  Prof.  Brentano  was  the  first  to  call  attention  to  seyeral  of  the 
points  discossed  in  this  chapter. 
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ability 


CHAPTER  V. 

DEMAND  AND  SUPPLY  IN  RELATION  TO  LABOUR, 
CONCLUDED. 

BOOK  m,  §  1.     The  next  peculiarity  in  the  action  of  demand  and 

^^'  ^'  supply  with  regard  to  labour,  which  we  have  to  consider, 

Tiie  fifth  ig  closely  connected  with  some  of  those  we  have  already 

of  kbtnir  diHcussed.     It  consists  in  the  length  of  time  that  is  required 

the'li^^at"  tri  prepare  and  train  labour  for  its  work,  and  in  the  slow- 

tiJu^^n"'  neas  of  the  returns  which  result  from  this  training. 

qiiimi  for  We  find  the  clearest  sims  of  the  deliberate  adjustment 

pttkVUlJIig  °  •' 

niliUtlouai 
«m>pHtt3  of 
*specializejl 

ability.       children,  and  in  their  eflforts  to  raise  their  children  into  a 

higher  gi^e  than  their  own. 
Adam  ^^  ^^^  these  chiefly  that  Adam  Smith  had  in  view  when 

co^itittHson  ^^  ^^^ ' — "  When  any  expensive  machine  is  erected,  the 
of  the  oxtraoi  dinary  work  to  be  performed  by  it  before  it  is  worn 
fariiefi  by  out,  it  must  be  expected,  will  replace  the  capital  laid  out 
^a  h"  a*^  iipi?n  it^  with  at  least  the  ordinary  profits.  A  man  educated 
at  the  expense  of  much  labour  and  time  to  any  of  tJwse 
employments  which  require  extraordinary  dexterity  and 
^kill,  may  be  compared  to  one  of  those  expensive  machines. 
The  wiirk  which  he  learns  to  perform,  it  must  be  expected, 
uvev  and  above  the  usual  wages  of  common  labour,  will 
replace  to  him  the  whole  expense  of  his  education,  with  at 
least  the  ordinary  profits  of  an  equally  valuable  capital.  It 
niui^t  do  this  too  in  a  reasonable  time,  regard  being  had  U> 
the  very  uncertain  duration  of  human  life,  in  the  same 
manner  as  to  the  more  certain  duration  of  the  machine." 
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But  this  statement  is  to  be  received  only  as  a  broad  book  vi. 
indication  of  general  tendencies.     For  independently  of  the     °°'^' 
fiact  that  in  rearing  and  educating  their  children,  P^^^^s  "»«»*  be 
are  governed  by  motives  different  fix)m  those  which  induce  account  of 
a  capitalist  undertaker  to  erect  a  new  machine,  the  period  neL  of  the 
over  which  the  earning  power  extends  is  generally  greater  ^^^^ 
in  the  case  of  a  man  than  of  a  machine;  and  therefore  the  chines; 
circumstances  by  which  the   earnings  are  determined  are 
less  capable  of  being  foreseen,  and  the  adjustment  of  supply 
to  demand  is  both  slower  and  more  imperfect.    For  though  though 
factories  and  houses,  the  main  shafts  of  a  mine  and  the  important 
embankments  of  a  railway  may  have    much   longer   lives  ®**^®^**®'*** 
than  those  of  the  men  who  made  them ;  yet  these  are  ex- 
ceptions to  the  general  rule. 

§  2.     Not  much  less  than  a  generation  elapses  between  Parents  in 
the  choice  by  parents  of  a  skilled  trade  for  one  of  their  trades  for 
children,  and   his   reaping   the  full  results  of  their  choice,  ^dren 
And  meanwhile  the  character  of  the  trade  may  have  been  ™"*  Jsp^ 

•^  forward  a 

almost  revolutionized  by  changes,  of  which  some  probably  whole  gene- 
threw  long  shadows  before  them,  but  others  were  such  as  their  fore- 
could  not  have  been  foreseen  even  by  the  shrewdest  persons  ^JJ^iSbie 
and  those  best  acquainted  vrith  the  circumstances  of  the  ^  * 
trade. 

The  working  classes  in  nearly  all  parts  of  England  are 
constantly  on  the  lookout  for  advantageous  openings  for  the 
labour  of  themselves  and  their  children ;  and  they  are  eager 
to  learn  from  friends  and  relations  who  have  settled  in  other 
districts  everjrthing  that  they  can  as  to  the  wages  that  are 
to  be  got  in  other  trades.  It  is  astonishing  with  what 
assiduity  and  sagacity  many  of  them  pursue  their  inquiries, 
not  only  as  to  the  money  wages  to  be  obtained  in  a  trade, 
but  also  as  to  all  those  incidental  advantages  and  dis- 
advantages which  have  been  discussed  in  the  last  chapter 
but  one.  But  it  is  very  diflScult  to  ascertain  the  causes 
that  are  likely  to  determine  the  distant  future  of  the  trades 
which  they  are  selecting  for  their  children;  and  there  are  not 
many  who  enter  on  this  abstruse  inquiry.  The  majority 
assume  without  a  further  thought  that  the  condition  of  each 
trade  in  their  own  time  sufficiently  indicates  what  it  will 
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BOOK  71.  be  in  the  future ;  and,  so  far  as  the  influence  of  this  habit 
^'^'     extends,  the  supply  of  labour  in  a  trade  in  any  one  generataoo 
tends  to  conform  to  its  earnings  not  in  that  but  in  the  pre- 
ceding generation. 

Again,  some  parents,  observing  that  the  earnings  in  one 
trade  have  been  for  some  years  rising  relatively  to  othere 
in  the  same  grade,  assume  that  the  course  of  change  is  likely 
to  continue  in  the  same  direction.  But  it  often  hi^peos 
that  the  previous  rise  was  due  to  temporary  causes,  sod 
that,  even  if  there  had  been  no  exceptional  influx  of  labour 
into  the  trade,  the  rise  would  have  been  followed  bj  a 
fall  instead  of  a  further  rise :  and,  if  there  is  such  an  excep- 
tional influx,  the  consequence  may  be  a  supply  of  labour  so 
excessive,  that  its  earnings  remain  below  their  normal  lerel 
for  many  years. 
In  thiti  Next  we  have  to  recall  the  fact  that,  although  there  are 

wem^^°  some  trades  which  are  difficult  of  access  except  to  the  sons 
often  take   of  those  already  in  them,  yet  the  majority  draw  recrmts 
not  a  parti-  from  the  SOUS  of  those  in  other  trades  in  the  same  grade^: 
but  a  whole  and  therefore  when  we  consider  the  dependence  of  the  supfrfy 
gj^^'     of  labour  on  the  resources  of  those  who  bear  the  expenses 
of  its  education  and  training,   we   must  often  r^[ard  the 
whole  grade,  rather  than  any  one  trade,  as  our  unit;  and 
say  that,  in  so  far  as  the  supply  of  labour  is  limited  by  the 
funds  available  for  defraying  its  cost  of  production,  the  suj^y 
of  labour  in  any  grade  is  determined  by  the  earnings  of  that 
grade  in  the  last  rather  than  in  the  present  generation. 

It  must,  however,  be  remembered  that  the  birth-rate  in 

every  grade  of  society  is  determined  by  many  causes,  amcxig 

which    deliberate    calculations    of  the   future   hold  but  a 

secondary  place:  though,  even  in  a  country  in  which  tn- 

dition  counts  for  as  little  as  it  does  in   modem  England 

a  great  influence  is  exerted  by  custom  and  public  opinioii 

which  are  themselves  the  outcome  of  the  experience  of  past 

generations. 

Allowance         §  3.  But  we  must  not  omit  to  notice  those  adjustments  of 

fy^he^    the  supply  of  labour  to  the  demand  for  it,  which  are  eflFected 

made  for     jjy  movements  of  adults  fix)m  one  trade  to  another,  one 

1  Book  iv.  Oh.  Ti.  §  8. 


Digitized  by  VjOOQ  iC 


DIFFICULTY   OF  FORECASTING  THE  FUTURE.  607 

grade  to  another,  and  one  place   to  another.     The   move-  book  ti. 
ments  from  one  grade  to  another  can  seldom  be  on  a  very     ^°*^' 
large  scale;  although  it  is  true  that  exceptional  opportunities  ^^^Jf' 
may  sometimes  develop  rapidly  a  great  deal  of  latent  ability  adnit 
among  the  lower  grades.     Thus,  for  instance,  the  sudden       ^* 
opening  out  of  a  new  country,  or   such   an   event  as  the 
American  War,  will  raise  from  the  lower  ranks  of  labour 
many  men  who  bear   themselves  well  in  difficult  and  re- 
sponsible posts. 

But  the  movements  of  adult  labour  from  trade  to  trade  which 
and  from  place  to  place  can  in  some  cases  be  so  large  and  creasmg 
so  rapid  as  to  reduce  within  a  very  short  compass  the  period  ^^|^*^ 
which  is  required  to  enable  the  supply  of  labour  to  adjust  J^®^  ®' 
itself  to  the  demand.     That  general  ability  which  is  easily  creasiM 
transferable  from  one  trade  to  another,  is  every  year  rising for^wierai 
in  importance  relatively  to  that  manual  skill  and  technical  •^^^^y- 
knowledge  which  are  specialized  to  one  branch  of  industry\ 
And  thus  economic  progress  brings  with  it  on  the  one  hand 
a  constantly  increasing  changefulness  in  the  methods  of  in- 
dustry, and  therefore  a  constantly  increasing  difficulty  in 
predicting  the  demand  for  labour  of  any  kind  a  generation 
ahead;  but  on  the  other  hand  it  brings  also  an  increasing 
power  of  remedying  such  errors  of  adjustment  as  have  been  ^^ 

made. 

§  4.    We  have  so  far  kept  clear  of  the  questions  how  far  The 

the  earnings  of  all  those  already  trained  for  any  industry  are  S"^ 

to  be  regarded  for  the  time  as  a  Quasi-rent,  and  how  far  the  l^^^^l^ied 

earnings  of  those  who  have  extraordinary  natural  abilities  ??^  t^e 

,  aifferences 

may  be  regarded  as  Rent.    These  questions  are  technical,  but  between 
not  without  direct  practical  bearing.  m^te  d? 

We  must  revert  to  the  general  principle  that  the  income  J^dsSppiy 
derived  fit)m  the  appliances  for  the  production  of  a  commodity  ^  F^J'^^^^ 
will  indeed  exert  a  controlling  influence  in  the  long  run  over  for  long 
their  own  supply  and  price,  and  therefore  over  the  supply  and  short 
the  price  of  the  commodity  itself;  but  within  short  periods  P*™*^ 
there  is  not  time  for  the  exercise  of  any  considerable  influence 

1  See  Book  iv.  Ch.  ti.  §  2;  and  on  the  whole  subject  compare  Mr  H.  LI. 
Smith's  paper  on  Modem  Changes  in  the  mobility  of  labour. 
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BOOK  VI.   of  this  kind ;  and  the  income  derived  from  them  may  be 

^°'  ^'     regarded  as  a  Quasi-rent.     And  we  have  now  to  direct  our 

A  "long      attention  to  the  fact  that,  since  labour  is  slowly  produced 

with  regard  and  slowly  wom  out,  we  must  take  the  term  ''long  period" 

ppty  of     niore  strictly,  and  regard  it  as  generally  implying  a  greater 


muflTcene.  ^^^"^*i<^i^*  when  we  are  considering  the  relations  of  normal 
raUy  be      demand  and  supply  for  labour,  than  when  we  are  considering 
them  for  ordinary  commodities.     There  are  many  problems, 
the  period  of  which  is  long  enough  to  enable  the  supply  <rf 
ordinary  commodities,  and  even  of  most  of  the  material  appli- 
ances required  for  making  them,  to  be  adjusted  to  the  de- 
mand ;  and  long  enough  therefore  to  justify  us  in  regarding 
the  average  prices  of  those  commodities  during  the  period  a? 
"  normal,"  and  as  equal  to  their  normal  expenses  of  produc- 
tion in  a  feirly  broad  use  of  the  term ;  while  yet  the  period 
would  not  be  long  enough  to  allow  the  supply  of  labour  to  be 
adjusted  at  all  well  to  the  demand  for  it.    The  average 
earnings  of  labour  during  this  period  therefore  would  not  be 
at  all  certain  to  give  about  a  normal  return  to  those  who 
provided  the  labour;   but  they  would  rather  have  to  be 
regarded  as  determined  by  the  available  stock  of  labour  oo 
the  one  hand,  and  the  demand  for  it  on  the  other.    That  i5 
to  say,  they  would  have  to  be  regarded  as  including  an  ele- 
ment of  Quasi-rent.     Let  us  consider  this  point  more  closely. 
The  Quasi-        §  5.     Market  variations  in  the  price  of  a  commodity  are 
Shorn- is     governed  by  the  temporary  relations  between  demand  and 
^•ly  k^   the  stock  that  is  in  the  market  or  within  easy  access  of  it 
the  cMe      When  the  market  price  so  determined  is  above  its  nonnal 
pendent      level,  those  who  are  able  to  bring  new  supplies  into  the 
craft^en;  market  in  time  to  take  advantage  of  the  high  price  receive 
an  abnormally  high  reward.     If  they  are  small  handioafU- 
men  working  on  their  own  account,  the  whole  of  this  rise  in 
price  goes  to  increase  their  earnings,  and  these  eamii^ 
include  for  the  time  a  very  high  Quasi-rent  of  their  stock  of 
trained  ability*, 
bat  it  can  In   the   modem   industrial    world,  however,  those  wb-^ 

traced        undertake  the  risks  of  production  and  to  whom  the  benefits 

^  If  they  haye  any  considerable  stock  of  trade  implementa,  they  are  to  thtx 
extent  capitalists;  and  part  of  their  inc(mie  is  Quasi-rent  on  this  c^iitaL 
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of  any  rise  in  price,  and  the  evils  of  any  fall,  come  in  the   book  vi. 
first  instance,  are  capitalist  undertakers  of  industry.    Their     ^°'^' 
net  receipts  in  excess  of  the  immediate  outlay  involved  for  «nder  the 
making  the  commodity,  that  is,  its  Prime  (money)  Cost,  are  system  of 
a  Quasi-rent  derived  for  the  time  being  from  the  capital  ^  '***^' 
invested  in  their  business  in  various  forms,  including  their 
own  fiEunilties  and  abilitiea     But  the  force  of  competition 
among  the  employers  themselves,  each  desiring  to  extend 
his  business,  and  to  get  for  himself  as  much  as  possible  of 
this  high  Quasi-rent,  makes  them  consent  to  pay  higher 
wages  to  their  employ^  in  order  to  obtain  their  services; 
and  even  if  they  act  in  concert,  and  refuse  for  a  time  any 
concession,  a  combination  among  their  employ^  may  force  it 
from  them  under  penalty  of  foregoing  the  harvest,  which  the 
fiavourable  turn  of  the  market  is  offering.     The  result  gene- 
rally is  that  before  long  a  great  part  of  the  gains  are  being 
distributed  among  the  employes ;   and  that  their  earnings 
remain  above  the  normal  level  so  long  as  the  prosperity  lasts. 

Thus  the  high  wages  during  the  inflation  of  the  coal  trade  ninstratiou 
which  culminated  in  1873,  were  determined  for  the  time  by  hiSSryof 
the  relation  in  which  the  demand  for  their  services  stood  ^^^ 
to  the  amount  of  skilled  mining  labour  available,  the  un- 
skilled labour  imported  into  the  trade  being  counted  as 
equivalent  to  an  amount  of  skilled  labour  of  equal  eflSciency. 
Had  it  been  impossible  to  import  any  such  labour  at  all,  the 
earnings  of  miners  would  have  been  limited  only  by  the  elas- 
ticity of  the  demand  for  coal  on  the  one  hand,  and  the  gradual 
loming  to  age  of  the  rising  generation  of  miners  on  the 
)ther.  As  it  was,  men  were  drawn  from  other  occupations 
^hich  they  were  not  eager  to  leave ;  for  they  could  have  got 
ligh  wages  by  staying  where  they  were,  since  the  prosperity 
>f  the  coal  and  iron  trades  was  but  the  highest  crest  of  a 
welling  tide  of  credit.  These  new  men  were  unaccustomed 
0  underground  work;  and  its  discomforts  told  heavily  on 
hem,  while  its  dangers  were  increased  by  their  want  of 
echnical  knowledge ;  and  their  want  of  skill  caused  them  to 
^aste  much  of  their  strength.  The  limits  therefore  which 
heir  competition  imposed  on  the  rise  of  the  Quasi-rent  of 
oiners*  skill  were  not  narrow. 
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BOOK  VI.  When  the  tide  turned  those  of  the  new-comera  who  were 
^'^'  least  adapted  for  the  work  left  the  mines ;  but  even  then  the 
miners  who  remained  were  too  many  for  the  work  to  be  done, 
and  their  wage  fell,  till  it  reached  that  limit  at  which  they 
could  get  more  by  selling  their  labour  in  other  trades.  And 
that  limit  was  a  low  one ;  for  the  swollen  tide  of  credit,  which 
culminated  in  1873,  had  undermined  solid  business,  impaired 
the  true  foundations  of  prosperity,  and  left  nearly  every  trade 
in  a  more  or  less  unhealthy  and  depressed  condition.  The 
miners  had  therefore  to  sell  their  skilled  labour  in  markets 
which  were  already  over  full,  and  in  which  their  special  skill 
counted  for  nothing. 
In  esti-  §  6.     We  have  already  remarked  that  only  part  of  the 

Qa^Mit  returns  derived  from  an  improvement  which  is  being  ex- 
Ww^er'     '^^^^^'^  ^^^  ^  regarded  as  a  Quasi-rent;  for  a  sum  equiva- 
skiU,  ac-     lent  to  the  exhaustion  of  the  capital  value  of  the  improvement 
betaken     must  be  deducted  from  these  returns,  before  they  can  be 
hi^weiJ.**  counted  as  net  income  of  any  kind.     And  similarly  allowance 
and-tear,     must  be  made  for  the  wear-and-tear  of  a  machine,  as  well  as 
for  the  cost  of  working  it,  before  we  can  arrive  at  the  Quasi- 
rent  earned  by  it.     But  it  is  clear  that  the  miner  is  liable  to 
wear-and-tear  as  much  as  machinery  is,  and  in  his  case  also  a 
deduction  must  be  made  from  his  earnings  on  account  of  wear- 
and-tear  when  the  Quasi-rent  of  his  special  skill  is  being 
estimated. 

But  in  his  case  there  is  a  further  difficulty.  For  while 
the  owner  of  machinery  does  not  suffer  from  its  being  kept 
long  at  work  when  the  expenses  of  working  it,  including 
but  also  wear-and-tear,  have  once  been  allowed  for;  the  owner  of 
fatigue,  skilled  faculties  suffers  fatigue  when  they  are  kept  long  at 
work.  If  the  miner  has  only  four  days'  work  in  one  week 
and  earns  £1,  and  in  the  next  week  he  has  six  days'  work  and 
earns  £1.  108.;  only  part  of  this  extra  10«.  can  be  regs^ed 
as  Quasi-rent  of  his  skill,  for  the  remainder  must  be  reckoned 
as  the  recompense  of  his  additional  fieitigue  as  well  as  wear- 
and-tear.  And  at  the  time  at  which  coal-miners  were  earning 
no  more  than  unskilled  labourers  could  earn  for  equally 
fatiguing  work,  they  were  really  getting  no  Quasi-rent  for 
their  skill. 
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To  conclude  this  part  of  our  argument.    The  market  book  vi. 
price  of  everything,  i.e.  its  price  for  short  periods,  is  deter-     °°'  ^' 
mined  mainly  by  the  relations  in  which  the  demand  for  it  Condosion, 
stands  to  the  available  stocks  of  it ;  and  that  this  demand  sutement 
is  "derived"  from  the  demand  for  those  things  which  their  menr^Sf 
labour  is  used  in  making.     In  these  relatively  short  periods  ^*q^. 
fluctuations  in  wages  follow,  and  do  not  precede,  fluctuations  JJ"|J  ^^ 
in  the  selling  prices  of  the  goods  produced  \ 

But  the  incomes  which  are  being  earned  by  all  agents 
of  production,  human  as  well  as  material,  and. those  which 
appear  likely  to  be  earned  by  them  in  the  future,  exercise  a 
ceaseless  influence  on  those  persons  by  whose  action  the 
future  supplies  of  these  agents  are  determined.  There  is  a 
constant  tendency  towards  a  position  of  normal  equilibrium, 
in  which  the  supply  of  each  of  these  agents  shall  stand  in 
such  a  relation  to  the  demand  for  its  services,  as  to  give  to 
those  who  have  provided  the  supply  a  sufficient  reward  for 
their  eflbrts  and  sacrifices.  If  the  economic  conditions  of 
the  country  remained  stationary  sufficiently  long,  this  ten- 
dency would  realize  itself  in  such  an  adjustment  of  supply  to 
demand,  that  both  machines  and  human  beings  would  earn 
generally  an  amount  that  corresponded  fisdrly  with  their  cost 
of  production ;  but  as  it  is,  the  economic  conditions  of  the 
country  are  constantly  changing,  and  the  point  of  adjustment 
of  normal  demand  to  normal  supply  is  constantly  shifting 
its  position.  ^ 

§  7.    We  may  now  discuss  the  question  under  what  head  The  extra 
to  class  those  high  incomes  which  are  earned  by  extraordi-  earned  i^ 
nary  natural  abilitiea     Since  they  are  not  the  result  of  the  Jl^S^ai 
investment  of  human  effort  in  an  agent  of  production  fcft*  the  ^^ 
purpose  of  increasing  its  efficiency,  there  is  a  strong  prxmd  regarded 
fdcie  cause  for  regarding  them  as  of  the  nature  of  a  Rent,  or 

1  Jevona  advanced  the  extreme  doctrine  that  '^hibonr  is  essentiaUy  yariable,  so 
that  its  Talne  must  be  determined  by  the  value  of  the  prodace,  not  the  valoe  of 
the  prodnce  by  that  of  the  Uiboor."  ( Theory^  2nd  edition,  p.  179.)  In  spite  of  the 
prominence  which  he  gave  to  this  doctrine,  it  seems  doabtfol  whether  he  held  it 
in  the  unqualified  form  in  which  he  stated  it.  As  it  stands,  it  appears  to  be  incom- 
patible with  any  scientific  treatment  of  the  fundamental  problem  of  Distribution : 
and  it  is  a  significant  fact  that  Jevous  did  not  address  himself  to  that  problem  in 
his  chapter  on  Labour. 

39—2    ^         , 
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BooK  yi.  Producer's  Surplus,  resulting  from  the  possession  of  a  difFeren- 
^'  ^'  tial  advantage  for  production,  finely  given  by  nature.  This 
analogy  has  been  noticed  by  a  long  series  of  writers*:  it  k 
instructive  and  suggestive ;  but^  we  must  be  on  our  goard 
against  the  temptation  to  extend  it  beyond  its  proper  scope, 
and  to  apply  it  without  those  conditions  which  are  required 
to  mcJce  it  true, 
but  not  The  supply  of  labour  in  any  occupation  is  determined 

are  con-^  Other  things  being  equal,  by  the  earnings  of  which  it  holds 
Swr^OTTiial  ^^*  *^®  prospect.  The  future  of  those  who  enter  the  occn- 
earnings  of  pation  cannot  be  predicted  with  certainty :  some,  who  rtait 
with  the  least  promise,  turn  out  to  have  great  latent  ahilitr, 
and,  aided  perhaps  by  good  luck,  they  earn  larg^  fortones: 
while  others,  who  made  a  brilliant  promise  at  starting,  come 
to  nothing.  For  the  chances  of  success  and  fstilure  are  to 
be  taken  together,  much  as  are  the  chances  of  good  and  btd 
hauls  by  a  fisherman  or  of  good  and  bad  harvests  by  a  fuiner: 
and  a  youth  when  selecting  an  occupation,  or  his  parentt 
when  selecting  one  for  him,  are  very  far  fit)m  leaving  out  of 
account  the  fortunes  of  successful  men.  These  fortunes  are 
therefore  part  of  the  price  that  is  paid  in  the  long  run  for 
the  supply  of  labour  and  ability  that  seeks  the  occupadmi : 
they  enter  into  the  true  or  "long  period"  normal  su]^ 
price  of  labour  in  it.  They  are  not,  as  some  writers  have 
urged,  a  Rent  which  does  not  enter  into  that  price,  and 
which  is  rather  determined  by  that  price. 

It  is  true  that,  if  we  confined  our  attention  to  short 
periods,  we  might  fairly  say  that  the  incomes  earned  by  the 
natural  genius  already  existing  among  those  who  had  special- 
ized themselves  in  a  certain  trade,  do  not  enter  directly  into 
the  marginal  expenses  of  production  of  the  goods  made  in 
it,  nor  therefore  into  their  price,  but  are  rather  to  be  re- 
garded as  a  Quasi-rent  determined  l)y  that  price.  But  the 
same  is  true,  as  we  have  just  seen,  of  the  earnings  of  al! 
others  who  are  already  in  the  trade  and  specialized  to  it: 
even  though  they  have  no  great  ability  or  success. 
The  Th^  analogy  is  then  valid  so  long'as  we  are  merely  anal  janc 

*^**y      the  component  parts  of  the  income  earned  by  an  individual 
1  See  the  references  given  in  Book  t.  Ch.  Tin.  1 1. 
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There  is  some  interest  in  the  inquiry  how  much  of  the  income   book  vi. 
of  successful  men  is  due  to  chance,  to  opportunity,  to  the     °°'^' 
Canjunctur,  how  much  to  the  eood  start  that  they  have  had  in  ^  ^^ 

.  ....    so  long  u 

life;  how  much  is  profits  on  the  capital  invested  in  their  we  are 

special  training,  how  much  is  the  reward  of  exceptionally  221^^ 
hard  work ;  and  how  much  remains  as  a  Producer's  Surplus  ^^t^e""^ 
or  Rent  resulting  from  the  possession  of  rare  natural  gifts.  ^*^®' 
But  when  we  are  considering  the  whole  body  of  those  en-  Tidnab, 
gaged  in  any  occupation,  we  are  not  at  liberty  to  treat  the 
exceptionally  high  earnings  of  successful  men  as  Rent,  with- 
out making  allowance  for  the  low  earnings  of  those  who  fail. 

It  may  be  conceded,  indeed,  that,  if  a  certain  class  of  and  it 
people  were  marked  out  from  their  birth  as  having  special  S^anied" 
gifts  for  some  particular  occupation,  and  for  no  other,  so  that  ^J^^*  ^ 
they  would  be  sure  to  seek  that  occupation  in  any  case,  then  ^^  ^™ 
the  earnings  which  such  men  would  get  might  be  left  out  of  abilities 

snecialissed 

account  as  exceptional,  when  we  were  considering  the  chances  to  parti- 
of  success  or  fiailure  for  ordinary  persons.  But  as  a  matter  of  il^chesof 
bet  that  is  not  the  case;  for  a  great  part  of  a  person's  sue-  pro^nction. 
cess  in  any  occupation  depends  on  the  development  of  talents 
and  tastes,  the  strength  of  which  cannot  be  clearly  predicted 
until  he  has  already  committed  himself  to  a  choice  of  occu- 
pation. Such  predictions  are  at  least  as  fallible  as  those 
which  a  new  settler  can  make  as  to  the  future  fertility  and 
advantages  of  situation  of  the  various  plots  of  land  that  are 
offered  for  his  selection  ^  And  partly  for  this  reason  the 
income  derived  from  rare  natural  qualities  bears  a  closer 
analogy  to  the  Surplus  produce  from  the  holding  of  a  settler 
who  has  made  an  exceptionally  lucky  selection,  than  to  the 
rent  of  land  in  an  old  country.  But  land  and  human  beings 
differ  in  so  many  respects,  that  even  that  analogy,  if  pursued 
very  far,  is  apt  to  mislead :  and  the  greatest  caution  is  re- 
quired in  the  application  of  the  term  Rent  to  the  earnings  of 
extraordinary  ability. 

Finally,  it  may  be  observed  that  the  argument  of  Book 
V.  Chapters  viii.  and  ix,  with  regard  to  the  Rents  and 
Qoasi-rents  of  appliances  capable  of  being  used  in  several 
branches  of  production,  is  applicable  to  the  Rent  of  natural 

1  Cp.  Book  V.  Ch.  IX.  §  1. 
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900K  Yi.  abilitieB,  and  to  the  Quasi-rents  of  specialized  skill    When 

^"'  ^'     land  capable  of  being  used  for  producing  one  commodity 

ia  used  for  another,  the  supply  price  of  the  first  is  raised, 

though  not  by  an  amount  dependent  on  the  rent  which 

"^  the  land  would  yield  in  this  second  use.     So  when  traioed 

'  skill  or  natural  abilities  which  could  have  been  appUed  to 

produce  one  commodity,  are  applied  for  another,  the  supply 

price  of  the  first  is  raised  through  the  narrowing  of  its 

-  sources  of  supply. 
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CHAPTER  VI. 

DEMAND    AND    SUPPLY    IN    REIATION    TO    CAPITAL.      GROSS 
AND  NET  INTEREST. 

§  1.  We  now  pass  from  the  consideration  of  labour  to  that  book  vl 
of  capital  Capital  is  the  result  of  labour  and  saving,  or  rather  ^  ' 
of  labour  and  waiting,  and  therefore  is  not  to  be  regarded  as  ^®  f^ 

.  .  agents  of 

a  fiwjtor  of  production  altogether  independent  of  labour.   But  production 

.  .  i»»ii  •       T»T   •  •         *re  Laud, 

it  contains  an  element  that  is  mdependent,  viz.  Waiting.  Laboorand 
Perhaps  then  we  should   in   strictness  say  that  the  three    ^^*^* 
main  agents  of  production  are  not   Labour,  Capital  and 
Land,  but  Labour,   Waiting  and  Land\     It  is  really  the 
demand  for  and  the  supply  of  this  Waiting  which  we  are  to 
discuss  in  the  present  Chapter  under  the  form  of  a  further 
study  of  the  peculiarities  in  the  mode  of  action  of  demand  R^sum^  of 
and  supply  in  relation  to  Capital.     It  will  be  necessary,  at  thatgovem 
the  expense  of  some  repetition,  especially  in  the  first  two  S^g^c^u- 
Sections,  to  collect  and  weave  together  several  rather  trouble-  ^^^ 
some  threads  of  reasoning. 

We  have  seen  that  a  man  who  works  on  his  own  account,  K  man 
and  makes  a  thing  for  himself,  has  the  usance  of  it  as  the  the  reward 
reward   for   his  labour.     The  amoimt  of  his  work  may  be^j^ 
determined  in  a  great  measure  by  custom  or  habit ;  but,  ^-^^ 
in  so  far  as   his  action  is  deliberate,  he  ceases   his  work  ments 
when  the  gains  of  further  work   seem   to   him  not  worth  immediate, 
the  trouble  of  getting  them  {i,e,  when  the  marginal  dis- 
utility of  work  has  caught  up  the  marginal  utility  of  the 
goods  to  be  gained  by  it,  or,  in  other  words,  when  there  is  no 

^  Comp.  Prof.  Bohm-Bawerk,  Kapitdxins^  n.  p.  101,  where  he  argnes  that 
etpita)  is  not  an  independent  factor  of  production  in  addition  to  land  and  lahoor. 
The  argument  that  it  is  Waiting  rather  than  Abstinence  which  is  rewarded  by 
Interest  and  is  a  factor  of  production  was  giyen  by  Prof.  Macvane  in  the  Harvard 
Journal  o/Eecnomies  for  July,  1887. 
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Booxvi.  further  Producers'  Rent  to  be  got  by  the  work*).  But  the 
CH^.  awakening  of  a  new  desire  will  induce  him  to  work  on  fhrther. 
He  may  take  out  the  fruits  of  this  extra  work  in  immediate 
and  passing  enjojrment;  or  in  lasting  but  direct  benefit^ 
such  as  improved  house  room ;  or  in  implements  that  will  aid 
him  in  his  work  and  enable  him  to  obtain  in  the  future  greater 
gains  with  equal  effort,  and  equal  gains  with  less  effort ;  or 
lastly,  in  things)  which  he  can  let  out  on  hire,  or  so  inre« 
as  to  derive  an  income  from  them. 

Man's  nature,  however,  being  impatient  of  delay,  he  will 


it  is  gene* 


cause  he     not,  OS  a  Tide,  select  any  of  the  three  latter  methods  unless 

exDectis 

them  to      the  total  benefit  which  he  expects  in  the  long  run,  seems, 
surSiw  in  *fi^r  allowing  for  all  risks,  to  show  a  surplus  over  the  b^i^t 
the  long     ijq  bg  derived  by  takinc:  out  the  fruits  of  his  labour  in  im- 
mediate  enjoymenta     It  is  true  that  a  man  may  save,  though 
he  prefers  present  pleasures  to  future,  and  though  he  gtdn^ 
no  increase  of  his  means  by  waiting ;  and  some  saving  might 
therefore  be  expected  even  if  the  rate  of  interest  on  the  loan 
of  capital  were  negative,  that  is,  if  charges  had  to  be  paid  to 
those  who  undertook  the  safe  custody  of  capital     But  it  i? 
equally  true  that  some  work  would  be  done  even  if  there  were 
a  penalty  for 'it;  and  yet  we  speak  of  wages  as  the  reward 
of  labour,  because  few  people  would  work  hard  without  that 
reward.    In  like  manner  we  are  justified  in  speaking  of  that 
surplus  benefit  which  people  generally  get  by  waiting  far  the 
fruits  of  their  labour  (whether  it  take  the  form  of  interest  on 
capital,  or  extra  pleasure  derived  from  the  direct  usance  of 
permanent  forms  of  wealth)  as  the  reward  of  postponing  or 
waiting  for  those  fruits  because  few  people  would  save  moch 
without  that  reward*, 
radw**^'*"        The  rate  of  interest,  which  anyone  can  get  by  inviting 
which  this  the  fruits  of  his  labour,  may  be  taken  as  a  convenient  no- 
be  mea-      merical  measure  of  this  reward,  provided  that  we  are  at 

1  The  nse  of  the  term  Bent  in  this  connection  is  suggested  by  Prol  J.  B. 
Clark  in  the  Harvard  Jofinud  of  Economics  for  April,  1891,  p.  296. 

>  See  Book  m.  Ch.  v.  §  4  and  Book  nr.  Ch.  tu.  §  8.  It  has  to  be  noMBbflvi 
that  the  postponement  of  a  pleasurable  eyent  is  not  the  same  thing  as  the  foA- 
ponement  of  a  pleasure;  since,  coming  at  a  later  time,  the  pleasBrahb  < 
whether  it  be  spending  a  certain  sum  of  money  or  anything  else,  may  give  < 
more  or  less  pleasure  than  it  would  have  done  at  the  earlier  date. 
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liberty  to  assume,  firstly,  that  he  can  secure  the  return  of  bookvi. 
his  capital  without  additional  eflfort;  and  secondly,  that  it  ^"'^' 
will  on  its  return  aflford  a  cratification  equal  to  that  which  swed  by 

,      .  ,.  •  i.    1       n     •         i»  1  •     1   1  11  the  rate  of 

the  immediate  consumption  of  the  firuits  of  his  labour  would  interest. 
have  afforded  him  at  the  time  when  he  first  obtained  control 
over  them.  On  these  somewhat  strained  suppositions,  we 
may  say  that  (the  rate  of  interest  being  3  per  cent,  per 
annum)  the  reward  which  a  person  can  get  for  postponing 
his  gratification  for  a  year  is  a  surplus  of  pleasure  equal  to 
three-hundredths  of  that  which  he  postpones*. 

Man,  though  still  somewhat  impatient  of  delay,   has  The 
gradually  become   more  willing  to  sacrifice   ease   or  other  ^jth  is 
enjojrment  in   order  to  obtain   them  in  the   future.     H^K*'San^? 
has  acquired  a  greater  "  telescopic  "  fiEWJulty ;  that  is,  he  has  ^g^|®^ 
acquired  an  increased  power  of  realizing  the   future  and  to  sacrifice 
bringing  it  clearly  before  his  mind's  eye:  he  is  more  prudent,  for  ST*" 
and  has  more  self-control,  and  is  therefore  more  inclined  to  '"*'"*♦ 
estimate  at  a  high  rate  future  pains  and  pleasures — these 
terms  being  used  broadly  to  include  the  highest  and  lowest 
affections  of  the  human  mind.    He  is  more  unselfish,  and 
therefore  more  inclined  to  work  and  save  in  order  to  secure 
a  future  provision  for  his  family ;  and  there  are  already  faint 
signs  of  a  brighter  time  to  come,  in  which  there  will  be  a 
general  willingness  to  work  and  save  in  order  to  increase  the 
stores  of  public  wealth  and  of  public  opportunities  for  leading 
a  higher  life. 

But  though  he  is  more  willing  than  in  earlier  ages  to  iu  spite  of 
incur  present  pains  for  the  sake  of  future  pleasures,  it  ishigmi^ 


doubtful  whether  we  can  now  trace  a  continued  increase  in  J^^^®** 
the  amount  of  exertion  which  he  is  willing  to  undergo  for  ^^  !<>»« 
the  sake  of  obtaining  positive  pleasures,  whether  present  or 
future.  During  many  generations  the  industry  of  the 
Western  World  has  steadily  become  more  sedulous:  holi- 
days have  diminished,  the  hours  of  work  have  increased,  and 
people  have  firom  choice  or  necessity  contented  themselves 
with  less  and  less  search  for  pleasure  outside  their  work. 

^  It  will  be  noted  that  this  proposition  is  so  worded  as  to  be  applicable  to  all 
pleasures,  and  not  merely  to  ** marginal"  pleasures,  to  which  some  writers  have 
proposed  to  limit  its  application. 
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BOOK  VI.    But  it  would  seem  that  this  movement  has  reached  its  maii- 

cH^i.    ^^jjj^  Qj^^  ig  jjQ^  declining.     In  all  grades  of  work  except  the 

very  highest,  people  are  getting  to  prize  relaxation  m<Mre 

highly  than  before,  and  are  becoming  more  impatient  of  the 

fatigue  that   results   from   excessive   strain;  and  they  are 

perhaps  on  the  whole  less  willing  than  they  used  to  be  to 

undergo  the  constantly  increasing  "  discommodity "  of  veiy 

long  hours  of  work,  for  the  sake  of  obtaining  present  luxuries. 

These  causes  would  make  them  less  willing  than  before  to 

work  hard  in  order  to  provide  against  distant  needs,  were  it 

not  that  there  is  an  even  more  rapid  increase  in  their  pow^ 

of  realizing  the  future,  and  perhaps — though  this  is  more 

doubtful — in  their  desire  for  that  social  distinction  which 

comes  from  the  possession  of  some  small  store  of  accomn- 

lated  wealth  \ 

On  the  .We  conclude  then  that  the  higher  the  benefits  to  be 

rise'in  the  derived  from  the  possession  of  wealth,  whether  in  the  form 

SrMtt^ds  ^^  trade-capital  or  any  other ;  the  greater,  as  a  rule,  are  the 

to  increase  inducements  to  work  and  to  wait  in  order  to  accumulate 

sftYinff. 

wealth.  This  rule  is,  as  Sir  Josiah  Child  pointed  out  long 
ago,  not  without  exceptions ;  and  perhaps  these  exceptions  are 
increasing  in  importance,  but  there  is  no  immediate  prospect 
of  their  becoming  so  large  as  to  reverse  the  rule.  The  increase 
of  real  income  above  the  mere  necessaries  of  life  is  ocmstantij 
augmenting  the  power  to  save,  an  increased  regard  for  the 
future  is  increasing  the  will  to  save ;  and,  under  the  action  of 
these  two  causes  together,  the  rate  of  growth  of  wealth  is 
increasing  faster  than  ever  now,  in  spite  of  the  fiict  that,aaa 
result  of  this  increase,  the  rate  of  interest  is  fsdling.  But  it 
is  still  true  that,  other  things  being  equal,  an  increase  in  the 
rate  of  interest  tends  to  accelerate  saving,  and  to  increase  the 
aggregate  stock  of  capital. 
We  pass  to  §  2.  Passing  now  from  the  causes  which  determine  the 
mand  for  supply  of  capital  to  thosc  which  determine  the  demand,  we 
^^*  have  to  move  with  more  caution,  because  interest  is  but  one 

element  of  profit :  and  the  chief  demand  for  capital  is  pari 
of  a  joint  demand  for  capital  and  business  ability.    But  we 

^  Compare  two  saggeeUye  articles  by  Prof.  Giddingi  in  the  Harmrd  Jemrmd 
of  Economics  for  Jan.  1890  and  Jan.  1891. 
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may  call  to  mind  the  broader  aspects  of  the  demand  for   bookvi. 
capital,  so  far  as  they  can  be  presented  without  direct  refer-    ^°'^' 
ence  to  the  demand  for  business  ability.  which  has 

The  demand  for  capital  has  increased  as  steadily,  and^^^^^^ 
almost  as  rapidly,  as  the  supply  of  it ;  and  chiefly  as  a  result  ^^^'^ 
of  the  same  causes.     The  progress  of  knowledge  has  con-  F^^"^  *^ 
stantly  opened  up  new  opportunities  of  investing  present 
effort  in  roundabout  methods  of  production,  which  make  the 
total  results  of  that  effort  in  the  long  run  much  greater  than 
if  it  had  been  devoted  to  the  direct  attainment  of  immediate 
gratifications :  progress  has  increased  the  economy  of  effort 
which  can  in  the  long  run  be  obtained  by  making  machinery 
and  other  appliances  for  use  in  Agriculture,  in  Manufacture, 
and  above  all  in  Transport  \ 

Parallel  with  these  changes  there  has  been  a  great  change  and 
in  the  forms  of  wealth  itself    Not  only  have  the  implements  the^orais* 
of  production  risen  in  importance  relatively   to   stored-up  **'  ^®*^*^- 
sources  of  direct  enjoyment,  such  as  houses,  furniture,  &c., 
but  of  these  implements  of  production  a  constantly  increasing 
proportion  has  taken  the  form  of  trade-capital :  that  is,  it 
has  been  applied  to  produce  things  that  will  be  sold  for 
money,  and  not  used  by  those  who  produce  them ;  and  the 
money  income  or  "interest,"  which  capital  can  be  made  to 
yield  has  therefore  steadily  become  more  important. 

But  the  demand  for  capital  for  trade  purposes,  which  has  But  it  also 
thus  become  the  typical  demand  for  accumulated  wealth,  does  pSuJ  ©n 
not  depend  only  on  the  progress  of  the  state  of  the  arts  of  ^^^/^ 
production ;  it  is  governed  also  by  the  rate  of  interest  at 
which  capital  can  be  borrowed. 

To  fix  the  ideas,  let  us  take  some  particular  trade,  say  ^^^^ 
that  of  hat-making,  and  inquire  what  determines  the  amount 
of  capital  which  it  absorbs.  Suppose  that  the  rate  of  interest 
is  3  per  cent*  per  annum  on  perfectly  good  security;  and 
that  the  hat-making  trade  absorbs  a  capital  of  one  million 
pounds.  This  implies  that  there  is  a  million  pounds'  worth 
of  capital  which  the  hat-making  trade  can  turn  to  so  good 

>  BeeBookiv.Ch.Tn.  S§1,2. 

*  The  charge  made  to  traders  for  loans  is  generally  much  more  than  8  per  cent, 
pa  annum ;  but  as  we  shall  see  presently,  it  includes  other  things  besides  true 
Net  mterest. 
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BOOK  VI.  account  that  they  would  pay  3  per  cent,  per  annum  net  fcr 
oH^i.  ^j^^  ^g^  ^£  j^  rather  than  go  without  it.  Some  things  are 
The  de-  necessary  to  them ;  they  must  have  not  only  some  food, 
capital.  clothing,  and  house  room,  but  also  some  Circulating  capital 
SoB^.  ®"^^  ^  ^^  material,  and  some  Fixed  capital,  such  as  toob 
tinned.       and  perhaps  a  little  machinery. 

Competition  prevents  anything  more  than  the  ordinan 
trade  profit  being  got  by  the  use  of  this  necessary  capital;  bat 
the  loss  of  it  would  be  so  injurious  that  those  in  the  trade 
would  have  been  willing  to  pay  50  per  cent,  on  the  capital,  if 
they  could  not  have  got  the  use  of  it  on  easier  terms.  There 
may  be  other  machinery  which  the  trade  would  have  refused 
to  dispense  with  if  the  rate  of  interest  had  been  20  per  cent 
per  annum,  but  not  if  it  had  been  higher.  If  the  rate  had 
been  10  per  cent.,  still  more  would  have  been  used ;  if  it  had 
been  6  per  cent.,  still  more;  if  4  per  cent,  still  more;  and 
finally  the  rate  being  3  per  cent,  they  use  more  stilL  When 
they  have  this  amount,  the  marginal  utility  of  the  machinery, 
i.e,  the  utility  of  that  machinery  which  it  is  only  just  worth 
their  while  to  employ,  is  measured  by  3  per  cent. 

A  rise  in  the  rate  of  interest  would  diminish  their  use 
of  machinery ;  for  they  would  avoid  the  use  of  all  that  did 
not  give  a  net  annual  surplus  of  more  than  3  per  cent  on  its 
value.  And  a  fall  in  the  rate  of  interest  would  lead  them  to 
demand  the  aid  of  more  capital,  and  to  introduce  machinenr 
which  gave  a  net  annual  surplus  of  something  less  than  3  per 
cent,  on  its  value.  Again,  the  lower  the  rate  of  interest,  the 
more  substantial  will  be  the  style  of  building  used  for  the 
hat-making  factories  and  the  homes  of  the  hat-makers;  and 
a  fall  in  the  rate  of  interest  will  lead  to  the  employment  of 
more  capital  in  the  hat-making  trade  in  the  form  of  larger 
stocks  of  raw  material,  and  of  the  finished  commodity  in  the 
hands  of  retail  dealers'. 

The  methods  in  which  capital  will  be  applied  may  vaiy 
much  even  within  the  same  trade.  Each  undertaker  having 
regard  to  his  own  means,  will  push  the  investment  of  CMptai 
in  his  business  in  each  several  direction  until  what  appears  in 

1  Compare  Book  v.  Ch.  nr.,  and  the  discussion  in  Jevons's  TUtory,  OmpUe  m. 
on  the  **  Adrantage  of  Capital  to  Industry." 
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hiff  judgment  to  be  the  margin  of  profitableness  is  reached ;  book  vi. 
and  that  margin  is,  as  we  have  said,  a  boundary  line  cutting    ^°'^' 
one  after  another  every  possible  line  of  investment,  and  The  de- 
moving  irregularly  outwards  in  all  directions  whenever  there  capital 
is  a  &11  in  the  rate  of  interest  at  which  extra  capital  can 
be  obtedned.     Thus  the  demand  for  the  loan  of  capital  is  the 
aggregate  of  the  demands  of  all  individuals  in  all  trades ; 
and  it  obeys  a  law  similar  to  that  which  holds  for  the  sale 
of  commodities :  just  as  there  is  a  certain  amount  of  a  com- 
modity which  can  find  purchasers  at  any  given  price,  and 
when  the  price  rises  the  amount  that  can  be  sold  diminishes, 
so  it  is  with  regard  to  the  use  of  capital. 

And  as  with  borrowings  for  productive  purposes,  so  with 
those  of  spendthrifts  or  Governments  who  mortgage  their 
future  resources  in  order  to  obtain  the  means  of  immediate 
expenditure.  It  is  true  that  their  actions  are  often  but 
little  governed  by  cool  calculation,  and  that  they  fi^equently 
decide  how  much  they  want  to  borrow  with  but  little 
reference  to  the  price  they  will  have  to  pay  for  the  loan; 
but  still  the  rate  of  interest  exercises  a  perceptible  influence 
on  borrowings  even  of  this  kind. 

§  3.    Thus  then  interest,  being  the  price  paid  for  the  use  The  rate  of 
of  capital  in  any  market,  tends  towards  an  equilibrium  level  determined 
such  that  the  aggregate  demand  for  capital  in  that  market,  J^^y  *^°^ 
at  that  rate  of  interest,  is  equal  to  the  aggregate  stock  forth-  these  two 
coming  there  at  that  rate.    If  the  market,  which  we  are  con-  forces  of 
sidenng,  is  a  small  one — say  a  single  town,  or  a  single  trade  d^ndre- 
in  a  progressive  country — an  increased  demand  for  capital  «P««*>^«iy- 
in  it  will  be  promptly  met  by  an  increased  supply  drawn 
linom  surrounding  districts  or  trades.     But  if  we  are  con- 
sidering the  whole  world,  or  even   the  whole  of  a  large 
country  as  one  market  for  capital,  we  cannot  regard  the 
aggregate  supply  of  it  as  altered  quickly  and  to  a  consider- 
able extent  by  a  change  in  the  rate  of  interest.     For  the 
general  fund  of  capital  is  the  product  of  labour  and  waiting ; 
and  the  extra  work,  and  the  extra  waiting,  to  which  a  rise  in 
the  rate  of  interest  would  act  as  an  incentive,  would  not 
quickly  amount  to  much  as  compared  with  the  work  and 
waiting,  of  which  the  total  existing  stock  of  capital  is  the 
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result.  An  extensive  increase  in  the  demand  for  capital 
in  general  will  therefore  be  met  for  a  time  not  by  ml 
increase  of  supply,  but  by  a  rise  in  the  rate  of  interest, 
which  will  cause  capital  to  withdraw  itself  partially  from 
those  uses  in  which  its  marginal  utility  is  lowest.  It  is  odIt 
slowly  and  very  gradually  that  the  rise  in  the  rate  of  int^est 
will  increase  the  total  stock  of  capital 

But  we  must  recollect  that  we  can  properly  speak  of  the 
rate  of  interest  on  any  save  new  investments  of  capital  onlj 
in  a  very  limited  sense.  For  instance,  we  may  perhaps  esti- 
mate that  a  trade  capital  of  some  seven  thousand  millioib 
is  invested  in  the  different  trades  of  the  country  at  about 
three  per  cent.  Net  interest.  But  such  a  method  of  speak- 
ing, though  convenient  and  justifiable  for  many  purposes. 
is  not  accurate.  What  ought  to  be  said  is  that,  taking 
the  rate  of  Net  interest  on  the  marginal  investm^its,  or 
on  the  investments  of  new  capital  in  each  of  those  trades. 
to  be  about  three  per  cent.,  then  the  aggr^;ate  Net  iiMXHoe 
rendered  by  the  whole  of  the  trade-capital  invested  in  the 
various  trades  is  such  that,  if  capitalized  at  33  years'  purchase 
(that  is  on  the  basis  of  interest  at  three  per  cent),  it  would 
amount  to  some  seven  thousand  million  pounds.  For  the 
capital  already  invested  in  improving  land  and  erectiDg 
buildings,  and  in  making  railways  and  machinery,  has  ix» 
value  determined  by  the  net  income  (or  Quasi-rent)  which  it 
will  produce :  and  if  its  prospective  income-yielding  power 
should  diminish,  its  value  would  fall  accordingly  and  woaM 
be  the  capitalized  value  of  that  smaller  income  after  allowing 
for  depreciation*. 

§  4.  The  interest  of  which  we  have  been  speaking,  and 
which  is  the  reward  of  waiting,  is  true  or  Net  Literest ;  but 
what  commonly  passes  by  the  name  of  Interest,  includes 
other  elements  besides  this,  and  may  be  called  Orass  In- 
terest. 

These  additional  elements  are  the  more  important  g&neT- 
ally,  the  lower  and  more  rudimentary  the  state  of  commenaaJ 
security  and  of  the  organization  of  credit.    Thus,  for  instance, 

^  The  same  result  is  of  course  got  by  aggregating  the  discoonted  rtikam  of  «i 
its  probable  fntnre  net  incomes  on  the  plan  discussed  in  Bk.  ▼.  Ch.  it.  1 1. 
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in  mediseval  times,  when  a  prince  wanted  to  forestall  some  of  book  vi. 
his  future  revenues,  he  borrowed  perhaps  a  thousand  ounces  ^°'  ^' 
of  silver,  and  undertook  to  pay  back  fifteen  hundred  at  the  «>me  in- 

,  snnuice 

end  of  a  year.  There  was  however  no  perfect  security  that  he  apOnst 
would  fulfil  the  promise ;  and  perhaps  the  lender  would  have 
been  willing  to  exchange  that  promise  for  an  absolute  cer- 
tainty of  receiving  thirteen  hundred  at  the  end  of  the  year. 
In  that  case,  while  the  nominal  rate  at  which  the  loan  was 
made,  was  fifty  per  cent.,  the  real  rate  was  thirty. 

The  necessity  for  makinc:  this  allowance  for  insurance  *^  also 

.  ,     .  ,  ,         .      .  Earnings 

against  nsk  is  so  obvious,  that  it  is  not  often  overlooked,  of  Manage- 
But  it  is  less  obvious  that  every  loan  causes  some  trouble  ™^ ' 
to  the  lender ;  that  when,  from  the  nature  of  the  case,  the 
loan  involves  considerable  risk,  a  great  deal  of  trouble  has 
often  to  be  taken  to  keep  these  risks  as  small  as  possible ; 
and  that  then  a  great  part  of  what  appears  to  the  borrower 
as  interest,  is  from  the  point  of  view  of  the  lender,  Elamings 
of  Management  of  a  troublesome  business. 

At  the  present  time  the  net  interest  on  capital  in  England  ^n^ 
is  a  little  over  three  per  cent,  per  annum ;  for  no  more  than  Taries  with 
that  can  be  obtained  by  investing  in  such  first-rate  Stock  gtan^^ 
Exchange  securities  as  yield  to  the  owner  a  secure  income  ®*^^  ^*^*"* 
without  appreciable  trouble  or  expense  on  his  part.     And 
when  we  find  capable  business  men  borrowing  on  perfectly 
secure  mortgages,  at  (say)  four  per  cent.,  we  may  regaixl  that 
gross  interest  of  four  per  cent,  as  consisting  of  net  intei'est,  or 
interest  proper,  to  the  extent  of  a  little  over  three  per  cent., 
and  of  Earnings  of  Management  by  the  lenders  to  the  extent 
of  rather  less  than  one  per  cent.* 

Again,  a  pawnbroker  s  business  involves  next  to  no  risk ; 

^  Mortgages  for  long  periods  are  sometimes  more  sought  after  by  lenders  than 
those  for  short  periods,  and  sometimes  less.  The  former  save  the  trouble  of  fre- 
qnent  renewal,  bnt  they  depriye  the  lender  of  command  over  his  money  for  a  long 
time,  and  thus  limit  his  freedom.  First-class  Stock-Exchange  securities  combine 
the  advantages  of  very  long  and  very  short  mortgages.  For  their  holder  can  hold 
them  as  long  as  he  likes,  and  can  convert  them  into  money  when  he  will ;  thongh, 
if  ai  the  time  Credit  is  shaken  and  other  people  want  ready  money,  he  will  have 
to  sell  at  a  loss.  If  they  could  always  be  realized  without  a  loss,  and  if  there  were 
no  brokers'  commissions  to  be  paid  on  bujring  and  selling,  they  would  not  yield  a 
higher  income  than  money  lent  *'on  call"  at  the  lender's  choice  of  time;  and  that 
will  always  be  less  than  the  interest  on  loans  for  any  fixed  period,  short  or  long. 
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but  his  loans  are  generally  made  at  the  rate  of  25  per  cent 
per  annum,  or  more;  the  greater  part  of  which  is  retll? 
Earnings  of  Management  of  a  troublesome  business.  Or  to 
take  a  more  extreme  case,  there  are  men  in  London  and 
Pans  and  probably  elsewhere,  who  make  a  living  by  lending 
money  to  costermongers :  the  money  is  often  lent  at  the 
beginning  of  the  day  for  the  purchase  of  finiit,  &c,  and 
returned  at  the  end  of  the  day,  when  the  sales  are  over,  at 
a  profit  of  ten  per  cent.;  there  is  little  risk  in  the  trade,  and 
the  money  is  seldom  lost\  Now  a  farthing  invested  at  ten 
per  cent  a  day  would  amount  to  a  billion  pounds  at  the 
end  of  a  year.  But  no  one  can  become  rich  by  lending  to 
costermongers ;  because  no  one  can  lend  much  in  this  way. 
The  so-called  interest  on  the  loans  really  consists  almost  en- 
tirely of  earnings  of  a  kind  of  work  for  which  few  capitalists 
have  a  taste. 

„^^^§  5.  It  is  then  necessary  to  analyse  a  little  more  care- 
fully the  extra  risks  which  are  introduced  into  business  when 
much  of  the  capital  used  in  it  has  been  borrowed.  Let  us 
suppose  that  two  men  are  carrying  on  similar  businesses,  the 
one  working  with  his  own,  the  other  chiefly  with  borrowed 
capital. 

There  is  one  set  of  risks  which  is  common  to  both;  which 
may  be  described  as  the  Trade  Risks  of  the  particular 
business  in  which  they  are  engaged  They  arise  fix>m  fluctu- 
ations in  the  markets  for  their  raw  materials  and  finished 
goods,  from  unforeseen  changes  of  fashion,  from  new  inven- 
tions, from  the  incursion  of  new  and  powerfid  rivab  into  ihcir 
respective  neighbourhoods,  and  so  on.  But  there  is  another 
set  of  risks,  the  burden  of  which  has  to  be  borne  by  the  man 
working  with  borrowed  capital,  and  not  by  the  other;  and 
we  may  call  them  Personal  Risks.  For  he  who  lends 
capital  to  be  used  by  another  for  trade  purposes,  has  to 
charge  a  high  interest  as  insurance  against  the  chances  of 
some  flaw  or  deficiency  in  the  borrower's  personal  character 
or  ability. 

1  Again,  Dr  Jessop  {Arcady^  p.  214)  teUs  ns  **  there  are  hosts  of  amaO  ] 
lenders  in  the  pnrlieos  of  the  catUe  markets  who  make  advanoes  to  i 
\cith  an  eye,*'  lending  soms,  amoonting  hi  exceptional  cases  up  to  £900,  at  a  i 
interest  of  ten  per  cent,  for  the  twenty-four  hours. 
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The  borrower  may  be  less  able  than  he  appears,  less  book  yi. 
energetic,  or  less  honest.     He  has  not  the  same  inducements    ^^  ^' 
as  a  man  working  with  his  own  capital  has  to  look  failure  ^^^i^*^' 
straight  in  the  face,  and  withdraw  from  a  speculative  enter-  risks, 
prise  as  soon  as  it  shows  signs  of  going  against  him.     On 
the  contrary,  should  his  standard  of  honour  not  be  high,  he 
may  be  not  very  keen  of  sight  as  to  his  losses.     For  if  he 
withdraws  at  once,  he  will  have  lost  all  he  has  of  his  own ; 
and  if  he  allows  the  speculation  to  run  on,  any  additional 
loss  will  fall  on  his  creditors ;  and  any  gain  will  come  to  him- 
self    Many  creditors  lose  through  semifraudulent  inertness 
of  this  kind  on  the  part  of  their  debtors,  and  a  few  lose 
through  deliberate  fraud :  the  debtor  for  instance  may  conceal 
in  subtle  ways  the  property  that  is  really  his  creditors',  until, 
his  bankruptcy  being  over,  and  he  having  entered  on  a  new 
business  career,  he  can  bring  gradually  into  play  his  secret 
reserve  frinds  without  exciting  over-much  suspicion. 

The  price  then  that  the  borrower  has  to  pay  for  the  loan  Gross 
of  capital,  and  which  he  regards  as  interest,  is  firom  the  point  ^J^^t 
of  view  of  the  lender  more  properly  to  be  regarded  as  profits:  ^^^^ 
for  it  includes  insurance  against  risks  which  are  often  very 
heavy,  and  Earnings  of  Management  for  the  task,  which  is 
often  very  arduous,  of  keeping  those  risks  as  small  as  pos- 
sible.    Variations  in  the  nature  of  these  risks  and  of  the 
task  of  management  will  of  course  occasion  corresponding 
variations  in  the  Qross  interest,  so  called,  that  is  paid  for  the 
use  of  money.     The  tendency  of  competition  is  therefore  not 
towards  equalizing  this  Gross  interest :  on  the  conti-ary,  the 
more    thoroughly   lenders  and  borrowers  understand  their 
business,  the  more  certainly  will  some  classes  of  borrowers 
obtain  loans  at  a  lower  rate  than  others. 

We  must  defer  to  a  later  stac^e  our  study  of  the  marvel-  ^^^  *^e 

^   .  .       .  «    ,  1  -ir  -»«■     1        1      agencies  of 

lously  efficient  orgamzation  of  the  modem  Money  Market  by  the  modem 
which  capital  is  transferred  from  one  place  where  it  is  super-  M^ket 
abundant  to  another,  where  it  is  wanted ;  or  from  one  trade  ^^^ 
that  is  in  the  process  of  contraction  to  another  which  is  being  rapidly  the 
expanded :  and  at  present  we  must  be  contented  to  take  it  Net  in- 
fer granted  that  a  very  small  difference  between  the  rates  of  different 
Net  interest  to  be  got  on  the  loan  of  capital  in  two  different  ^^ 
M.  40      ^         , 
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BOOK  n.   modes  of  investment  in  the  same  Western  country  will  cause 

'    capital  to  flow,  though  perhaps  by  indirect  channels,  firom 

the  one  to  the  other. 

It  is  true  that  if  either  of  the  investments  is  <hi  a  small 
scale,  and  few  people  know  much  about  it,  the  flow  of  capital 
may  be  slow.  One  person,  for  instance,  may  be  paying  five 
per  cent,  on  a  small  mortgage,  while  his  neighbour  is  paying 
four  per  cent,  on  a  mortgage  which  offers  no  better  security- 
But  in  all  large  afiGEiirs  the  rate  of  Net  interest  (so  fi&r  as  it 
can  be  disentangled  from  the  other  elements  of  profits)  is 
nearly  the  same  all  over  England.  And  further  the  diver- 
gencies between  the  average  rates  of  Net  interest  in  difieiieiit 
countries  of  the  Western  world  are  rapidly  diminishiDg,  as  a 
result  of  the  general  growth  of  intercourse,  and  especially  of 
the  fact  that  the  leading  capitalists  of  all  these  countries  hold 
large  quantities  of  Stock-Exchange  securities,  which  yield  the 
same  revenue  and  are  sold  practically  at  the  same  price  od 
the  same  day  all  over  the  world*. 
The  main         §  Q.    This  Theory  of  Interest  has  had  a  lomr  history  of 

principles  ^,  it-  i      •  i      i 

of  the        continuous  growth  and  miprovement  durmg  the  last  oentiuT 
ibeo^of    s^d  a  half  Adam  Smith  appears  to  have  seen  indistinctly,  and 

^  When  we  come  to  discuss  the  Money  Market  we  shall  have  to  tioif  tfe 
causes  which  render  the  supply  of  ca^tal  for  immediate  use  modi  laigtf  at  ttmt 
times  than  at  others ;  and  which  at  certain  times  make  bankers  and  otbst  eos- 
tented  with  an  extremely  low  rate  of  interest,  provided  the  security  be  food  ni 
they  can  get  their  money  back  into  their  own  hands  quickly  in  case  ol  acsd.  ii 
such  times  they  are  willing  to  lend  for  short  periods  even  to  banowen,  vbw 
security  is  not  first-rate,  at  a  rate  of  interest  that  is  not  veiy  high.  F« 
their  risks  of  loss  are  much  reduced  by  their  power  of  refusing  to  renew  the  Io«, 
if  they  notice  any  indication  of  weakness  on  the  part  of  the  borrower;  and  siDee 
short  loans  on  good  security  are  fetching  only  a  nominal  price,  nearly  the  vhofe 
of  what  interest  they  get  from  him  is  insurance  against  risk,  and  remuDcratiao  d 
their  own  trouble.  But  on  the  other  hand  such  loans  are  not  really  rtry  ckmf 
to  the  borrower:  they  surround  him  by  risks,  to  avoid  which  be  wooM  oA« 
be  willing  to  pay  a  much  higher  rate  of  interest.  For  if  any  murfortuoe  wkatU 
injure  his  credit,  or  if  a  disturbance  of  the  money  market  should  oaaae  a  tooh 
porary  scarcity  of  loanable  capital,  he  may  be  quickly  brooghi  into  great  Uniti. 
He  may  not  be  able  to  obtain  a  renewal  of  the  loan  on  moderate,  or  tnn  at 
any  terms,  and  may  thus  be  cut  short  in  his  most  hopeful  enterpriaee.  Ott 
of  the  chief  symptoms  of  an  impending  commercial  crisis  is  a  rapid  soeeMWi 
of  forced  sales  at  a  loss  by  those  who  hare  been  trading  with  capital  buriuwrf  ftpr 
short  periods.  Loans  to  traders  at  nominally  low  rates  of  interest,  if  for  akrt 
periods  only,  do  not  therefore  really  form  exceptions  to  the  genoral  role 
in  the  text. 
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Ricardo  to  have  seen  distinctly,  almost  everything  of  funda-   book  yi. 
mental  importance  in  the  theoiy  as  it  is  known  now :  and    ^•^' 
though  one  writer  has  preferred  to  emphasize  one  of  its  many  interest 
sides,  and  another  another,  there  seems  no  good  reason  for  known 
believing  that  any  great  economist  since  the  time  of  Adam  ^^' 
Smith  has  ever  completely  overlooked  any  side.     But  also  though 
scarcely  any  of  them  has  left  the  theory  exactly  where  he  been  con^* 
found  it ;  almost  everyone  has  improved  some  part,  and  given  ^^p^ye. 
it  a  sharper  and  clearer  outline ;  or  else  has  helped  to  explain  ™^  ^ 
the  complex  relations  of  its  different  parts.     Scarcely  any- 
thing done  by  any  great  thinker  has  had  to  be  imdone,  but 
something  new  has  constantly  been  added  \ 

But  if  we  go  back  to  mediseval  and  ancient  history  we  But  they 
certainly  do  seem  to  find  an  absence  of  clear  ideas  as  to  the  J^own^in 
nature  of  the  services  which  capital  renders  in  production,  JJ^  Middle 
and  for  which  interest  is  the  payment ;  and  since  this  early 
history  is  exercising  an  indirect  influence  on  the  problems  of 
our  own  age,  something  should  be  said  of  it  here. 

§  7.     In  primitive  communities  there  were  but  few  open-  in  early 
ings  for  the  employment  of  fresh  capital  in  enterprise,  and  citation 
anyone  who  had  property  that  he  did  not  need  for  his  own  ^®^2^^S 
immediate  use,  would  seldom  forego  much  by  lending  it  on  "****'®^^ 
good  security  to  others  without  charging  any  interest  for  the  their  oses; 
loan.     Those  who  borrowed  were  generally  the  poor  and  the 
weak,  people  whose  needs  were  urgent  and  whose  powers  of 
bargaining  were  very  small.     Those  who  lent  were  as  a  rule 
either  people  who  spared  freely  of  their  superfluity  to  help 
their  distressed  neighbours,  or  else  professional  money-lenders. 
To  these  last  the  poor  man  had  resort  in  his  need ;  and  they 
frequently  made  a  cruel  use  of  their  power,  entangling  him 
in  meshes  from  which  he  could  not  escape  without  great 
suffering  and  perhaps  the  loss  of  the  personal  freedom  of 
himself  or  his  children.     Not  only  uneducated  people,  but 
the  Sages  of  early  times,  the  Fathers  of  the  Mediaeval  Church, 

1  Th  e  sacoessiye  steps  of  this  progress  are  indicated  in  Prof.  Bohm  Bawerk's 
learned  and  able  history  of  the  Theories  of  Interest.  Bat  he  would  appear  often 
to  hmre  exaggerated  the  errors  of  his  predecessors;  to  have  foond  sharp  contrasts 
between  the  doctrines  of  saccessiye  schools,  where  there  was  really  little  more 
than  a  difference  of  emphasis;  and  to  haye  represented  their  work  generally  as 
more  fragmentary  and  one-sided  than  it  really  was. 

40-2 

Digitized  by  VjOOQ  IC 


DEMAND  AND  SUPPLY  IN   RELATION  TO  CAPITAL. 

BOOK  VI.  and  the  English  rulers  of  India  in  our  own  time,  hare  been 

^•^'    inclined  to  say,  that  money-lenders  "  traffic  in  other  people's 

misfortunes,  seeking  gain  through  their  adversity :  under  the 

pretence  of  compassion  they  dig  a  pit  for  the  oppressed*.' 

In  such  a  state  of  society  it  may  be  a  question  for  discussion, 

whether  it  is  to  the  public  advantage  that  people  should  be 

encouraged  to  borrow  wealth  under  a  contract  to  return  it 

with  increase  after  a  time:  whether  such  contracts,  taken 

one  with  another,  do  not  on  the  whole  diminish  rather  than 

increase  the  sum  total  of  human  happiness. 

and  this  B^t  unfortunately  attempts  were  made  to  solve  this 

factretard-  difficult  and  important  practical  question  by  a  philosophical 

growth  of   distinction  between  the  interest  for  the  loan  of  money  and 

notions      the  rental  of  material  wealth.    Aristotle  had  said  that  money 

nature  of    was  barren,  and  that  to  derive  interest  trom  lending  it  oat 

MFvices     ^^  ^  P"*  ^^  ^  ^^  unnatural  use*.     And  following  his  \e§A 

jen^red     Scholastic  writers  argued  with  much  labour  and  ingenuitj 

that  he  who  lent  out  a  house  or  a  horse  might  charge  for  ite 

use,  because  he  gave  up  the  enjoyment  of  a  thing  that  was 

directly  productive  of  benefit.     But  they  found  no  similar 

excuse  for  the  interest  on  money :  that,  they  said,  was  wrong, 

because  it  was  a  charge  for  a  service  which  did  not  cost  the 

lender  anything". 

Mediaeval  Now  it  is  true  that  if  the  loan  really  cost  him  nothing, 

confusion 


1  From  St  Chrysostom's  Fifth  Homily,  see  above  Book  i.  COi.  n.  §  8. 
also  Bentham  On  Usury,  Mr  Lecky's  Rationalism  in  Europe,  the  eronoatir  h» 
tones  of  Dr  Cunningham,  Profs.  Ashley  and  Kautz,  the  article  on  **  Usoiy**  ^ 
Prof.  Nicholson  in  the  Eneydop<Bdia  BrUannica,  Knies'  Poiitiscke  (EHmcmit.  vd 
Boscher's  Political  Eeonomy,  and  lastly  Mr  Thorbnm's  MvMdauuu  mmi  Mmy- 
lenders  in  the  Putyab.  The  sentiment  against  usury  had  Its  oorigin  in  triUl 
relationships,  in  many  other  cases  besides  that  of  the  Israelites,  periuq[M  b  aO 
cases;  and,  as  Cliffe-Leslie  remarks  (Essays,  2nd  Edition,  p.  ^44):— It  vw  *i& 
herited  from  pre-historic  times,  when  the  members  of  each  commnirity  ^ 
regarded  themselves  as  kinsmen ;  when  communism  in  property  existed  at  ksB( 
in  practice,  and  no  one  who  had  more  than  he  needed  could  refuse  to  shale  ^ 
superfluous  wealth  with  a  fellow-tribesman  in  want." 

s  Politics,  I.  10.  He  laid  stress  on  the  fact  that  the  Greek  word  for  intcn* 
(to<co«)  claimed  that  it  was  the  offspring  bom  of  money;  and  that,  he  aaii  v» 
really  barren. 

>  They  also  made  a  distinction  between  hiring  things  which  were  tJbmmih* 
to  be  returned,  and  borroioing  things  the  equivalent  of  which  only  had  te  bt  R- 
turned.  This  distinction,  however,  though  interesting  frooi  an  analytical  poial  d 
view,  has  very  little  practical  importance. 
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if  he  could  have  made  no  use  of  the  money  himself,  if  he  was  book  vi. 
rich  and  the  borrower  poor  and  needy,  then  no  doubt  it  might    ^°'^' 
fidrly  be  argued  that  he  was  morally  bound  to  lend  his  money  of  ^J^ 
gratis.    But  on  the  same  grounds  he  would  have  been  bound  subject 
to  lend  without  charge  to  a  poor  neighbour  a  house  which  he 
would  not  himself  inhabit,  or  a  horse  for  a  day's  work  of 
which  he  had  himself  no  need.    The  doctrine  of  these  writers 
therefore  really  implied,  and  in  fact  it  did  convey  to  people's 
minds  the  mischievous  fallacy  that — independently  of  the 
special  circumstances  of  the  borrower  and  the  lender — the 
loan  of  money,  i.e.  of  command  over  things  in  general,  is  not 
a  sacrifice  on  the  part  of  the  lender  and  a  benefit  to  the 
borrower,  of  the  same  kind  as  the  loan  of  a  particular  com- 
modity :  they  obscured  the  feet  that  he  who  borrows  money 
can  buy,  for  instance,  a  young  horse,  whose  services  he  can 
use,  and  whom  he  can  sell,  when  the  loan  has  to  be  returned, 
at  as  good  a  price  as  he  paid  for  him.     The  lender  gives  up 
the  power  of  doing  this,  the  borrower  acquires  it :  there  is 
no  substantial  difference  between  the  loan  of  the  purchase 
price  of  a  horse  and  the  loan  of  a  horse\ 

§  8.     BKstory  has  in  part  repeated  itself:  and  in  the  in  the 
modem  Western  world  a  new  reforming  impulse  has  derived  "orfd 
strength  fix)m,  and  given  strength  to  another  erroneous  analy-  ^^J^ 
sis  of  the  nature  of  interest.     As  civilization  has  progressed,  havepro- 
the  loans  of  wealth  to  needy  people  have  become  steadily  spreftd  of 
more  rare,  and  a  less  important  part  of  the  whole ;  while  the  2^^^ 
loans  of  capital  for  productive  use  in  business  have  grown  at 
an   ever-increasing  rate.    And  in  consequence,  though  the 
borrowers  are  not  now  regarded  as  the  subjects  of  oppression, 
a  grievance  has  been  found  in  the  fact  that  all  producers, 
whether  working  with  borrowed  capital  or  not,  reckon  interest 
on  the  capital  used  by  them  as  among  the  expenses  which 
they  require  to  have  returned  to  them  in  the  long  run  in  the 

1  Dr  Cnimingham  has  described  well  the  sabtleties  by  which  the  MediaBval 
Chnroh  explained  away  her  prohibition  of  loans  at  interest,  in  most  of  those  cases 
in  which  the  prohibition  would  have  been  seriously  injurious  to  the  body  politic. 
These  sabtleties  resemble  the  legal  fictions  by  which  the  judges  have  gradually 
explained  away  the  wording  of  laws,  the  natural  interpretation  of  which  seemed 
likely  to  be  mischieTons.  In  both  cases  some  practical  evil  has  been  avoided  at 
the  expense  of  fostering  habits  of  confused  and  inshicere  thought. 
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BOOK  VI.  price  of  their  wares  as  a  oondition  of  their  continuing  bosi- 
^'  ^^'    nesa     On  this  account,  and  on  account  of  the  openings  which 
the  present  industrial  qrstem  offers  of  amassing  great  weakli 
by  sustained  good  fortune  in  speculation,  it  has  been  argued 
that  the  payment  of  interest  in  modem  times  op^n-esses  the 
working  classes  indirectly,  though  not  directly ;  and  that  it 
deprives  them  of  their  fair  share  of  the  benefits  resulting 
from  the  growth  of  knowledge.    And  hence  is  derived  the 
practical  conclusion  that  it  would  be  for  the  general  happi- 
ness, and  therefore  right,  that  no  private  person  should  be 
allowed  to  own  any  of  the  means  of  production  (goods  of 
the  second  and   higher  Orders),  nor  any  direct  means  of 
enjoyment  (goods  of  the  first  Order)  save  such  as  he  needs 
for  his  own  use. 
Connection       This  practical  conclusion  has  been  supported  by  other 
leprae-    arguments  which  will  claim  our  attention;  but  at  ipreaeiLi 
^^^    we  are  only  concerned  with  the  doctrine  that  has  been  nsei 
K^bertus  by  William  Thompson*,  Rodbertus,  Karl  Marx,  and  others  in 
itox  and   support  of  it     They  argued  that  labour  alwajrs  produces  * 
^!ctrine  of  "  Surplus'*'  above  its  wages  and  the  wear-and-tear  of  capital 
^'*«-        used  in  aiding  it :  and  that  the  wrong  done  to  labour  lies  in 
Their  main  the  exploitation  of  this  surplus  by  others.     But  this  assump- 
o^oioBion  ^j^j^  ^j^^^  ^^^  ^i^^lg  Qf  ^^^  Surplus  is  the  pnxiuct  of  laboor. 

■■"'""^  already  takes  for  granted  what  they  ultimately  pn^eas  to 
ontrue  prove  by  it ;  they  make  no  attempt  to  prove  it ;  and  it  is  not 
premiss.     ^^^     j^  ^  ^^^  ^^^  ^j^^  ^j^^  spinning  of  yam  in  a  fiMrtory, 

after  allowance  has  been  made  for  the  wear-and-tear  of  the 
machinery,  is  the  product  of  the  labour  of  the  operatives.  It 
is  the  product  of  their  labour  (together  with  that  of  the  em- 
ployer and  subordinate  managers)  and  of  the  capital;  and 
that  capital  itself  is  the  product  of  labour  and  waiting:  aod 
therefore  the  spinning  is  the  product  of  labour  (of  manv 
kinds)  and  of  waiting.  If  we  admit  that  it  is  the  product  or 
labour  alone,  and  not  of  labour  and  waiting,  we  can  no  doubt 

1  Dr  Anion  Menger,  in  Dm  Recht  aufdtn  voUem  Arheitmrtrag  has  diowa  «v€ 
how  Rodhertns  and  Karl  Marx  hare  borrowed  both  thdr  praetieal  couclMiMt  i» 
to  the  nationalization  of  the  means  of  prodoctioo,  and  the  theoredesl  baas  tf 
their  arguments,  from  earlier  works,  and  espedaUy  from  WiUiaffl  Tlwiirw'* 
Principles  of  the  Distribution  of  Wealth  most  eondudtt  to  Hwmtm  ifofliwsw,  ISIi. 

<  This  is  Marx*8  phrase.    Bodbertns  had  called  it  a  **  Plus." 
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be  compelled  by  inexorable  logic  to  admit  that  there  is  no  book  ti. 
justification  for  Interest,  the  reward  of  waiting ;  for  the  con-  ^'^^ 
elusion  is  implied  in  the  premiss.  Rodbertus  and  Marx  do 
indeed  boldly  claim  the  authority  of  Ricardo  for  their  pre- 
miss; but  we  have  already  seen  (in  the  Note  on  Ricardo  s 
theory  of  value  at  the  end  of  last  Book),  that  it  is  really  as 
opposed  to  his  explicit  statement  and  the  general  tenor  of 
his  theory  of  value,  as  it  is  to  common  sense. 

To  put  the  same  thing  in  other  words ;  if  it  be  true  that 
the  postponement  of  gratifications  involves  in  general  a  sacri- 
fice on  the  part  of  him  who  postpones,  just  as  additional 
efibrt  does  on  the  part  of  him  who  labours ;  and  if  it  be  true 
that  this  postponement  enables  man  to  use  roundabout 
methods  of  production  by  which  the  aggregate  volume  of 
human  enjoyments  is  increased,  as  certainly  as  it  would  be 
by  an  increase  of  labour;  then  it  cannot  be  true  that  the 
value  of  a  thing  depends  simply  on  the  amount  of  labour 
spent  on  it  Every  attempt  to  establish  this  premiss  has 
necessarily  assumed  implicitly  that  the  service  performed  by 
capital  is  a  "  free  "  good,  rendered  without  sacrifice,  and  there- 
fore needing  no  interest  as  a  reward  to  induce  its  continu- 
ance ;  and  this  is  the  very  conclusion  which  the  premiss  is 
wanted  to  prove.  The  strength  of  Robertus'  and  Marx's 
sympathies  with  suffering  must  always  claim  our  respect: 
but  what  they  regarded  as  the  scientific  foundation  of  their 
practical  proposals  appears  to  be  little  more  than  a  series  of 
arguments  in  a  circle  to  the  effect  that  there  is  no  economic 
justification  for  interest,  while  that  result  has  been  all  along 
latent  in  their  premisses ;  though,  in  the  case  of  Marx,  it  was 
shrouded  by  the  mysterious  Hegelian  phrases  with  which,  to 
use  his  own  phrase,  he  "  coquetted  \" 


Note  on  changes  in  the  purchasing  power  of  honet  in  rela- 
tion TO  THE  REAL  RATE  OP  INTEREST. 

Throu^out  the  present  volume  we  are  supposing,  in  the  abeence  of 
any  special  statement  to  the  contrary,  that  all  values  are  expressed  in 
terms  of  money  of  fixed  purchasing  power,  just  as  astronomers  have 
1  See  the  Preface  to  the  second  edition  of  Das  Kapital, 


Digitized  by  VjOOQ  IC 


632  NOTE  ON  THE  PURCHASING  POWER  OF  MONET 

BOOK  VI.  taught  us  to  determine  the  bogiiming  or  the  ending  of  the  daj  with 
^^'  ^'  reference  not  to  the  actual  sun  but  to  a  mean  tun  which  is  suppoied 
to  move  uniformly  through  the  heavens.  (See  Book  L  Ch.  L  §  5.) 
Further,  the  influences  which  changes  in  the  purchasing  power  of  mooej 
do  actually  exert  on  the  terms  on  which  loans  are  arranged,  are  mart 
conspicuous  in  the  market  for  short  loans — a  market  whidi  diSm 
in  many  of  its  incidents  from  any  other,  and  a  full  diacussiovi  of  their 
influences  must  be  deferred.  Nevertheless  it  seems  right  to  notice  them 
here  in  passing,  at  all  events  as  a  point  of  abstract  theory.  For  the  nU 
of  interest  which  the  borrower  is  willing  to  pay  measures  the  benefitB 
that  he  expects  to  derive  fix)m  the  use  of  the  capital  only  on  the  »• 
sumption  that  the  money  has  the  same  purchasing  power  when  it  is 
borrowed  and  when  it  is  returned. 

Let  us  suppose,  for  instance,  that  a  man  borrows  £100  ozider 
contract  to  pay  back  £105  at  the  end  of  the  year.  If  meanwhile  tbe 
purchasing  power  of  money  has  risen  10  per  cent,  (or  which  is  the 
same  thing,  general  prices  have  fallen  in  the  ratio  of  10  to  IIX  li< 
cannot  get  the  £105  which  he  has  to  pay  back  without  selling  one- 
tenth  more  commodities  than  would  have  been  sufficient  fi»>  the  par- 
pose  at  the  b^;inning  of  the  year.  Assuming,  that  is,  that  the  thin^ 
which  he  handles  have  not  changed  in  value  relatively  to  things  in 
general,  he  must  sell  at  the  end  of  the  year  commodities  which  would 
have  cost  him  £115.  10«.  at  the  b^^iuning,  in  order  to  pay  back  vith 
interest  his  loan  of  £100 ;  and  therefore  he  has  lost  ground  unless  tbe 
commodities  have  increased  under  his  hands  15^  per  cent  While 
nominally  paying  5  per  cent,  for  the  use  of  his  money,  he  has  reaOj 
been  paying  15^  per  cent. 

On  the  other  hand,  if  prices  had  risen  so  much  that  the  purchiaing 
power  of  money  had  fallen  10  per  cent  during  the  year,  and  be 
could  get  £100  for  things  which  cost  him  £90  at  the  beginning  of  tbe 
year ;  then,  instead  of  paying  5  per  cent,  for  the  loan,  he  would  really 
be  paid  5^  per  cent,  for  taking  charge  of  the  money. 

When  we  come  to  discuss  the  causes  of  alternating  periodi  d 
inflation  and  depression  of  commercial  activity,  we  shall  find  that  tbey 
are  intimately  connected  with  those  variations  in  the  real  rate  at 
interest  which  are  caused  by  changes  in  the  purchasing  power  of 
money.  For  when  prices  are  likely  to  rise,  people  rush  to  bonow 
money  and  buy  goods,  and  thus  help  prices  to  rise;  businesf  is 
inflated,  and  is  managed  recklessly  and  wastefully ;  those  working  on 
borrowed  capital  pay  back  less  real  value  than  they  borrowed,  and 
enrich  themselvee  at  the  expense  of  the  community.  When  afterwaids 
credit  is  shaken  and  prices  begin  to  fall,  everyone  wants  to  get  rid  «f 
commodities  and  get  hold  of  money  which  is  rapidly  rising  in  valoe : 
this  makes  prices  fall  all  the  faster,  and  the  further  fell  makes  crofit 
shrink  even  more,  and  thus  for  a  long  time  prices  fall  because  prioee 
have  fellen. 
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Again,  a  probable  change  in  the  purchasing  power  of  money  afiects  book  ti. 
the  relative  values  of  Stock  Exchange  securities  which  will  pay  a  fixed  ^^'  ^' 
rate  of  interest,  and  of  those  which  represent  a  direct  share  in  pro- 
perty.  The  shareholders  of  a  railway  are  the  owners  of  a  property 
the  real  value  of  which  is  determined  in  the  long  run  by  the  services 
it  is  capable  of  rendering ;  and  the  excess  of  the  real  value  of  its 
receipts  over  that  of  its  working  expenses  will  be  very  little  affected 
in  the  long  run  by  changes  in  the  general  level  of  prices.  But  if  there 
should  be  a  general  rise  in  the  purchasing  power  of  money,  the  real 
value  of  the  "interest"  which  it  pays  on  its  debentures  will  rise  in 
the  same  proportion ;  and  the  real  value  of  what  remains  to  be 
divided  among  its  shareholders  will  be  correspondingly  diminished. 
Hence  if  we  had  reason  to  believe  that  there  would  be  a  continued 
rise  in  the  purchasing  power  of  money,  there  would  be  a  double  cause 
for  preferring  a  deb^iture  bond  to  an  ordinary  share  which  would 
appear  of  just  equal  value  with  it,  if  we  took  no  account  of  changes 
in  the  purchasing  power  of  money.  Calculations  of  this  kind  exercise 
a  direct  influence  over  the  actions  of  only  very  far-seeing  persons :  but 
we  shall  presently  find  that  their  indirect  influence  is  considerable, 
and  is  clearly  perceptible  in  the  prices  of  land  and  of  some  kinds  of 
Stock-Exchange  secmrities.  [See  an  article  by  Mr  de  Haas,  translated 
in  the  London  Statistical  Journal  for  March,  1889 ;  also  an  article  by 
the  present  writer  in  the  Cantemporaiy  Review  for  March,  1877,  in 
which  it  is  aigued  that  fluctuations  in  prices  are  caused  only  to  a  vety 
slight  extent  by  fluctuations  in  the  supply  of  the  precious  metals ;  and 
that  they  would  not  be  much  diminished  by  the  adoption  of  gold  and 
idlver  instead  of  gold  as  the  basis  of  our  currency.  The  evils  which 
ihej  cause  are  however  so  great,  that  it  is  worth  while  to  do  much 
in  order  to  diminish  them  a  little.] 
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CHAPTER  VII. 

DEMAND  AND  SUPPLY  IN  RELATION  TO  CAPITAL,  BUSINESS 
POWER  AND   INDUSTRIAL  ORGANIZATION. 

BOOK  VI.  §  1.  In  the  concluding  Chapters  of  Book  iv.  we  made 
oH^i.  gQjj^g  study  of  the  various  forms  of  business  management, 
and  the  faculties  required  for  them;  and  we  saw  how  the 
supply  of  business  power  in  command  of  capital  may  be 
regarded  as  consisting  of  three  elements,  the  supply  of 
capital,  the  supply  of  the  business  power  to  manage  it,  and 
the  supply  of  the  organization  by  which  the  two  are  brought 
together  and  made  efiFective  for  production.  We  have  now 
to  carry  this  study  further ;  and  to  inquire  more  closely  into 
the  nature  of  the  services  which  the  business  undertaker 
renders  to  society,  and  the  rewards  of  this  work.  We  shall 
find  that  the  causes  which  govern  the  earnings  of  business 
men  are  less  arbitrary,  and  present  closer  analogies  to  those 
which  govern  other  kinds  of  earnings  than  is  commonly  sup- 
posed. We  will  begin  by  tracing  the  action  of  the  Law 
of  Substitution  in  adjusting  the  rewards  of  the  services 
rendered  to  society  by  ordinary  workmen,  by  foremen,  and 
by  employers  of  difiFerent  grades. 
TijL^im-  ^^  '   must  at.  starting  call  to  mind*  the   fact  that  the 

X^iSl^  Struggle  for  Survival  tends  to  make  those  methods  of  orga- 
of  auy  imatioD  prevail,  which  are  best  fitted  to  thritfe  in  their  «ivi- 
ifUHiijeHfl  nminent ;  but  not  necessarily  those  best  fitted  to  benefit  their 
meiiTpTjiyB  environment,  unless  it  happens  that  they  are  duly  rewarded 
ImrttJ^ae*  for   all  the  benefits  which  they  confer,  whether  direct  <s 

1  See  Book  it.  Ch.  vm. 
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indirect.     And  in  fact  this  is  not  so.     For  as  a  general  rule   book  yi. 

the  Law  of  Substitution — which  is  nothing   more  than  a    ^"'  ^"' 

special  and  limited  application  of  the  Law  of  Survival  of  the  terminmg 
J.  _  ,  1      1     i. .     1         .  ,  .       .       >^8  success 

l^ittest — tends  to  make  one  method  of  mdustnal  organization  m  the 

supplant  another  when  it  offers  a  direct  and  immediate  ser-  foj^-* 
vice  at  a  lower  price.  The  indirect  and  ultimate  services  '^^^' 
which  either  will  render  have,  as  a  general  rule,  little  or  no 
weight  in  the  balance;  and  as  a  result  many  businesses 
languish  and  die,  which  might  in  the  long  run  have  done 
good  work  for  society  if  only  they  could  have  obtained  a 
good  start  This  is  especially  true  of  some  forms  of  co- 
operative associations. 

In  this  connection  we  may  divide  employers  and  other  Distinction 

between 

undertakers  into  two  classes,  those  who  open  out  new  and  the  ser- 
improved  methods  of  business,  and  those  who  follow  beaten  S!^  mi- 
tracks.    The  services  which  the  latter  perform  for  society  are  dOTtakera 

^  •'  whopio- 

chiefly  direct  and  seldom  miss  their  full  reward :  but  it  is  neer  new 
otherwise  with  the  former  class.         *  business, 

For  instance,  economies  have  lately  been  introduced  into  tho  fcS^w 
some  branches  of  iron  manufacture  by  diminishing  the^j[^*®° 
number  of  times  which  the  metal  is  heated  in  passing  from 
pig  iron  to  its  final  form ;  and  some  of  these  new  inventions 
have  been  of  such  a  nature  that  they  could  neither  be  patented 
nor  kept  secret.  Let  us  suppose  then  that  a  manufacturer 
with  a  capital  of  £50,000  is  getting  in  normal  times  a  net 
profit  of  £4,000  a  year,  £1,500  of  which  we  may  regard  as 
his  Earnings  of  Management,  leaving  £2,500  for  the  other 
two  elements  of  profits.  We  assume  that  he  has  been  work- 
ing so  far  in  the  same  way  as  his  neighbours,  and  showing  an 
amount  of  ability  which,  though  great,  is  no  more  than  the 
normal  or  average  ability  of  the  people  who  fill  such  ex- 
ceptionally difficult  posts;  that  is,  we  assume  that  £1,500 
a  year  is  the  normal  earnings  for  the  kind  of  work  he  has 
been  doing.  But  as  time  goes  on,  he  thinks  out  a  way  of 
dispensing  with  one  of  the  heatings  that  have  hitherto  been 
customary;  and  in  consequence,  without  increasing  his  ex- 
penses, he  is  able  to  increase  his  annual  output  by  things 
which  can  be  sold  for  £2,000  net.  So  long,  therefore,  as  he 
can  sell  his  wares  at  the  old  price,  his  Earnings  of  Manage- 
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BOOK  VI.  ment  will  be  £2,000  a  year  above  the  average ;  and  he  will 
^'^^'  earn  the  full  reward  of  his  services  to  society.  His  neigh- 
bours however  will  copy  his  plan,  and  probably  make  more 
than  average  profits  for  a  time.  But  soon  competition  will 
increase  the  supply,  and  lower  the  price  of  their  wares, 
until  their  profits  fall  to  about  their  old  level;  for  no  one 
could  get  extra  high  wages  for  making  eggs  stand  on  their 
ends  after  Columbus's  plan  had  become  public  property. 

Many  business  men  whose  inventions  have  in  the  long  ran 
been  of  almost  priceless  value  to  the  world,  have  earned  even 
less  by  their  discoveries  than  Milton  by  his  Paradise  Lost  or 
Millet  by  his  Angelua ;  and  while  many  men  have  amaased 
great  wealth  by  good  fortune  rather  than  exceptional  iJnhty 
in  the  performance  of  public  services  of  high  impOTtanoe, 
it  is  probable  that  those  business  men  who  have  pbneered 
new  paths  have  often  conferred  on  society  benefits  out  of  sU 
proportion  to  their  own  gains,  even  though  they  have  died 
millionaires.  Although  then  we  shall  find  that  the  rewards 
of  every  business  undertaker  tend  to  be  proportionate  to  the 
direct  services  he  renders  to  the  community,  this  will  by 
itself  go  but  a  small  way  towards  proving  that  the  existing 
industrial  organization  of  society  is  the  best  conceivable,  or 
even  the  best  attainable ;  and  it  must  not  be  forgotten  that 
the  scope  of  our  present  inquiry  is  limited  to  a  study  of  the 
action  of  causes  that  determine  the  earnings  of  business  Under- 
taking and  Management  v/nder  existing  socicU  institutioHi. 
The  action  §  2.  We  have  already  noticed  that  a  great  part  of  the 
^  ^bir^  ^^^^  ^^^®  ^y  *^®  ^^^  ^f  *  small  business  himself  is  rele- 
con^mnir  8*^  ^  *  large  business  to  salaried  heads  of  departments, 
Earnings    managers,  foremen  and  others.     And  this  thread  will  guide 

of  Manage-  i      i        •  t»  t  /»  •         •  rm       • 

ment,  US  to  much  that  IS  useful  for  our  present  mquiry.  The  sun- 
^°th^*^  plest  case  is  that  of  the  earnings  of  the  ordinary  foreman; 
f  ^"^      with  which  we  may  begin. 

services  of  Let  US  suppose,  for  instance,  that  a  railway  contractor  or 
compared  a  dockyard  manager  finds  that  it  answers  best  to  have  one 
of  OTtoiu^  foreman  to  every  twenty  labourers,  and  to  pay  him  twice  the 
workmen,  ^ages  of  one  of  them.  This  means  that,  if  he  found  himself 
Mdth  600  labourers  and  24  foremen,  he  would  expect  to  gti 
just  a  little  more  work  done  at  the  same  expense  by  adding 
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one  more  foreman,  than  by  adding  two  more  ordinary  book  yi. 
labourers:  while  if  he  had  had  490  labourers  and  25  fore-  °°'^' 
men,  he  would  have  found  it  better  to  add  two  more 
labourers.  If  he  could  have  got  his  foreman  for  one  and  a 
half  times  the  wages  of  a  labourer,  perhaps  he  would  have 
employed  one  foreman  to  every  fifteen  labourers.  But,  as  it 
is,  the  number  of  foremen  employed  is  determined  at  one- 
twentieth  of  that  of  the  labourers,  and  their  demand  price  at 
twice  the  labourers'  wages*. 

In  exceptional  cases  the  foremen  may  earn  their  wages 
by  over-driving  those  whose  work  they  superintend.  But  we 
may  now  suppose  them  to  contribute  to  the  success  of  the 
undertaking  in  a  legitimate  way,  by  securing  a  better  orga- 
nization of  its  details ;  so  that  fewer  things  are  done  amiss 
and  need  to  be  undone ;  so  that  everyone  finds  the  help  that 
he  wants  in  moving  heavy  weights,  &c.,  ready  for  him  just 
when  he  wants  it ;  so  that  all  machinery  and  implements  are 
kept  in  good  working  order,  and  no  one  has  to  waste  his  time 
and  strength  by  working  with  inadequate  appliances,  and  so 
on.  The  wages  of  foremen  who  do  work  of  this  kind  may 
be  taken  as  typical  of  a  great  part  of  the  Earnings  of  Man- 
agement: society,  acting  through  the  individual  employer, 
offers  an  effective  demand  for  their  services  until  that  margin 
is  reached  at  which  the  aggregate  efficiency  of  industry  would 
be  increased  by  adding  workers  of  some  other  grade  more 
than  by  adding  the  foremen  whose  wages  would  add  an  equal 
amount  to  the  expenses  of  production. 

So  fiu-  the  Employer  has  been  regarded  as  the  agent  The  Law 
through  whom  the  Law  of  Substitution  acts  in  contriving  tuUwi  acts 
and  arranging  the  factors  of  production  so  that  the  maximum  ^pi^ye^* 
of  direct  services  (estimated  by  their  money  measure)  should  »nd  abo  <m 
be  performed  at  a  minimum  money  cost.     But  now  we  have 
to   look  at  the   work  of  the  employers  themselves  being 
contrived   and  arranged   for  them,  though  of  course  in  a 
more  haphazard  fashion,  by  the  immediate  action  of  their 
own  competition. 

§3.    Let  us  then  look  next  at  the  way  in  which  the  work  The  Law 
of  foremen  and  salaried  managers  is  constantly  being  weighed  totion  ad- 

1  With  this  argument  may  he  compared  that  of  Book  yi.  Ch.  n.  §  8. 
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BOOK  vi.  against  that  of  the  heads  of  businesses.  It  will  be  int^est- 
cH^.  ^g  ^  watch  the  course  of  a  small  business  as  it  gradoallj 
justing  the  expands.  A  house  carpenter,  for  instance,  steadily  inereaeei) 
of  the  his  stock  of  tools,  till  he  can  hire  a  small  workshop,  and 
abusSiess  Undertake  odd  jobs  for  private  persons,  who  have  to  agree 
Sfo^Mi,  ^^^  ^^^  ^  ^  ^^^^  is  to  be  done.  The  work  of  managemait 
^^  and  of  undertaking:  what  little  risks  there  are,  is  shared 

manaffcra.  " 

niustra-  between  them  and  him ;  and,  as  this  gives  them  a  great 
^egnSnai  ^^  ^^  trouble,  they  are  not  willing  to  pay  him  at  a  high 
™e  of  a     rate  for  what  work  of  management  he  does*. 

working  ,  ° 

carpenter.         So  his  next  step  is  to  Undertake  all  the  different  sides  of 
iwa  I^  small  repairs.    He  has  now  entered  on  the  career  of  a  master- 
™J*^-      builder ;  and  if  his  business  grows,  he  gradually  withdraws 
»       himself  from  manual  labour,  and  to  some  extent  even  from 
the  superintendence  of  its  detaila     Substituting  for  bis  own 
work  that  of  hired  men,  he  has  now  to  deduct  their  wages 
from  his  receipts,  before  he  can  begin  to  reckon  his  profits: 
and  unless  he  proves  himself  to  have  a  business  ability  up  to 
the  normal  level  of  that  grade  of  industry  which  he  has  now 
entered,  he  will  probably  soon  lose  all  the  little  capital  which  he 
has  gained,  and  after  a  short  struggle  return  to  that  humbkr 
rank  of  life  in  which  he  has  prospered.    Should  his  ability 
be  just  about  that  level,  he  will,  with  average  good  fortune, 
retain  his  position  and  perhaps  gain  a  little  ground :  and  the 
excess  of  his  receipts  over  his  outgoings  will  be  representa- 
tive of  the  normal  Earnings  of  Management  in  his  grade. 
phj^«8  If  his  ability  be  greater  than  that  which  is  normal  in 

character    his  grade,  he  will  be  able  to  obtain  as  good  a  result  with 
as  the  scale  a  given  outlay  for  wages  and  other  expenses,  as  nnxt  of 
^^ess     ^  rivals  can  with  a  larger  outlay ;  he  will  have  substituted 
increases,    his  extra  ability  in  organization  for  some  of  their  outlav: 
and  his  Earnings  of  Management  will   include  the  valne 
of  that  outlay  with  which  he  has  dispensed.    He  will  thus 
increase  his  capital  and  his  credit:  and  be  able  to  borrow 
more,  and  at  a  lower  rate  of  interest.   He  will  obtain  a  wider 
business  acquaintanceship  and  connection ;  suid  he  will  get  an 
increased  knowledge  of  materials  and  processes,  and  opporto- 
nities  for  bold  but  wise  and  profitable  adventure;  until  tt 

1  Comp.  Book  IV.  Ch.  xn.  §  8. 
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last  he  has  delegated  to  others  nearly  all  those  duties  book  yi. 
which  occupied  his  whole  time  even  after  he  had  ceased  to  ^°'^^' 
do  manual  work  himself  \ 

§  4     Having  watched  the  Law  of  Substitution  adjusting  The  ad- 
the  earnings  of  foremen  and  of  ordinary  workmen,  and  again  i^we^ 
of  employers  and  foremen,  we  may  now  look  at  its  action  in  15^*^* 
adjusting  the  earnings  of  employers  on  a  small  scale  and  ^®^' 
those  on  a  large  scale.  a  large  and 

^^  i»i  I'll  on  a  small 

Our  carpenter  havmg  become  a  master-bmlder  on  a  very  scale, 
large  scale,  his  undertakings  will  be  so  many  and  so  great  as 
to  have  occupied  the  time  and  energies  of  some  scores  of 
employers  who  superintended  all  the  details  of  their  several 
businesses.  Throughout  this  struggle  between  large  busi- 
nesses and  small,  we  see  the  Law  of  Substitution  constantly  < 
in  operation ;  the  large  employer  substituting  a  little  of  his 
own  work  and  a  good  deal  of  that  of  salaried  managers  and 
foremen  for  that  of  a  small  employer.  When,  for  instance, 
tenders  are  invited  for  erecting  a  building,  a  builder  with  a 
large  capital  often  finds  it  worth  his  while  to  enter  the  lists, 
even  though  he  lives  at  a  distance.  The  local  builders  secure 
great  economies  in  having  workshops  and  men  whom  they 
can  trust  alrecwiy  near  the  spot ;  while  he  gains  something 
through  buying  his  materials  on  a  large  scale,  through  his 
command  of  machinery,  especially  for  woodwork,  and  perhaps 
through  being  able  to  borrow  what   capital   he  wants  on 

1  The  employer  of  a  large  number  of  workmen  has  to  economize  his  energies 
on  the  same  plan  that  is  followed  by  the  leading  officers  of  a  modem  army.  For 
as  Mr  WiUdnson  says  {The  Brain  of  an  Armyt  pp.  42 — 6) :—" Organization  im- 
^ies  that  every  man's  work  is  defined,  that  he  knows  exactly  what  he  most 
answer  for,  and  that  his  authority  is  coextensive  with  his  responsibility....  [In  the 
German  army]  every  commander  above  the  rank  of  a  captain  deals  with  a  body 
composed  of  onits,  with  the  interior  affairs  of  none  of  which  he  meddles,  except 
in  the  case  of  faOiire  on  the  part  of  the  officer  directly  responsible....The  general 
commanding  an  army  corps  has  to  deal  directly  with  only  a  few  subordinates.... 
He  inspects  and  tests  the  condition  of  all  the  various  units,  but..Jie  is  as  far 
as  possible  unhampered  by  the  worry  of  detaiL  He  can  make  up  his  mind  coolly." 
Bagebot  in  characteristic  fashion  had  remarked  [Lombard  Street,  Ch.  vm.)  that 
if  the  head  of  a  large  business  "is  very  busy,  it  is  a  sign  of  something  wrong;" 
tod  had  compared  (Essay  on  the  Transferability  of  Capital)  the  primitive  em- 
ployer with  a  Hector  or  Achilles  mingling  in  the  fray,  and  the  typical  modem 
employer  with  **a  man  at  the  far  end  of  a  telegraph  wire — a  Count  Moltke  with 
his  head  over  some  papers — who  sees  that  the  proper  persons  are  slain,  and  who 
Mcnree  the  victory  I " 
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BOOK  vi.  easier  terms.    These  two  sets  of  advantages  frequently  about 
^'^'    balance  one  another ;  and  the  contest  for  the  field  of  employ- 
ment often  turns  on  the  relative  efficiencies  of  the  andivided 
energies  of  the  small  builder,  and  of  that  slight  superviaioc 
which  is  all  that  the  abler  but  busier  large  builder  can  afford 
to  give  himself,  though  he  supplements  it  by  the  work  of  hii 
local  manager  and  of  the  clerks  in  his  central  office\ 
An  under-         §  5.     We  may  next  watch  the  action  of  the  Law  d" 
working      Substitution  in  pushing  forward  undertakers  working  chiefly 
ro^d^*^     with  their  own  capital  in  some  trades,  and  in  others  those 
capital  is    working  chiefly  with  borrowed  capital.    The  Personal  Bisks, 
advanuge  against  which  the  lender  of  capital  to  be  used  in  business 
^^^^      requires  to  be  indenmified,  vary  to  some  extent  with  the 
nature  of  that  business,  as  well  as  with  the  circumstances  ci 
the  individual  borrower.     They  are  very  high  in  some  cases, 
as  for  instance  when  a  man  is  starting  in  a  new  branch  of 
the  electrical  trades,  in  which  there  is  very  little  past  ex- 
perience to  go  by,  and  the  lender  cannot  easily  fbnn  any 
independent  judgment  as  to  the  progress  which  is  being 
made  by  the  borrower ;  and  in  all  such  cases  the  man  work- 
ing with  boiTOwed  capital  is  at  a  great  disadvantage;  the 
rate  of  profit  is  determined  chiefly  by  the  competition  of 
those  who  apply  their  own  capital    It  may  happen  that  not 
many  such  men  have  access  to  the  trade ;  and  in  that  case 
the  competition  may  not  be  keen,  and  the  rate  of  profit  mav 
be  high ;  that  is,  it  may  exceed  considerably  net  interest  od 
the   capital   together  with  Earnings  of  Management  on  a 
scale  commensurate  with  the  difficulty  of  the  business  done, 
though  that  difficulty  will  probably  be  above  the  average. 

And  again  the  new  man  with  but  little  capital  of  his 
own   is  at  a  disadvantage  in  trades  which    move  slowir 
and  in  which  it  is  necessary  to  sow  a  long  time  before  ooe 
reaps. 
Bat  in  But  in  all  those  industries  in  which  bold  and  restkff 

pla^a  ^  enterprise  can  reap  a  quick  harvest ;  and  in  particular  wher- 
ever high  profits  are  to  be  made  for  a  time  by  cheaper  repio- 
ductions  of  costly  wares,  there  the  new  man  is  in  his  element: 
it  is  he  who  by  his  quick  resolutions  and  dexterous  contri- 

1  Comp.  Book  IT.  Ch.  XI.  §  4. 


part; 
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ranees,  and  perhaps  also  a  little  by  his  natural  recklessness^  book  vi. 
forces  the  pace/'  ^  ^' 

And  he  often  holds  his  own  with  great  tenacity  even  for  he  will 
inder  considerable  disadvantages;  for  the  freedom  and  dignity  f^^'a  small 
)f  his  position  are  very  attractive  to  him.  Thus  the  peasant  ^^^^^ 
)roprietor  whose  little  plot  is  heavily  mortgaged,  the  small 
K>-called  "  sweater  "  or  "  garret  master  "  who  takes  out  a  sub- 
contract at  a  low  price,  will  often  work  harder  than  the 
)rdinary  workman,  and  for  a  lower  net  income.  And  the 
nanufacturer  who  is  doing  a  large  business  with  compara- 
ively  little  capital  of  his  own  will  reckon  his  labour  and 
mxiety  almost  as  nothing,  foi:  he  knows  that  he  must  any- 
bow  work  for  his  living,  and  he  is  unMrilling  to  go  into  service 
to  another :  he  will  therefore  work  feverishly  for  a  gain  that 
vrould  not  count  much  in  the  balance  with  a  wealthier  rival, 
i^ho,  being  able  to  retire  and  live  in  comfort  on  the  interest 
3f  his  capital,  may  be  doubting  whether  it  is  worth  while 
to  endure  any  longer  the  wear-and-tear  of  business  life. 

The  inflation  of  prices  which  culminated  in  1873,  enriched 
borrowers  in  general,  and  in  particular  business  undertakers, 
at  the  expense  of  other  members  of  society.  New  men  there- 
fore found  their  way  into  business  made  very  smooth ;  and 
those  who  had  already  made  or  inherited  business  fortunes, 
found  their  way  made  smooth  for  retiring  from  active  work. 
Thus  Bagehot,  writing  about  that  time\  argued  that  the 
growth  of  new  men  was  making  English  business  increasingly 
democratic :  and,  though  admitting  that  "  the  propensity  to 
variation  in  the  social  as  in  the  animal  kingdom  is  the  prin- 
ciple of  progress,"  he  pointed  out  regretfully  how  much  the 
country  might  have  gained  by  the  long  duration  of  families  of 
merchant  princes.  But  in  recent  years  there  has  been  some 
reaction,  due  partly  to  social  causes,  and  partly  to  the  influ- 
ence of  a  continued  fall  in  prices.  The  sons  of  business  men 
are  rather  more  inclined  than  they  were  a  generation  ago  to 
take  pride  in  their  fethers*  callings ;  and  they  find  it  harder 
to  satisfy  the  demands  of  an  ever-increasing  luxury  on  the 
income  which  would  be  theirs  if  they  withdrew  from  business. 

§  6.    In  Joint-stock  companies  most  of  the  work  of  man-  ciale  of 
^  Lombard  Street,  Introdactory  chapter. 
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BOOK  Ti.  agement  is  divided  between  salaried  directors  (who  indeed 
^•^"^    hold  a  few  shares  themselves)  and  salaried  managers  and 
joint-^toi*  other  subordinate  officials,  most  of  whom  have  little  or  do 
dothe  work  capital  of  any  kind ;  and  their  earnings,  being  almost  Uie  pore 
numage-     earnings  of  labour,  are  governed  in  the  long  run  by  thoa 
SS^iD^  general  causes  which  rule  the  earnings  of  labour  of  eqml 
difficulty  and  disagreeableness  in  ordinary  occupations. 
Joint-stock  companies  are  hampered  by  internal  friction^ 
iSmT     s^d  conflicts  of  interest  between  shareholders  and  debenture 
Dind-        holders,  between  ordiuary  and  preferred  shareholders,  aod 
]?^»iibiic    between  all  these  and  the  directors ;  and  by  the  need  for  an 
®*^'°'^^*™^  elaborate  system  of  checks  and  counterchecks.     They  sekkm 
have  the  enterprise,  the  energy,  the  unity  of  purpose  sod 
the  quickness  of  action  of  a  private  business, 
and  Uieir  But  these  disadvantages  are  of  relatively  small  import- 

tagee.        c^<^  ii^  some  trades.     That  publicity,  which  is  one  of  tk 
chief  drawbacks  of  public  companies  in  many  brandies  of 
manufacture  and  of  speculative  commerce,  is  a  positive  ad- 
vantage   in  ordinary  Banking  and  Insurance  and  kindred 
businesses;  while  in  these,  as  well  as  in  most  of  the  Ttbos- 
port  industries,  (railways,  tramways,  canals,  and  the  suf^y  ai 
gas,  water,  and  electricity)  their  unbounded  command  over 
capital  gives  them  almost  undisputed  sway. 
The  largest       A  peculiar  feature  of  this  latter  class  of  industries  is  that 
cranpanieB  their  Fixed  capital  is  large  relatively  to  their  Circulating,  and 
found  to^    the  Prime  cost  of  the  goods  produced  or  the  services  rendered 
iradet  in    by  them  is  small  relatively  to  the  Total  (or  true  UOTmal)  cost 
^ces  are   which  must  be  defrayed  in  the  long  nm  in  order  to  make  their 
^stobie.    business  remunerative.  When  several  companies  whose  boa- 
ness  is  of  this  kind  are  in  keen  competition,  they  are  under  i 
great  temptation  to  attract  custom  by  selling  at  mudi  lee 
Bat  on  the  than  normal  cost ;  but  probably  they  do  not  yield  to  this 
BT^A^^^  temptation  more  than,  or  even  as  much  as, private  ca|Htaifi^ 
stwidying   would  under  similar  circumstances.    And  on  the  whole  thoef 

influence 

on  employ-  powerful  joint-stock  companies,  which  have  great  tj^tioD^ 

^  and  look  forward  to  a  distant  future,  pursue  a  fiur-seeing  if 

a  sluggish  policy ;  they  are  seldom  willing  to  sacrifice  their 

reputation  for  the  sake  of  a  temporary  gain ;  they  are  wt 

inclined  to  drive  such  hard  bargains  with  their  employ^  *» 
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will  make  their  service  unpopular ;  and  they  exercise  gene-  book  vi. 
rally  a  steadying  influence  on  the  demand  for  capital,  and    ^°'^' 
on  the  demand  for  labour  of  all  kinds,  and  especially  for  the 
services  of  those  who,  having  business  ability  but  no  capital 
of  their  own,  desire  to  reap  some  {Earnings  of  Management 
as  salaried  officials  of  a  great  undertaking.    And  as  has  Co-opera- 
already  been  observed,  Co-operation  promises,  more  than  any 
other  form  of  business  association,  to  turn  to  good  account 
the  capabilities  of  the  working  man  for  the  higher  posts  of 
business  management\ 

§  7.    Thus  then  each  of  the  many  modem  methods  of  Modern 
business  has  its  own  advantages  and  disadvantages :  and  its  Si^ess 
application  is  extended  under  the  action  of  the  Law  of  Sub-  ^l^^jjf 
stitntion  in  every  direction  until  that  limit  or  margin  is^^^^V, 
reached,  at  which  its  special  advantages  for  that  use  notendemcy 
longer  exceed  its  disadvantagea     Or,  to  put  the  same  thing  Eanungs 
in  another  way,  the  margin  of  profitableness  of  diflTerent  ^^^^^ 
methods  of  business  organization  for  any  particular  purpose,  ^c«i*ya' 
k  to  be  regarded  not  as  a  point  on  any  one  line,  but  a  done, 
boundary  line  of  irregular  shape  cutting  one  after  another 
eveiy    possible  line  of  business  organization;    and    these 
modem  methods,  partly  on  account  of  their  great  variety, 
but  partly  also  on  account  of  the  scope  which  many  of  them 
offer  to  men  of  business  ability  who  have  no  capital,  render 
possible  a  much  closer  correspondence  between  the  Earnings 
of  Undertaking  and  Management  and  the  services  by  which 
those  earnings  are  got  than  could  be  generally  attained  under 
the  primitive  system  in  which  capital  was  scarcely  ever  applied 
to  production  by  any  save  its  owners.    For  then  it  could  only 
be  by  a  fortunate  accident  that  those  who  had  the  capital 
and  the  opportunity  for  carrying  on  any  trade  or  performing 
any  service,  of  which  the  public  was  in  need,  had  the  apti- 
tudes and  the  abilities  required  fpr  the  task.  But,  as  it  is,  that 
share  of  the  expenses  of  production  of  any  commodity  which 
is  commonly  classed  as  profits,  is  so  rigorously  controlled  on 
every  side  by  the  action  of  the  Law  of  Substitution,  that  it 

^  Some  Mpeeto  of  Jdnt-stook  Compuiiee  and  of  dy-apenHYe  AModationB 
hare  been  indicated  in  Book  iv.  Ch.  xn.  §§  9,  10;  and  others  will  be  diecoeeed 
later  on. 
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BOOK  Yi.  cannot  long  diverge  from  the  normal  supply  price  of  the 

^•^'    capital  needed,  added  to  the  normal  supply  price  of  the 

ability  and  energy  required  for  managing  the  business,  and 

lastly  the  normal  supply  price  of  that  organization  by  idiidi 

the  appropriate  business  ability  and  the  requisite  ciq>ital  are 

brought  together. 

The  supply       The  supply  of  business  power  is  large  and  elastic,  since 

ability  is     the  area  from  which  it  is  drawn  is  wide ;   and  it  can  be 

^^       transferred  easily  from  one  occupation  to  another  since  its 

wide  area,  highest  qualities  are  non-specialized.   Firstly,  it  is  drawn  from 

a  wide  area  because  everyone  has  the  business  of  his  ovn 

life  to  conduct ;  and  this,  if  done  well,  affords  to  some  extent 

training  for  business  management.     There  is  therefore  m> 

other  kind  of  highly  paid  ability  which  depends  so  little  « 

labour  and  expense  applied  specially  to  obtaining  it,  tmA 

which  depends  so  much   on   so-called  "natural   qualiti€&'' 

and  is  non-  And,  secondly,  business  power  is  highly  non-specialized ;  be- 

^^***^**^^  cause  in  the  large  majority  of  trades,  technical  knowledge 

and  skill  become  every  day  less  important  relatively  to  the 

broad  and  non-specialized  faculties  of  judgment,  promptness, 

resource,  carefulness  and  stead&stness  of  purposed 

It  is  true  that  in  small  businesses,  in  which  the  master  is 
little  more  than  the  head  workman,  specialized  skill  is  r&j 
important.  And  it  is  true  that  "  each  sort  of  trade  has  a 
tradition  of  its  own,  which  is  never  written,  probably  oooM 
not  be  written,  which  can  only  be  learnt  in  fragments,  and 
which  is  best  taken  in  early  life,  before  the  mind  is  shaped 
and  the  ideas  fixed.  But  each  trade  in  modem  commeroe 
is  surrounded  by  subsidiary  and  kindred  trades,  which  femi- 
liarize  the  imagination  with  it,  and  make  its  state  known^' 
Moreover  those  general  faculties,  which  are  characteristic  of 
the  modem  business  man,  increase  in  importance  as  the  scak 
of  business  increasea     It  is  they  which  mark  him  out  as  a 

1  Book  lY.  Ch.  xn.  §  12.  As  Qeneral  Walker  has  weU  nid  (ITo^o  Qm^ti^ 
Ch.  xiT.).  When  the  forms  of  prodaction  cease  to  be  few  and  snnpfe,  it  htemm 
**  no  longer  tme  that  a  man  becomes  an  employer  because  be  is  a  oaiataUit  Va 
command  capital  becaose  they  have  the  qnalifioations  to  proAtafaly  empkiy  ktev 
To  these  obtains  of  inda8ti7...capital  and  labour  resort  for  opportsni^  ••  1^ 
form  their  several  functions." 

s  Bagehot,  Postulates,  p.  75. 
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leader  of  men ;  and  which  enable  him  to  go  straight  to  the  book  ti. 
kernel  of  the  practical  problems  with  which  he  has  to  deal,    ^'  ^^' 
to  see  almost  instinctively  the  relative  proportions  of  things, 
to  conceive- wise  and  far-reaching  policies,  and  to  carry  them 
out  calmly  and  resolutely*. 

It  must  be  admitted  indeed  that  the  adjustment  of  Difficnities 
supply  to  demand  in  the  case  of  business  ability  is  somewhat  ing  acco- 
hindered  by  the  difficulty  of  ascertaining  exactly  what  is  the  JJdge^  to 
price  that  is  being  paid  for  it  in  any  trade.    It  is  compara-  ^®  *™« 
tdvely  easy  to  find  out  the  wages  of  bricklayers  or  puddlers  of  Mumge- 
by  striking  an  average  between  the  wages  that  are  earned  different 
by  men  of  various  degrees  of  efficiency,  and  allowing  for  the  *'™^®®* 
inconstancy  of  their  emplojrment.    But  the  gross  Earnings  of 
Management  which  a  man  is  getting,  can  only  be  found  after 
making  up  a  careful  account  of  the  true  profits  of  his  busi- 
ness, and  deducting  interest  on  his  capital.    The  exact  state 
of  his  affairs  is  often  not  known  by  himself;  and  it  can  seldom 
be  guessed  at  all  accurately  even  by  those  who  are  in  the 
same  trade  with  himself.    It  is  not  true  even  in  a  little 
village  at   the  present  day  that  everyone  knows  all  his 
neighbour's  affairs.    As  Cliffe  Leslie  said,  "  The  village  inn- 
keeper, publican  or  shopkeeper,  who  is  making  a  small 
fortune  does  not  invite  competition  by  telling  his  neighbours 
of  his  profits,  and  the  man  who  is  not  doing  well  does  not 
alarm  his  creditors  by  exposing  the  state  of  his  affairs'." 

1  Bagehot  (1.  c.  pp.  94 — 5)  says  that  the  great  modem  commerce  has  *'  certaia 
general  principles  which  are  common  to  all  kinds  of  it,  and  a  person  can  be  of 
conaiderable  ose  in  more  than  one  kind  if  he  understands  these  principles  and  has 
the  proper  sort  of  mind.  But  the  appearance  of  this  conunon  element  is  in  com- 
merce, as  in  politics,  a  sign  of  magnitude,  and  primitive  commerce  is  all  petty.  In 
early  tribes  there  is  nothing  but  the  special  man— the  clothier,  the  mason,  the 
wtaapon^maker.  Each  craft  tried  to  be,  and  very  much  was,  a  mystery  except  to 
those  who  carried  it  on.  The  knowledge  required  for  each  was  possessed  by  few, 
kept  secret  by  these  few,  and  nothing  else  was  of  use  but  this  monopolised  and 
often  inherited  acquirement;  there  was  no  *  general'  business  knowledge.  The 
idea  of  a  general  art  of  mon^  making  is  very  modem;  almost  OTerything  ancient 
about  it  is  indiyidual  and  particular."  It  is  a  remarkable  instance  of  the  paral- 
lelism of  the  work  done  by  economists  in  different  nations  that  Bagehot's  Postu- 
Jatea  was  first  published  in  the  Fortnightly  Review  early  in  1876,  the  very  year 
in  which  (General  Walker's  Wages  Question  appeared.  These  two  writers  have 
done  more  than  any  others  to  make  clear  the  trae  characteristics  of  modem 
business  and  modem  business  men. 

«  Fortnightly  Review,  June  1879. 
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BOOK  Ti.         But  though  it  may  be  difficult  to  read  the  lessons  of  an 
oH^.    individual  trader's  experience,  those  of  a  whole  trade  can 
They  do     never  be  completely  hidden,  and  can  not  be  hidden  at  all  for 
j^;  long.     Although  one  cannot  tell  whether  the  tide  is  rifflng  or 

falling  by  merely  watching  half-a-dozen  waves  breaking  od 
the  seashore,  yet  a  very  little  patience  settles  the  question, 
and  there  is  a  general  agreement  among  business  men  that 
the  average  rate  of  profits  in  a  trade  cannot  rise  or  &11  much 
without  general  attention  being  attracted  to  the  change 
before  long.  And  though  it  may  sometimes  be  a  more  diffi- 
cult task  for  a  business  man  than  for  a  skilled  labourer,  to 
find  out  whether  he  could  improve  his  prospects  by  changing 
his  trade,  yet  the  business  man  has  great  opportunities  for 
discovering  whatever  can  be  found  out  about  the  present  and 
future  of  other  trades ;  and  if  he  should  wish  to  change  hb 
trade,  he  will  generally  be  able  to  do  so  more  easily  than  tke 
skilled  workman  could, 
and  oo  the  O^  *^®  whole  then  we  may  conclude  that  the  rarity  of 
^urt-*^*  the  natural  abilities  and  the  expensiveness  of  the  spedal 
mentof  training  required  for  the  work  aflfect  normal  Earnings  of 
Management  in  much  the  same  way  as  they  do  the  ncomal 


cnity^^  wages  of  skilled  labour.  In  either  case  a  rise  in  the  income 
S^SSer^  to  be  earned  sets  in  operation  forces  tending  to  increase  the 
dcme  is  supply  of  those  Capable  of  earning  it ;  and  in  either  case  tbe 
aocorate.  extent  to  which  the  supply  will  be  increased  by  a  giv^  rise 
of  income,  depends  upon  the  social  and  economic  conditioQ 
of  those  horn  whom  the  supply  is  drawn.  For  though  it  is 
true  that  an  able  business  man  who  starts  in  life  with  a  great 
deal  of  capital  and  a  good  business  connection  is  likely  to 
obtain  higher  Earnings  of  Management  than  an  equally  abk 
man  who  starts  without  these  advantages ;  yet  th^«  ait 
similar,  though  smaller,  inequalities  between  the  earnings  of 
professional  men  of  equal  abilities  who  start  with  unequal 
social  advantages;  and  the  wages  even  of  a  woiidng  maD 
depend  on  the  start  he  has  had  in  life  almost  as  much  as  oo 
the  expense  which  his  &ther  has  been  able  to  afford  for  his 
education*. 

1  See  Book  ti.  Ch.  iv.  §  S. 
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chapter' VIII. 

DEMAND  AND  SUPPLY  IN  RELATIW  TO  CAPITAL  AND 
BUSINESS  POWER,  CONcItJDED. 

§  1.    The  causes  that  govern  Earnings  of  Management  book  vi. 

hsre  not  been  studied  with  any  great  care  till  within  the  last      1 * 

fifty  yeara     The  earlier  economists  did  not  do  much  godd~^^^^® 
work  in  this  direction  because  they  did  not  adequately  inquire 
distinguish  the  component  elements  of^rofits,  but  searched  there  is 
for  a  simple  general  law  governing  the  average  rate  of  profits  Jen^cy 
— a  law  which,  from  the  nature  of  the  case,  cannot  exist.         ^  ^^f^ 

In  analysing  the  causes  that  govern  profits  the  first  diffi-  to  equality. 
culty  which  we  meet  is  in  some  measure  verbal.    It  arises  burinew* 
from  the  fact  that  the  head  of  a  small  business  does  him-  ?o™eEam 

ings  of 

self  much  of  the  work  which  in  a  large  business  is  done  Manage- 
by  salaried  managers  and  foremen,  whose  earnings  are  de-  classed  as 
ducted  from  the  net  receipts  of  the  large  business  before  its  and ina' 
profits  are  reckoned,  while  the  earnings  of  the  whole  of  his  J^,^^^' 
labour  are  reckoned  among  his  profits.     This  difficulty  hasj^jgeso' 
long  been  recognized.     Adam  Smith  himself  pointed  out  classed  as 
that: — ^"The  whole  drugs  which  the  best  employed  apothe-^"^ 
cary  in  a  large  market-town  will  sell  in  a  year  may  not 
perhaps  cost  him  above  thirty  or  forty  pounds.    Though  he 
should  sell  them,  therefore,  for  three  or  four  hundred  or  a 
thousand  per  cent.  pi*ofit  [on  the  turnover]  this  may  fre- 
quently be  no  more  than  the  reasonable  wages  of  his  labour 
in  the  only  way  in  which  he  can  charge  them,  upon  the  price 
of  the  drugs.    The  greater  part  of  the  apparent  profit  is  real 
wages  disguised  in  the  garb  of  profit.     In  a  small  seaport 
town  a  little  grocer  will  make  forty  or  fifty  per  cent,  upon  a 
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BOOK  \n.  stock  of  a  single  hundred  pounds,  while  a  considerable  whoi^ 
cBLvni.   g^i^  merchant  in  the  same  place  will  scarce  make  eight  or  to 

per  cent,  upon  a  stock  of  ten  thousands" 
A  correc-  The  greater  part  of  the  nominal  inequality  betwe^i  it 

waoi^yof  i^ormal  rates  of  profit  in  small  businesses  and  in  large  woiU 
^^^^^'^^K®  disappear,  if  the  scope  of  the  term  profits  were  narrov«d 
the  chief  in  the  former  case  or  widened  in  the  latter,  so  that  U 
the  opinion  included  in  both  cases  the  remuneration  of  the  same  classes 
Se^SS^in  ^f  services.    There  are  even  reasons  for  thinking  that  th* 


iremghi 
i  smau 
bosinefls. 


a  small      ^a^e  of  profit,  rightly  estimated,  on  large  capitals  tends  to  h 


higher  than  on  small.     For  of  two  businesses  competing  u 
the  same  trade,  that  with  the  larger  capital  can  nearly  always 
buy  at  the  cheaper  rate,  and  can  avail  itself  of  many  econo- 
mies in  the  specialization  of  skill  and  machinery  and  in  other 
ways,  which  are  out  of  the  reach  of  the  spialler  busines: 
while  at  most  the  only  important  advantage,  which  the  latter 
is  likely  to  have,  consists  of  its  greater  £eu^ilities  for  gettii^ 
In  some     ^^^  ^^  Customers  and  consulting  their  individual  wants.  In 
^^        trades  in  which  this  last  advantage  is  not  important,  and 
reJij        especially  in  some  manufacturing  trades  in  which  the  laige 
small        firm  can  sell  at  a  better  price  than  the  small  one,  the  onv- 
^^^^  goings  of  the  former  are  proportionately  less  and  the  inoom- 
i*^«;        ings  larger ;  and  therefore,  if  the  scope  of  the  term  "  profits " 
be  the  same  in  both  cases,  the  rate  of  profits  in  the  farma* 
case  must  be  higher  than  in  the  latter, 
bnt  in  these       But   these  are  the   very  businesses  in  which  it  mo^ 
^^j^yg    fi^quently  happens  that  large  firms  after  first  crushing  out 
few  small   small  ones,  either  combine  with  one  another  and  thus  secore 

bnsmesses 

left;  for  themselves  the  gains  of  a  limited  monopoly,  or  by  keen 

competition  among  themselves  reduce  the  rate  of  profit  r&j 
low.  There  are  many  branches  of  the  textile,  the  metal,  and 
the  transport  ti-ades  in  which  no  business  can  be  started  at 
all  except  with  a  large  capital ;  while  those  that  are  begoD 


1  Wealth  of  Nations,  Book  i.  Ch.  x.  Senior,  (hUUnet,  p.  908,  ints  the  i 
rate  of  profits  on  a  capital  <ji  £100,000  at  less  than  10  per  cent.,  aaoutti  £100^) 
or  £20,000  at  abont  15  per  cent.,  on  one  of  £5,000  or  £6,000  at  90  per  ocot^  tai 
**a  mnch  larger  per-centage"  on  smaller  capitals.  Compare  also  $  4  of  tfcr 
preceding  Chapter  of  the  present  Book.  It  should  be  noted  that  the  i 
of  profits  cl  a  private  firm  is  increased  when  a  manager,  who  brings  do  < 
with  him,  is  taken  into  partnership  and  rewarded  by  a  share  of  the  prate  i 
of  a  salary. 
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on  a  moderate  scale  struggle  through  great  difficulties,  in  the  book  vi. 
hope  that,  after  a  time,  it  may  be  possible  to  find  employment   °^^i. 
for  a  large  capital,  which  will  yield  Earnings  of  Management 
high   in  the  aggregate  though  low  in  proportion  to  the 
capital 

There  are  some  trades  which  require  a  very  high  order  and  in 
of  ability,  but  in  which  it  is  nearly  as  easy  to  manage  a  very  these 
large  business  as  one  of  moderate  size.     In  rolling  mills,  for  normal 
instance,  there  is  little  detail  which  cannot  be  reduced  toJJ^jJig 
routine,  and  a  capital  of  £1,000,000  invested  in  them  can  be  ^^^  ^^'^• 
controlled  by  one  able  man.    A  rate  of  profits  of  20  per 
cent.,  which  is  not  a  very  high  average  rate  for  some  parts  of 
the  iron  trade,  would  give  the  owner  of  such  works  Earnings 
of  Management  amounting  to  more  than  £150,000  a  year. 
And  since  iron-masters  can  with  so  little  additional  effort 
get  the  Earnings  of  Management  on  an  increased  capital, 
wealthy  men  remain  in  the  trade  longer  than  in  most  others ; 
and   the  competition  of  the  great  iron-masters  with  one 
another  is  said  to  have  reduced  the  average  rate  of  profits  in 
their  trade  below  the  ordinary  level. 

The  rate  of  profits  is  low  in  nearly  all  those  trades  which 
require  very  little  ability  of  the  highest  order,  and  in  which 
a  public  or  private  firm  with  a  good  connection  and  a  large 
capital  can  hold  its  own  against  new-comers,  so  long  as  it  is 
managed  by  men  of  industrious  habits  with  sound  common 
sense  and  a  moderate  share  of  enterprise.  And  men  of  this 
kind  are  seldom  wanting  either  to  a  well-established  public 
company  or  to  a  private  firm  which  is  ready  to  take  the 
ablest  of  its  servants  into  partnership. 

On  the  whole,  then,  we  may  conclude  that  the  true  rate  General 
of  profits  in  large  businesses  is  higher  than  at  first  sight  the  com- 
appears,  because  much  that  is  commonly  counted  as  profits  JSweSi 
in  the  small  business  ought  to  be  classed  under  another  head  i*^«  ^^: 

^  nessesand 

before  the  rate  of  profits  m  it  is  compared  with  that  m  a  small, 
large  business :  and  that,  even  when  this  correction  has  been 
made,  the  rate  of  profits  declines  generally  as  the  size  of  the 
business  increases;  because  in  fact  there  seldom  are  many 
small  businesses  except  in  trades  which  offer  them  some 
special   advantages  in  marketing,  &c.  to  countervail  those 
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BooKYi.    economies  in  production  that  are  available  only  by  laz;ge 

^'  ^""^  biudnessea    And  those  economies  are  generally  turned  lo 

account  by  the  large  firms  not  in  keeping  up  their  own  rate 

of  profits,  but  in  competing  with  one  another  by  lowered 

prices  for  an  increctsed  share  of  custom. 

Many  dif.         §  2.    The  normal  Elamings  of  Management  are  of  oouise 

i^^^     high  in  proportion  to  the  capital,  and  therefore  the  rate  of 

rate^      profits  per  annum  on  the  capital  is  high,  when  the  work  of 

profits  per  management  is  heavy  in  proportion  to  the  capital    Indi- 

different     vidual  trades  have  indeed  peculiarities  of  their  own ;  and  all 

may  be  ex-  Hiles  on  the  subject  are  liable  to  great  exceptions.     But  the 

Sef^Jw-  following  general  propositions  will  be  found  to  be  valid,  other 

ing  pnnci.  things  being  equal,  and  to  explain  many  inequalities  in  the 

normal  rates  of  profit  in  different  tradea 

Profits  Firstly,  the  work  of  management  in  a  business  depends 

^mihB  more  on  the  Circulating  capital  used  than  on  the  Fixed.    The 

^^^  rate  of  profit  tends  therefore  to  be  low  in  trades  in  which 

tii^^to^  there  is  a  disproportionately  large  amount  of  durable  plant, 

the^ixed;  that  requires  but  little  trouble  and  attention  when  once  it 

has  been  laid  down.    As  we  have  seen,  these  trades  are  likely 

to  get  into  the  hands  of  joint-stock  companies :    and  the 

aggregate  salaries  of  the  directors  and  higher  officials  bear  a 

very  small  proportion  to  the  capital  employed  in  the  case  of 

railway  and  water  companies,  and,  even  in  a  more  marked 

degree,  of  companies  that  own  canals  and  docks  and  bridge8\ 

and  they  Next,  given  the  proportion  between  the  fixed  and  circa- 

ciaiiyhigh  lating  Capital  of  a  business ;  the  work  of  managem^dt  will 

JIJa^.bUl  generally  be  the  heavier,  and  the  rate  of  profits  the  higher, 

jj[^7^j^  the  more  important  the  wages-bill  is,  relatively  to  the  cost  of 

tively  to     material  and  the  value  of  the  stock  in  trada     It  is  tarue  that 

in  trades  that  handle  costly  materials,  success  depends  veiy 

1  An  interesting  application  of  this  principle  is  found  in  the  teet  that  a  nan- 
faotorer,  who  owns  the  factory  he  uses,  has  generally  to  be  eontented  witk  t 
lower  rate  of  profit  per  annum  on  his  capital,  than  another  who  worin  in  a  ^ati 
factory,  and  therefore  does  not  count  the  vahie  of  his  factoiy  as  part  of  bi* 
capital ;  for  the  profits  on  capital  invested  in  bnildings  are  low,  beeaoae  no  gmt 
trouble  is  involyed  by  owning  them  and  letting  them  oat.  This  fact  may,  however, 
be  regarded,  from  another  point  of  view,  as  an  instance  ci  the  role  that  if  a  atf 
has  borrowed  much  of  the  capital  he  oses  in  bnsinees,  his  profits  even  aftwht 
has  paid  a  rather  high  interest  on  his  borrowings,  will  generally  be  lazfB  is 
proportion  to  his  own  capital 
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much  upon  good  fortune  and  ability  in  buying  and  selling;  book  ti. 
and  that  the  order  of  mind  required  for  interpreting  rightly  ^j_^' 
and  reducing  to  their  proper  proportions  the  causes  that  are 
likely  to  afifect  price  is  rare,  and  can  command  high  earnings. 
Allowance  must  be  made  for  this.  But  in  trades  in  which 
the  speculative  element  is  not  very  important,  so  that  the 
work  of  management  consists  chiefly  of  superintendence,  the 
Earnings  of  Management  will  follow  pretty  closely  on  the 
amount  of  work  done  in  tiie  business ;  and  a  very  rough  but 
convenient  measure  of  this  is  found  in  the  wages-bilL  And 
perhaps  the  least  inaccurate  of  all  the  broad  statements  that 
can  be  made  with  regard  to  a  general  tendency  of  profits  to 
equality  in  different  trades,  is  that  where  equal  capitals  are 
employed,  profits  tend  to  be  a  certain  percentage  per  annum 
on  the  tqtal  capital,  together  with  a  certain  percentage  on 
the  wages-bill  S 

1  There  is  great  difficulty  in  ascertaining  eyen  approximately  the  amounts  of 
capital  of  different  kinds  inyested  in  different  classes  of  business;  for  mnch  of  it 
IS  always  shifting  from  one  nse  to  another ;  mnch  of  it  is  constantly  changing  in 
Tahie  as  the  resnlt  of  new  improrements  and  many  other  causes;  a  good  deal 
of  it  is  apt  to  he  oTerlooked,  and  a  good  deal  more  to  be  counted  twice  oyer 
(this  appUes  especially  to  buildings  and  other  capital  that  are  owned  by  one  i>er8on 
and  nsed  by  another);  and  finally  business  men  are  seldom  willing  to  publish  the 
best  guess  they  can  make  as  to  the  amount  of  their  capital  In  consequence,  the 
returns  of  the  American  Census  are  less  trustworthy  on  this  subject  than  on 
almost  any  other  (see  General  Walker's  remarks  in  the  Census  Report  of  1880, 
YoL  n.  p.  xxxix).  Nevertheless  they  are  the  most  instructiTe  for  our  present 
porpoee  that  we  have:  they  show  that  the  conclusion  arriyed  at  in  the  text  giyes 
widely  different  results  from  the  proposition  that  profits  in  different  trades  tend 
to  be  proportionate  to  the  total  capital  employed.  The  returns  include  not  only 
mamifactures  proper,  but  all  industries,  such  as  baking,  sugar-refining,  &c.,  which 
make  a  sUght  change  in  the  form  of  any  material;  and  in  consequence  many 
things  are  reckoned  twice  over:  for  instance,  the  products  of  flour-mills  and 
bakeries  are  counted  in  full,  and  so  are  those  of  tanneries  and  of  boot  factories. 
Comparing,  firstly,  Total  Product  with  capital  we  find  that  they  vary  from  less 
than  the  capital  in  watch  and  cotton  factories  &c.  to  four,  five,  or  six  times  the 
capital  in  carpentering  and  boot  factories,  as  well  as  in  some  of  the  "Slight- 
change'*  industries,  such  as  sugar-refining,  and  slaughtering  and  meat-packing. 

Next,  analysing  the  turnover  of  Curculating  capital  and  comparing  the  cost  of 
raw  material  to  the  wages-bill,  we  find  that  the  former  is  much  less  than  the 
latter  in  watch  factories,  where  the  bulk  of  the  material  is  small,  and  in  stone, 
brick  and  tile  works,  where  it  is  of  a  common  sort:  but  in  the  large  majority  of 
industries  the  cost  of  material  is  much  greater  than  the  wages-bill;  on  the 
average  of  all  the  industries  it  is  three  and  a  half  times  as  great.  And  in  the 
Slight-change  industries  it  is  generaUy  from  twenty-five  to  fifty  times  as  great. 

Much  valuable  information  of  the  same  kind  is  to  be  found  in  the  Report  of  the 
Hassachusetts  Bureau  of  Labor  on  Statistics  of  Maaivfactures  for  1889;  see 
especially  a  table  on  pp.  264,  6. 
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BOOK  VI.         §  3.    In  trades  in  which  the  wages-bill  and  the  yalne  of 
cH^^vm,   ^j^^  material  consumed  are  large  in  proportion  to  the  capital. 
the  aggregate  turnover  of  capital  will  also  be  large  in  pro- 
portion.    And  we  are  thus  brought  to  consider  the  causes 
which  determine  the  rate  of  profits  on  the  "  turnover;"  or, 
which  comes  to  the  same  thing,  the  percentage  of  the  supply 
price  of  a  commodity  which  has  to  be  classed  as  profits. 
The  rate  of       It  is  obvious  that  while  the  normal  rate  of  profits  per 
Se  tnrn^    annum  varies  within  narrow  limits,  the  profits  on  the  torn- 
mudi^re  ^^^^  ^^Y  ^^  ^^^7  widely  firom  one  branch  of  trade  to 
th^*^*naJ  *^^^^^®^'  because  they  depend  on  the  length  of  time  and  the 
rate  of       amount  of  work  required  for  the  turnover.     Thus  wholeaak 
o^itaL^   dealers,  who  buy  and  sell  large  quantities  of  produce  in  aingle 
transactions,  and  who  are  able  to  turn  over  their  capital  tcit 
rapidly,  may  make  large  fortunes  though  their  average  profits 
on  the  turnover  are  less  than  one  per  cent. ;  and,  in  the  extreme 
case  of  large  stock  exchange  dealings,  even  when  they  are 
ninstntiTe  only  a  small  fraction  of  one  per  cent.     But  a  shipbuilder  i^ 
has  to  put  labour  and  material  into  the  ship,  and  to  provide 
a  berth  for  it,  a  long  while  before  it  is  ready  for  sale,  and 
who  has  to  take  care  for  every  detail  connected  with  it,  mast 
add  a  very  high  percentage  to  his  direct  and  indirect  outlaj 
in  order  to  remunerate  him  for  his  labour,  and  the  loddn^ 
up  of  his  capitals 

Again,  in  the  textile  industries  some  firms  buy  imw 
material  and  turn  out  finished  goods,  while  others  confine 
themselves  to  spinning,  to  weaving,  or  to  finishing :  and  it  b 
obvious  that  the  rate  of  profit  on  the  turnover  of  one  of  the 
first  class  must  be  equal  to  the  sum  of  the  rates  of  profit  of 

1  He  would  howeyer  not  need  to  chaige  a  hi^  rate  ol  proAta  per  aimaB  « 
that  part  of  his  capital  which  he  had  sank  in  the  eariier  sta^ea  of  badUiBf  tk 
riiip ;  for  that  capital,  when  once  inyested,  woold  no  kmger  require  •bj  sptdil 
exercise  of  his  ability  and  industry,  and  it  would  be  sofBdent  for  lam  to 
reckon  his  outlay  "accnmnlated"  at  a  hi^  rate  of  oompoimd  inteteat;  bat  is 
that  case  he  most  connt  the  valne  of  his  own  labour  as  part  of  his  tmiij  ooII^t. 
On  the  other  hand,  if  there  be  any  trade  in  which  a  oontinnoos  and  oMriy  as* 
form  expenditure  of  troaUe  is  called  for  on  aU  the  capital  inveated,  thca  it 
would  be  reasonable  in  that  trade  to  find  the  "accmnnlated"  Talot  of  ft« 
earlier  inTeetmenta  by  the  addition  of  a  ** compound'*  rate  of  proAt  (i^  a  ntto 
of  profit  increasing  geometrically  as  oomponnd  intereet  does).  And  this  pka  ii 
frequently  adopted  in  practioe  for  the  sake  of  simptidty  eren  where  it  b  n* 
theoretically  quite  correct    (Compare  foot-note  oo  p.  413.) 
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one  of  each  of  the  three  other  classes  \  Again,  the  retail  book  vi. 
dealers'  profit  on  the  turnover  is  often  only  five  or  ten  per  ^'^^™* 
cent  for  commodities  which  are  in  general  demand,  and 
which  are  not  subject  to  changes  of  fsishion ;  so  that  while  the 
sales  are  large,  the  necessary  stocks  are  small,  and  the  capital 
invested  in  them  can  be  turned  over  very  rapidly,  with  very 
Uttle  trouble  and  no  risk  But  a  profit  on  the  turnover  of 
nearly  a  hundred  per  cent,  is  required  to  remunerate  the 
retailer  of  some  kinds  of  &ncy  goods  which  can  be  sold  but 
slowly,  of  which  varied  stocks  must  be  kept,  which  require  a 
I^e  space  for  their  display,  and  which  a  change  of  fashion 
may  render  unsaleable  except  at  a  loss ;  and  even  this  high 
rate  is  often  exceeded  in  the  case  of  fish,  fruit,  fiowers  and 
vegetables'. 

§  4.     We  see  then  that  there  is  no  general  tendency  of  But  each 
profits  on  the  turnover  to  equality ;  but  there  may  be,  and  as  tnSe  hM 
matter  of  &ct  there  is,  in  each  trade  and  in  every  branch  of  J^^^^j. 
each  trade,  a  more  or  less  definite  rate  of  profits  on  the'^^™*®®' 

,  .  ^  profit  on 

turnover  w^hich  is  regarded  as  a  "fair"  or  normal  rate.     Of  thetnm- 
course  these  rates  are  always  changing  in  consequence  of 
changes  in  the  methods  of  trade ;  which  are  generally  begun 
by  individuals  who  desire  to  do  a  larger  trade  at  a  lower  rate 
of  profit  on  the  turnover  than  has  been  customary,  but  at  a 
larger  rate  of  profit  per  annum  on  their  capital.     If  however  The  practi- 
there  happens  to  be  no  great  change  of  this  kind  going  on,  ta^g  ^' 
the  traditions  of  the  trade  that  a  certain  rate  of  profit  on  the  J^|^' 
turnover  should  be  charged  for  a  particular  class  of  work  are  »<«e..and 
of  great  practical  service  to  those  in  the  trade.     Such  tra-  ultimately 
ditions  are  the  outcome  of  much  experience  tending  to  show  mined. 

^  Strictly  speaking  it  will  be  a  little  greater  than  the  sum  of  these  three, 
^>6caufle  it  wiU  include  compound  interest  over  a  longer  period. 

>  The  fishmongers  and  greengrocers  in  working-class  quarters  especially  lay 
themselyes  out  to  do  a  small  business  at  a  high  rate  of  profits;  because  each 
individual  purchase  is  so  small  that  the  customer  would  rather  buy  from  a  dear 
ahop  near  at  hand  than  go  some  way  to  a  cheaper  one.  The  retaUer  therefore 
1B&7  not  be  getting  a  yery  good  living  though  he  charges  a  penny  for  what  he 
Ixnight  for  less  than  a  halfpenny.  That  Texy  thing  was  howeyer  perhaps  sold  by 
^  fisherman  or  the  former  for  a  farthing  or  OTen  less :  and  the  direct  cost  of 
<ivnage  and  insurance  against  loss  will  not  account  for  any  great  part  of  this  last 
^^^Kerence.  Thus  there  seems  to  be  some  justification  for  the  popular  opinion  that 
the  middlemen  in  these  trades  have  special  facilities  for  obtaining  abnormally 
hi«^  profits  by  combination  among  themselves. 
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BOOK  Yi.  that,  if  that  rate  is  charged,  a  proper  aUowance  will  be  made 
^^2^*  for  all  the  costs'  incurred  for  that  particular  purpose,  and  in 
addition  the  normal  rate  of  profits  per  annum  in  that  class  of 
business  will  be  afiforded.  If  they  charge  a  price  which  gives 
much  less  than  this  rate  of  profit  on  the  turnover  they  cui 
hardly  prosper ;  and  if  they  charge  much  more  they  are  m 
danger  of  losiug  their  custom,  since  others  can  afford  to 
undersell  them.  This  is  the  "fidr"  rate  of  profit  on  the  turn- 
over which  an  honest  man  is  expected  to  charge  for  making 
goods  to  order,  when  no  price  has  been  agreed  on  befn^haiKl; 
and  it  is  the  rate  which  a  Court  of  Law  will  allow,  in  case  a 
dispute  should  arise  between  buyer  and  seller*. 


Profits  are        §  5.     DURING  all  this  inquiry  we  have  had  in  view  chieflj 

i  That  is  for  the  Total  cost,  Sopplementaiy  as  well  as  Prime.    See  Book  t. 
Ch.  IV. 

t  The  **  expert "  eyidence  that  is  giyen  in  snch  cases  is  foU  of  inslnictioo  to 
the  economist  in  many  ways,  and  in  particular  becaose  of  the  nse  of  madic^ 
phrases  as  to  the  cnstoms  of  the  trade,  with  a  more  or  less  consdons  iwxmnititii 
of  the  caoses  which  have  produced  those  customs,  and  to  which  appeal  mut  be 
made  in  support  of  their  continued  maintenance.  And  it  almost  always  oobmi 
out  finally  that  if  the  "customary"  rate  ot  profit  on  the  tumorer  is  lai^bter  lor 
one  class  of  job  than  another,  the  reason  is  that  the  former  does  (or  did  a  fittk 
while  ago)  require  a  longer  loddng-up  of  capital ;  or  a  greater  use  of  expeoarc 
appliances  (especially  such  as  are  liable  to  rapid  depreciatiim,  or  eamiot  be  kept 
always  employed,  and  therefore  must  pay  their  way  on  a  comparatiTei^  cbsQ 
number  of  jobs) ;  or  that  it  requires  more  difficult  or  disagreeable  workt  or  i 
greater  amount  of  attention  on  the  part  of  the  undertaker;  or  that  it  has  warn 
special  element  of  risk  for  which  insurance  has  to  be  made.  And  the  vagmtr 
ness  <ji  experts  to  bring  to  light  these  justifications  of  custom,  which  are  iyiag 
almost  hidden  from  themselyes  in  the  recesses  of  their  own  minds,  gives  grmaA 
for  the  belief  that  if  we  could  call  to  life  and  cross^xamine  medieval  hmom 
men,  we  should  find  much  more  half-conscious  adjustment  of  the  rate  of  |rait 
to  the  exigencies  of  particular  cases  than  has  been  suggested  by  hiokfisBi. 
Many  of  them  fail  sometimes  to  make  it  dear  whetho'  the  onstomaiy  rMe  d 
profits  of  which  they  are  speaking  is  a  certain  rate  oo  the  timover,  or  mA 
a  rate  on  the  turnover  as  will  afford  in  the  long  run  a  certain  rate  of  pnAi 
per  annum  on  the  capital.  Of  course  the  greater  uniformity  of  the  meCkodi  d 
business  in  mediieval  times,  would  enable  a  toleraUy  uniform  rate  of  proto  « 
the  capital  per  annum  to  exist  without  causing  so  great  variatioiia  in  the  nSn  « 
the  turnover  as  are  inevitable  in  modem  business.  But  stiU  it  is  dear  tbat  I 
one  kind  of  rate  of  profits  were  nearly  uniform,  the  other  would  not  be;  sad  Ik 
value  of  much  that  has  been  written  on  medinval  eoooomie  falstoiy  woam  t«  ^ 
somewhat  impaired  by  the  absence  <ji  a  distinct  recognition  of  Uie  < 
between  the  two  kinds,  and  between  the  ultimate  sanctions  on  idiich  < 
relating  severally  to  them  must  depend. 
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the  long-period  or  true  normal  results  of  economio  forces ;  book  ti. 
we  have  considered  the  way  in  which  the  supply  of  business   ^jj^' 
ability  in  command  of  capital  tends  in  the  long  run  to  adjust  J  consti- 
itself  to  the  demand ;  we  have  seen  how  under  the  action  element 
of  the  Law  of  Substitution  it  seeks  constantly  every  business  snpiy- 
and  every  method  of  conducting  every  business  in  which  it  P"®®' 
can  render  services  that  are  so  highly  valued  by  persons 
who  are  able  to  pay  good  prices  for  the  satisfaction  of  their 
wants,  that  those  services  will  in  the  long  run  earn  a  high 
reward.     The  motive   force   is  the  competition  of  \mder- 
takers:   each  one  tries  every  opening,  forecasting  probable 
future  events,  reducing  them  to  their  true  relative  propor- 
tions, and  considering  what  surplus  is  likely  to  be  afiforded 
by  the  receipts  of  any  undertaking  over  the  outlay  required 
for  it.    All  his  prospective  gains  enter  into  the  profits  which 
draw  him  towards  the  undertaking ;  all  the  investments  of 
his  capital  and  energies  in  making  the  appliances  for  future 
production,  and  in  building  up  the  ''Immaterial"  capital  of 
a  business  connection,  have  to  show  themselves  to  him  as 
likely  to  be  profitable,  before  he  will  enter  on  them:  the 
whole  of  the  profits  which  he  expects  from  them  enter  into 
the  reward,  which  he  expects  in  the  long  run  for  his  venture. 
And  if  he  is  a  man  of  normal  ability  (normal  that  is  for 
that  class  of  work),  and  is  on  the  margin  of  doubt  whether 
to  make  the  venture  or  not,  they  may  be  taken  as  true 
representatives  of  the  (marginal)  normal  expenses  of  pro- 
duction of  the  services  in  question.     Thus  the  whole  of  the 
normal  profits  enter  into  true  or  long-period  supply  price. 

But  so  soon  as  his  skill,  his  material  capital,  and  his  Bat  the 
business  connection  are  to  any  extent  specialized  to  any  one  denyed 
branch  of  business ;  then  to  that  extent  these  factors  of  pro-  ^I^ai 
duction  cease  to  exert  a  direct  influence  on  the  value  of  the  -JiJ^Jjj  jg 
products  due  to  them  :  and  on  the  other  hand  the  value  of  g^iiendiyA 
those  products  (in  conjunction  with  the  other  circumstances  rent  deter- 
of  the  case)  determines  the  income  which  can  be  derived  ^^e.   ^ 
fix)m  these  bctors]  i.e.  it  determines  what  we  have  called 
their  Quasi-rent. 

The  reader  is  referred  to  the  application  of  this  doctrine 
to  the  earnings  of  industrial  skill,  which  is  given  in  the  fifth 
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Booi  Ti.  Chapter  of  this  Book ;  for  the  argument  of  that  Chapter  h 

^•^'°*   valid  generally  with  r^;ard  to  the  earnings  of  business  pove. 

There  are,  however,  some  differences  between  the  two  cases, 

which  call  for  our  study. 

s«baUBti<        §  6.    The  motives  which  induce  a  man  and  his  £9ither  to 

^^^      invest  capital  and  labour  in  preparing  him  for  his  work  as  is 

•]«*^*^   artisan,  as  a  professional  man,  or  as  a  business  man,  are  siinihr 


thtf  ijiiMh  to  those  which  lead  to  the  investment  of  capital  and  labour  io 
«vU  u  building  up  the  material  plant  and  the  organization  of  a 
yj^^^  business.  In  each  case  the  investment  (so  fiGu-  as  man's  actioc 
SSJ^biek  *^  governed  by  deliberate  motive  at  all)  is  carried  up  to  that 
%iht  Vinlif^  margin  at  which  any  further  investment  appears  to  ofier  no 
itoriv«8  h«i  balance  of  gain, no  excess  or  surplus  of  utility  over  "dis-utiUtjr;' 
JJ^jJ^*,g  and  the  price,  that  is  expected  as  a  reward  for  all  this  invert- 
^2^^2'JJ\^  ment,  is  therefore  a  part  of  the  normal  expenses  of  productioD 
uonaal      of  the  services  rendered  by  it. 

A  long  period  of  time  is  however  needed  in  order  to  gel 
the  full  operation  of  all  these  causes,  so  that  exceptional 
success  may  be  balanced  against  exceptional  fiadlure.    On  the 
one  hand  are  those  who  succeed  abundantly  because  they 
turn  out  to  have  rare  ability  or  rare  good  fortune  either  in 
the  particular  incidents  of  their  speculative  enterprises,  or  in 
meeting  with  a  favourable  opportunity  for  the  general  de- 
velopment of  their  business.     And  on  the  other  are  those 
who  are  mentally  or  morally  incapable  of  making  good  use  of 
their  training  and  their  favourable  start  in  life,  who  have  do 
special  aptitude  for  their  calling,  whose  speculations  are  im- 
fortunate,  or  whose  businesses  are  cramped  by  the  encroadh 
ment  of  rivals,  or  left  stranded  by  the  tide  of  demand  receding 
from  them  and  flowing  in  some  other  direction. 
Buiihene         But  though  these  disturbing  causes  may  thus  be  neg- 
c^ktulSfgive  lected  in  problems  relating  to  normal  earnings  and  ncmnal 
^^"^  i^dif-    ^^^^^>  ^^^y  assume  the  first  rank ;  and  exert  a  predominating 
TttiOHHw     influence,  with  regard  to  the  incomes  earned  by  particolar 
^^  10      individuals  at  particular  times.    And,  since  these  disturbing 
iW^uw!'      causes  afiect  profits  and  the  Earnings  of  Management  inveir 
"^'^"Ti  different  ways  firom  those  in   which   they  affect  ordinanr 
v^av*.        earnings,  there  is  a  scientific  necessity  for  treating  differently 
profits  and  ordinary  earnings  when  we  are  discussing  tea- 
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porary  fluctuations  and  individual  incidents.  Questions  book  ti. 
relating  to  market  fluctuations  cannot  indeed  be  properly  ^^J^- 
handled  till  the  theories  of  Money,  Credit  and  Foreign  Trade 
have  been  discussed :  but  even  at  this  stage  we  may  note  the 
following  contrasts  between  the  ways  in  which  disturbing 
causes  such  as  we  have  just  described  aflFect  profits  and  ordi- 
nary earnings. 

§  7.    In  the  first  place  the  undertaker's  profits  bear  the  First  dif- 
first  brunt  of  any  change  in  the  price  of  those  things  which  ^^^' 
are  the  product  of  his  capital  (including  his  business  organi-  fl^rtnate 
zation),  of  his  labour  and  of  the  labour  of  his  employes ;  and  and  in  even 
as  a  result  fluctuations  of  his  profits  generally  precede  fluctu-  Stic:  1^ 
ations  of  their  wages,  and  are  much  more  extensive.     For, 
other  things  being  equal,  a  comparatively  small  rise  in  the 
price  for  which  he  can  sell  his  product  is  not  unlikely  to 
mcrease  his  profit  manjrfold,  or  perhaps  to  substitute  a  profit 
for  a  loss.     That  rise  will  make  him  more  able  and  more 
willing  to  pay  high  wages  .to  his  employ&i ;  he  will  be  eager 
to  reap  the  harvest  of  good  prices  while  he  can ;  and  he  will 
be  in  fear  that  they  will  leave  his  employment  or  refuse  to 
work.    In   consequence    wages  will    rise.     But  experience  but  the 
shows  that  (whether  they  are  governed  by  sliding  scales  or  ^wg 
not)  they  seldom  rise  as  much  in  proportion  as  prices ;  and  J^^^' 
therefore  they  do  not  rise  nearly  as  much  in  proportion  as  J.«ct«»- 

profits.  less. 

Another  aspect  of  the  same  fact  is  that  when  trade  is 
had,  the  employ^  at  worst  is  earning  nothing  towards  the 
support  of  himself  and  his  family;  but  the  employer's  out- 
goings are  likely  to  exceed  his  incomings,  particularly  if  he 
is  using  much  borrowed  capital ;  and  in  that  case  his  Gross 
Earnings  of  Management  are  a  negative  quantity;  that  is,  he 
is  losing  his  capital*.  In  very  bad  times  this  happens  to  a 
great  number,  perhaps  the  majority  of  undertakers ;  and  it 
happens  almost  constantly  to  those  who  are  less  fortunate,  or 
less  able,  or  less  well  fitted  for  their  special  trade  than  others. 

§  8.  To  pass  to  another  point,  the  number  of  those  who  Second  dif- 
succeed  in  business  is  but  a  small  per-centage  of  the  whole ;  f^^^g^^ 
and  in  their  hands  are  concentrated  the  fortunes  of  others  o'  indi- 

^  In  this  connection  compare  the  Note  at  the  end  of  the  Chapter  before  last. 
M.  42 
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BOOK  VI.  several  times  as  numerous  as  themselves,  who  have  node 
cH^jni.   gj^yiugg  q{  tijgip  Q^u^  Qj.  yf]^Q  jjj^yg  inherited  tfae  savifigs 

Tidoais      of  others  and  lost  them  all,  tof?ether  with  the  fruits  of  ti^ 

differ  more  , 

widely       own  efforts,  in  unsuccessful  busmess.    In  order  there£bi«  » 

ordinary     ^^  ^^^  average  profits  of  a  trade  we  must  not  divide  the 

^JJ^"^!®     aggregate  profits  made  in  it  by  the  number  of  those  who  m 

their  aver-  reaping  them,  nor  even  by  that  number  added  to  Uie  numW 

is  oyer.      who  have  failed :  but  from  the  aggr^;ate  profits  of  the  so^ 

^^fSI^  cessfril  we  must  subtract  the  aggregate  losses  of  those  who 

^^®^  ^**  have  fidled,  and  perhaps  disappeiu^  from  the  trade ;  and  w 

^eir  ca^i-  must  then  divide  the  remainder  by  the  sum  of  the  numbefs 

from  sight,  of  those  who  have  succeeded  and  those  who  have  hiled.    h 

is  probable  that  the  true  Gross  Eku-nings  of  Managem^ 

that  is,  the  excess  of  profits  over  interest,  is  not  on  th^ 

average  more  than  a  half,  and  in  some  risky  trades  not  mort 

than  a  tenth  part,  of  what  it  appears  to  be  to  persons  who 

form  their  estimate  of  the  profitableness  of  a  trade  by  ohaer- 

vation  only  of  those  who  have  secured  its  prize&    There  m 

however,  as  we  shall  presently  see,  reasons  for  thinking  tint 

the  risks  of  trade  are  on  the  whole  diminishing  rather  ttuc 

increasing  \ 

1  A  centnry  ago  many  Englishmen  retnmed  from  the  Indies  with  krge  Iv* 
tones,  and  tiie  bdief  ^nread  that  the  aTerage  rate  of  profits  to  be  made  theie  w 
enormous.  Bat,  as  Sir  W.  Hnnter  points  out  {AnmUs  of  Burai  Bmgml^  CL  tli 
the  failnres  were  nomeroos,  but  only  "those  who  drew  prizes  in  the  great  lottcf? 
returned  to  tell  the  tale."  And  at  the  very  time  when  this  was  happeniag,  it  ■sol 
commonly  to  be  said  in  England  that  the  familieB  of  a  ridi  man  and  his  cstbk- 
man  would  probably  change  places  within  three  generations.  It  is  trw  tbai  thit 
was  partly  dne  to  the  wild  extraTagance  common  among  yoang  heirs  at  tbt 
time,  and  partly  to  the  diiOlcalty  of  finding  secore  inyestments  lor  their  csfttil 
The  stability  of  the  wealthy  rhssei!  of  Kngland  has  been  prtnnoted  almoei  as  amA 
by  the  spread  of  sobriety  and  education  as  by  the  growth  of  methods  of  iav«^ 
ment,  which  enable  the  heirs  of  a  rich  man  to  draw  a  secure  and  lastiqg  ineoBc 
from  his  wealth  though  they  do  not  inherit  the  bnsineas  ability  by  wticfa  h* 
acquired  it  There  are  howeTer  even  now  districts  in  England,  in  whkh  tbf 
minority  of  mannfactorers  are  workmen  or  the  sons  of  workmen.  And  c 
America,  though  foolish  prodigality  is  perhaps  lees  cammon  than  in  bgini 
yet  the  greater  ehangefolness  of  conditions,  and  the  greater  difllevlty  of  ksifnir 
a  business  abreast  of  the  sge,  hare  caused  it  commonly  to  be  said  thai  t 
family  passes  "from  shirt  sleeres  to  shirt  sleeves"  in  three  generatioBS.  Itr 
WeUs  81^  {Recent  EconowUc  Ckamgei,  p.  851),  "There  has  long  htm  a  m^ 
stantial  agreement  among  thoee  competent  to  form  an  opinion,  that  nioety  f 
cent,  of  all  the  men  who  try  to  do  business  on  their  own  account  fail  of  saee^' 
And  Mr  J.  H.  Walker  gives  {Quarteriy  Jommal  of  EccmomUt,  Vol  n.  pi  4» 
some  detailed  statistics  with  regard  to  the  origin  and  oarsarB  of  the 
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§  9.  We  may  pass  to  another  difference  between  the  book  vi. 
fluctuations  of  profits  and  ordinary  earnings.  We  have  seen  ^°'^"'' 
that,  when  the  artisan  or  professional  man  has  once  obtained  J^^^  dif - 

.  .  ference. 

the  skill  required  for  his  work,  a  part  of  his  earnings  are  for  xhe  trae 

the  future  really  a  Quasi-rent  of  the  capital  and  labour  in-  ^^^^ 

vested  in  fitting  him  for  his  work,  in  obtaining  his  start  in  "®  nearly 

life,  his  business  connections,  and  generally  his  opportunity  conBider. 

for  turning  his  fiaculties  to  good  account;  and  only  the  re-  SftLeS- 

mainder  of  his  income  is  true  earnings  of  effort.     But  this  SSSm  *^ 

remainder  is  generally  a  large  part  of  the  whole.     And  here  J^^J?^ 

lies  the  contrast.     For  when  a  similar  analysis  is  made  of  the  man; 

profits  of  the  undertaker  of  business,  the  proportions  are  the  bum. 

found  to  be  different :  in  his  case  nearly  all  is  Quasi-rent.        SSSrT*^^ 

The  Quasi-rent  which  the  imdertaker  of  business  on  a  For  flue- 
large  scale  gets  firom  the  capital,  Material  and  Immaterial,  ^^5vi^ 
mvested  in  his  business  is  so  great,  and  liable  to  such  ^^J^^^ 
violent  fluctuations  from  a  considerable  negative  to  a  large  cause  pro- 
positive  quantity,  that  he  often  thinks  very  little  of  his  own  SSctaa- 
labour  in  the  matter.    If  profitable  business  opens  out  to  o^\xer- 
him,  he  regards  the  harvest  accruing  firom  it  as  almost  pure  '^®"®- 
gain;  there  is  so  little  difference  between  the  trouble  of 
having  his  business  on  his  hands  only  partially  active,  and 
that  of  working  it  to  its  fiill  capacity,  that  as  a  rule  it  scarcely 
ocmrB  to  him  to  set  off  his  own  extra  labour  as  a  deduction 
from  those  gains:  they  do  not  present  themselves  to  his 
mind  as  to  any  considerable  extent  earnings  purchased  by 
extra  fatigue,  in  the  same  Way  as  the  extra  earnings  got  by 
working  over-time  do  to  the  artisan.    This  &ct  is  the  chief 
cause,  and  to  some  extent  the  justification,  of  the  imperfect 
recognition  by  the  general  public,  and  even  by  some  econo- 
mists, of  the  fundamental  imity  underlying  the  causes  that 
determine  normal  profits  and  normal  wages. 

§  10.     Closely  allied  to  the  preceding  difference  is  another.  Fourth  dif- 

fereuoe. 

in  the  leading  induBtries  of  Worcester  in  Massachusetts  between  1840  and  1888. 
More  than  nine-tenths  of  them  began  life  as  joumoTmen;  and  less  than  ten  per 
cent,  of  the  sons  €i  those  who  were  on  the  list  of  manufacturers  in  1840,  1850 
and  1860,  had  any  property  in  1888,  or  had  died  leaving  any.  And  as  to  France, 
H.  Leroy  Beaulieu  says  {Repartition  dea  EichesaeSf  Ch.  xi.)  that  out  of  eyery 
hundred  new  businesses  that  are  started  twenty  disappear  almost  at  once,  fifty  or 
sixty  Yegetate  neither  rising  nor  falling,  and  only  ten  or  fifteen  are  successful. 

42—2 
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BOOK  VI.  When  an  artisan  or  a  professional  man  has  exceptional  natanl 
^'^^°''  abilities,  which  are  not  made  by  human  eflfort,  and  are  not  tk 
■^^^^  result  of  sacrifices  undergone  for  a  future  gain,  they  en&Ue 
ties  in  any  him  to  obtain  a  Surplus  income  over  what  ordinaiy  penotf 
command  could  expect  from  similar  exertions  following  on  similar 
^Si^b  of  investments  of  capital  and  labour  in  their  education  and  start 
S  iSnt^t  ^  ^*®  5  *  Surplus  which  is  of  the  nature  of  Rent 
least  80  But,  to  revert  to  a  point  mentioned  at  the  end  of  laa 

lonif  as  wo  «       •  * 

consider     chapter,  the  class  of  business  imdertakers  contains  a  disfftKf 

^^        portionately  large   number  of  persons  with   high   natunl 

j^.yet    ability;  since,  in  addition  to  the  able  men  bom  ¥rithin  i^ 

mentis      ranks  it  includes  also  a  large  share   of  the  best  natnnl 

prominent  abilities  bom  in  the  lower  ranks  of  industry.    And  thos 

"*  ^     **'   while  Profits  on  capital  invested  in  education  is  a  specially 

important  element  in  the  incomes  of  professional  men  takei. 

as  a  class,  the  Rent  of  rare  natural  abilities  may  be  r^fankd 

as  a  specially  important  element  in  the  incomes  of  busine^e 

men,  so  long  as  we  consider  them  as  individuals.    (In  relatioi) 

to  normal  value  the  earnings  even  of  rare  abilities  are,  as  we 

have  seen,  to  be  regarded  rather  as  a  Quasi-rent  than  as  » 

Rent  proper.) 

Exceptions       But  there  are  exceptions  to  this  rula     The  humdnun 

'  business  man,  who  has  inherited  a  good  business  and  has  just 

sufficient  force  to  keep  it  together,  may  reap  an  income  of 

many  thousands  a  year,  which  contains  very  little  Rent  of 

rare  natural  qualities.    And,  on  the  other  hand,  the  greater 

part  of  incomes  earned  by  exceptionally  successful  barrister. 

and  writers,  and  painters,  and  singers,  and  jockeys  may  be 

classed  as  the  Rent  of  rare  natural   abilities — so  long  at 

least  as  we  regard  them  as  individuals,  and  are  not  cod- 

sidering  the  dependence  of  the  normal  supply  of  labour  in 

their  several  occupations  cm  the  prospects  of  brilliant  success 

which  they  hold  out  to  aspiring  youth. 

Clianges  The  Quasi-rent  of  a  particular  business  is   often  rerr 

Industrial  much  affected  by  changes  in  its  Industrial  Elnviromnent  aiwl 

^S^^t  Opportunity  (its  Conjunctur)\     But  similar  influences  afert 

1  ♦* opportunity"  is  the  best  translation  for  some  purposes,  as  "lodosftrial  E»- 
yironment"  is  for  others,  of  the  German  word  Conjunctur,  That  tarn  m  tk» 
explained  by  Prof.  Wagner  {VoUwoirthschaftsUhre  i.  §  76).    "By  CoBjmtd^  »' 
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the  Quasi-rent  of  the  skill  of  many  classes  of  workers.  The  book  vi. 
discovery  of  rich  copper-mines  in  America  and  Australia  °°'^'"* 
lowered  the  Quasi-rent  of  the  skill  of  Cornish  miners,  so  lone:  *^®  v^oA^ 

of  indi- 

as  they  stayed  at  home:  and  every  new  discovery  of  richyidmabu- 
mines  in  the  new  districts  raised  the  Quasi-rent  of  the  skill  ^?^an 
of  those  miners  who  had  already  gone  there.    And  again,  ^^,^ 
the  growth  of  a  taste  for  theatrical  amusements  while  raising  earnings, 
the  normal  earnings  of  actors,  and   inducing  an  increased 
supply  of  their  skill,  raises  the  Quasi-rent  of  the  skill  of 
those  alrecKly  in  the  profession,  a  great  part  of  which  is,  from 
the  point  of  view  of  the  individual,  a  Bent  of  rare  natural 
qualities.     Not  nearly  all  these  changes  in  the  Industrial 
Environment  are  local  in  their  action :  but  the  chief  of  them 
are.    And  this  brings  us  to  consider  again  Situation  Rent  in 
connection  with  the  general  problem  of  Demand  and  Supply 
in  relation  to  Land\ 

ondentand  the  sum  total  of  the  technical,  economic,  social  and  legal  oonditionB; 
wbich,  in  a  mode  of  national  life  {VoUttwirthsehaft)  resting  npon  Division  of 
Labour  and  Private  Property^-espedanj  private  property  in  land  and  other  ma- 
terial means  of  production — determine  the  demand  for  and  supply  of  goods,  and 
therefore  their  exchange  value:  this  determination  heing  as  a  rule,  or  at  least  in 
the  main,  independent  of  the  wiU  ci  the  owner,  of  his  activity  and  his  remissness." 
^  General  Walker's  exceUent  services  with  regard  to  the  causes  that  determine 
Wages  on  the  one  hand  and  Earnings  of  Management  on  the  other,  nuilrft  it  aU 
the  more  to  be  regretted  that  instead  of  developing  the  old  tradition  that  all 
Mmings  of  rare  natural  abilities  have  in  them,  from  the  point  of  view  of  the 
indiTidual,  something  of  the  nature  of  Rent,  he  has  worked  out  only  that  side  of 
the  tradition  which  relates  to  Earnings  of  Management.  And  his  treatment  of  that 
side  does  not  appear  altogether  satisfactory.  He  maintains  (Political  Economy^ 
\  311)  that  Profits  do  not  form  a  part  of  the  price  of  manufactured  products ;  and 
he  does  not  limit  that  doctrine  to  short  periods,  for  which,  as  we  have  seen,  the 
income  derived  from  all  skill  whether  exceptional  or  not,  whether  that  of  an 
employer  or  a  workman,  may  be  regarded  as  a  Quasi-rent.  And  he  uses  the 
vord  ** Profits"  in  an  artificial  sense;  for,  having  excluded  interest  altogether 
ttom  profits,  he  assumes  that  the  ** No-profits  employer"  earns  *'on  the  whole 
or  in  the  long  run  the  amount  which  he  could  have  expected  to  receive  as  wages 
if  employed  by  others"  (First  LeaaonB,  1889,  §  190):  that  is  to  say,  the  *'No. 
profits  employer  "  obtains,  in  addition  to  interest  on  his  capital,  what  we  have  called 
the  normal  Net  Earnings  of  Management,  not  indeed  <^  men  of  extraordinary 
fthility,  but  of  men  of  such  ability  as  his  is.  Thus  Profits  in  General  Walker's 
ieoae  probably  exclude  at  least  four-fifths  of  what  are  ordinarily  classed  as  Profits 
m  England  (the  proportion  would  be  rather  less  in  America,  and  rather  more  on 
the  Continent  than  in  England).  So  that  his  doctrine  would  appear  to  mean  only 
that  that  part  of  the  employer's  income,  which  is  due  to  exceptional  abilities  or 
good  fortune,  does  not  enter  into  price.  But,  as  we  have  seen,  the  prizes  as  well 
as  the  blanks  of  every  occupation,  whether  it  be  that  of  an  employer  or  not,  take 
their  part  in  determioing  the  number  of  persons  who  seek  that  occupation  and 
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BOOK  yi.   ^  energy  with  wiiich  they  give  themselTes  to  their  work:  and  therefore  k 
CH.  vni.    enter  into  normal  supply  price.    General  Walker  appears  to  rest  his  argoesi 

mainly  on  the  important  fact,  which  he  has  done  mnch  to  make  ^tmunent  tbt 

the  ablest  employers,  who  in  the  long  nm  get  the  highest  profits,  are  as  a  mk  tfa»> 
who  pay  the  highest  wages  to  the  workman  and  seQ  at  the  lowest  price  to  the  ec» 
somer.  But  it  is  an  equally  true  and  an  even  more  important  fact  that  tk* 
workmen  who  get  the  highest  wages  are  as  a  rule  those  who  turn  their  emplovn' 
plant  and  material  to  best  account  (see  Book  ti.  Oh.  m.  $  1),  and  thus  enable  Mm 
both  to  get  high  profits  for  himself  and  to  charge  low  prices  to  the  oonsuBHr.  Aak 
therefore  the  argument,  in  so  far  as  it  is  yalid  at  all,  applies  to  the  **rare  aUfitj^ 
part  of  the  earnings  of  all  kinds  of  labour,  as  much  as  of  Earnings  of  lC■Bfl«^ 
ment.  But  for  the  reasons  given  in  the  last  paragraph  of  the  fifth  Cbiftcr 
of  this  Book,  the  analogy  between  the  rent  of  land  and  the  eanungs  cf  rut 
natural  abilities  cannot  safely  be  pressed  far. 
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CHAPTER  IX. 

demand  and  supply  in  relation  to  land, 
pboducer's  surplus. 

§  1.     We  have  seen  that  the  rent  of  land  is  no  unique  book  vi. 
feet,  but  simply  the  chief  species  of  a  large  genus  of  eco-    ^^'^^ 
nomic  phenomena ;  and  that  the  theory  of  the  rent  of  land  ^^"^^  ®' 
is  no  isolated  economic  doctrine,  but  merely  one  of  the  chief  species  of 
applications  of  a  particular  corollary  from  the  general  theory  Jenus?  For 
of  demand   and  supply;   and  that  there  is  a  continuous  ^®^^^ 
gradation  from  the  true  Rent  of  those  free  gifts  which  have  ^^.  **^^ 
been  appropriated  by  man,  through  the  income  derived  from  by  its 
permanent  improvements  of  the  soil,  to  those  yielded  by  farm  ^ 
and  factory  buildings,  steam-engines  and  less  durable  goods\ 
In  the  present  Chapter  we  have  to  study  those  incidents  of 
the  rent  of  land  which  diflferentiate  it  from  other  species 
belonging  to  the  same  genus :  but  many  of  them  are  con- 
nected with  special  forms  of  land  tenure ;  and  in  order  to 
avoid  these,  we  will  begin  by  supposing  that  the  cultivation 
of  the  land  is  undertaken  by  its  owner. 

Now,  assuming  that  we  can  theoretically  distinguish  those  Theincome 
productive  powers  of  land  which  are  "  natural"  or  "inherent"  to  the  in- 
in  it,  fix)m  those  which  have  been  imparted  to  it  by  man's  proJSrties 
action,  we  have  seen  that  that  part  of  the  income  derived  ^^  ^*"^- 
from  land,  which  results  from  the  former  has  an  eminent 
right  to  be  called  a  Producer's  Surplus ;  at  all  events,  so  long 
as  we  confine  our  attention  to  a  country,  all  the  land  of 
^hich  is  already  occupied.     Of  these  "inherent"  properties, 
the  chief  are  extension  and  geographical  relations.     For  it  is 

1  See  Book  v.  especially  Ch.  Tin. — x. 
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BOOK  Yi.  to  these  that  it  owes  that  income  of  heat  and  light  and  air 
^'"'    and  rain,  which  man  cannot  appreciably  affect;  and  tho« 
advantages  of  situation,  many  of  which  are  beyond  mar's 
control,  while  but  few  of  the  remainder  are  the  direct  restk 
of  the  investment  of  capital  and  effort  in  the  land  by  fis 
individual  owners.     These  are  the  chief  of  its  properties^  Use 
supply  of  which  is  not  dependent  on  human  effort,  and  which 
would  therefore  not  be  increased  by  extra  rewards  to  that 
effort :  and  a  tax  on  which  would  alwajrs  bll  exclusively  on 
the  owners*! 
Theinoome       On  the  Other  hand  those  chemical  or  mechanical  propertks 
tram  per-    ^^  ^^^  ^^^f  ^^  which  its  fertility  largely  depends,  can  be 
JJ^^^     modified,  and  in  extreme  cases  entirely  changed  by  man  5 
ments.       action.    But  a  tax  on  the  income  derived  from  improvements 
which,  though  capable  of  general  application  are  yet  slowly 
made  and  slowly  exhausted,  would  not  appreciably  affect  the 
supply  of  them  during  a  short  period,  nor  therefore  the 
supply  of  produce  due  to  them^    It  would  consequently  fell 
in  the  main  on  the  owner ;  a  leaseholder  being  reguded  fiv 
the  time  as  owner,  subject  to  a  mortgage^     In  a  long  period^ 
however,  it  would  diminish  the  supply  of  them,  would  raise 
the  normal  supply  price  of  produce  and  fall  on  the  consumer '. 
B^sum^  §  2.    Now  let  us  revert  to  our  study  of  the  Law  of 

caticm  df    I^inainishing  Return  in  agriculture  in  the  fourth  Book ;  still 
the  dis-      supposing  that  the  owner  of  the  land  undertakes  its  culti- 
Book  IV.     vation,  so  that  our  reasoning  may  be  general,  and  independent 
action  oi     ^f  ^1^®  incidents  of  particular  forms  of  land  tenure. 
Dta^rfi^'       We  saw  how  the  return  to  successive  doses  of  capital  and 
ing  Re-       labour,  though  it  may  increase  for  the  first  few  doses,  will 
begin  to  diminish,  when  the  land  is  already  well  cultivated. 
The  cultivator  continues  to  apply  additional  capital  and 
labour,  till  he  reaches  a  point  at  which  the  return  is  only 
just  sufficient  to  repay  his  outlay  and  rew^  him  for  his 
own  work.     That  will  be  the  dose  on  the  margin  of  cultiva- 
tion, whether  it  happens  to  be  applied  to  rich  or  to  poor 

1  This  is  a  special  case  of  the  general  principles  discussed  in  Book  t.  Ch.  nn. 
§  2.  But  compare  Book  v.  Ch.  x.,  especially  §  8,  for  exertions  to  the  mk  as  Is 
Situation  Bent. 

>  This  argument  is  equally  applicable  to  nrban  land ;  buildings  beang  of  tks 
character  of  improyements  which  are  slowly  made  and  slowly  eihanstod. 
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land ;  an  amount  equal  to  the  return  to  it  will  be  required,  book  vi. 
and  will  be  sufficient  to  repay  him  for  each  of  his  previous    ^'"' 
doses.     The  excess  of  the  gross  produce  over  this  amount  is 
his  Prodxicer's  Surplus. 

He  looks  forward  as  far  as  he  can:  but  it  is  seldom 
possible  to  look  forward  very  far.  And  at  any  given  time 
he  takes  for  granted  all  that  richness  of  the  soil  which  results 
from  permanent  improvements;  and  the  Quasi-rent,  or  in- 
come derived  from  those  improvements,  together  with  that 
due  to  the  original  qualities  of  the  soil,  constitutes  his  Pro- 
ducer's Surplus  or  Bent.  Henceforth  it  is  only  the  income 
derived  from  new  investments  that  appears  as  earnings  and 
profits :  he  carries  these  new  investments  up  to  the  margin 
of  profitableness ;  and  his  Producer's  Surplus  or  Rent  is  the 
excess  of  the  gross  income  from  the  improved  land  over  what 
is  required  to  remunerate  him  for  the  fresh  doses  of  capital 
and  labour  he  annually  applies. 

This  Surplus  depends  on,  firstly,  the  richness  of  the  land, 
and  secondly,  the  relative  values  of  those  things  which  he 
has  to  sell  and  those  things  which  he  needs  to  buy.  The 
richness  or  fertility  of  the  land,  we  have  seen,  cannot  be 
measured  absolutely,  for  it  varies  with  the  nature  of  the 
crops  raised,  and  with  the  methods  and  intensity  of  culti- 
vation. Two  pieces  of  land  cultivated  always  by  the  same 
man  with  equal  expenditures  of  capital  and  labour,  are 
likely,  if  they  yield  equal  crops  of  barley,  to  give  unequal 
crops  of  wheat ;  if  they  return  equal  crops  of  wheat  when 
cultivated  slightly  or  in  a  primitive  fashion,  they  are  likely 
to  yield  unequal  crops  when  cultivated  intensively,  or  on 
modem  methods.  Further,  the  prices  at  which  the  various  t 
requisites  of  the  £Eurm  can  be  bought,  and  its  various  products 
sold,  depend  on  the  Industrial  Environment ;  and  changes  in 
that  are  continually  changing  the  relative  values  of  different  ^ 
crops  and  therefore  the  relative  values  of  land  in  different 
situations. 

Lastly,  we  suppose  the  cultivator  to  be  of  normal  ability  The  cuiti- 
relatively  to  the  task  he  has  undertaken,  and  the  circum-  mustbe 
stances  of  time  and  place.     If  he  is  of  less  itbility  his  actual  JJ^J^ 
gross  produce 'will  be  less  than  that  which  normally  should  nonnal 
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BOOK  vi.  come  from  the  land :  it  will  be  yielding  to  him  leas  than  ito 

^'"'    true  Producer's  Surplus.    If,  on  the  contrary,  he  is  of  moR 

ability  and  than  normal  ability,  he  will  be  getting  in  addition  to  die 

Producer's  Surplus  due  to  the  land,  some  Producer's  Sur|dii3 

due  to  rare  ability. 

A  rise  in  §  3.     We  have  already  traced  in  some  detail  the  way  in 

T  Joe  of     which  a  rise  in  the  value  of  agricultural  produce  increases 

genenSy    *^®  Producer's  Surplus  measured  in  terms  of  produce  from 

raises  the   qH  lands,  but  especially  from    those   where    the   Law  of 

prodace  ...  r  ^ 

▼aloe of     Diminishing  Return  acts  but  feebly^;,  and  we  saw  that 

pins,         generally  speaking  it  raises  the  value  of  poor  lands  relatively 

to  rich :  or  in  other  words,  that  if  a  person  anticipates  a  zise 

in  the  value  of  produce,  he  may  expect  a  larger  future  income 

from  investing  a  given  sum  of  money  in  poor  land  at  present 

prices  than  from  investing  it  in  rich  land'. 

and  its  real       Next,  the  "  real "  Producer's  Surplus,  that  is,  the  value  of 

v^^ueeven  ^j^^^  Surplus  measured  in  terms  of  general  purchasing  power. 

will  rise  relatively  to  its  produce  value,  in  the  same  ratio  as 

the  real  value  of  produce  has  risen :  that  is  to  say,  a  rise  in 

the  value  of  produce  causes  a  double  rise  in  the  value  <rf 

Producer's  Surplus. 

Necessity         The  term  the  "  real  value  "  of  produce  is  indeed  aml»gu- 

ffoishinff     ous.    Sometimes  it  is  used  to  mean  the  amount  of  labour 


^img^iu  [^f  *  given  eflSciency]  that  the  produce  will  purchase :  but  we 
the  labour  shall  use  the  term  "labour-value"  to  express  that  meaning: 

value  of  *  /* 

produce,     and  by  **  real  value  "  we  shall  mean  the  amount  of  necessaries, 

general       comforts,  and  luxuries  of  life  that  a  given  amount  of  produce 

PJJJ^^^  will  purchase.     A  rise  in  the  labour- value  of  raw  produce  in 

general  implies  an  increasing  pressure  of  population  on  the 


>  Book  IT.  Ch.  m.  §  3.  Thus  we  see  that  if  the  yaloe  of  prodnce  rites  tram 
OH'  to  Off  (figs.  12, 18, 14),  so  that  while  an  amount  of  prodooe  OH  was  requW 
to  remunerate  a  dose  of  capital  and  labour  before  the  rise,  an  amount  OZT  iio«U 
suffice  after  the  rise,  then  the  Producer's  Surplus  will  be  increased  a  tittle  in  th» 
case  of  lands  of  the  dass  represented  in  fig.  12,  with  regard  to  which  the  Law  0I 
Diminishing  Betum  acts  ^oickly;  much  more  with  regard  to  the  seoood  dMi«# 
lands  (fig.  13),  and  most  of  all  with  regard  to  the  third  class  (fig.  14). 

s  lb.  §  4.  Comparing  two  pieces  of  land  (figs.  16  and  17)  with  regard  to  which 
the  Law  of  Diminishing  Betum  acts  in  a  similar  way,  but  of  which  the  flnl  is  nek 
and  the  second  poor,  we  found  that  the  rise  of  Producer's  Surplus  from  AHC  to 
AHC,  caused  by  ft  rise  in  the  price  of  produce  in  the  ratio  OH  to  OH^  w 
larger  in  proportion  in  the  second  case. 
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means  of  subsistence ;  and  in  that  case  the  rise  of  the  Pro-  book  n. 
ducei's  Surplus  from  land  would  go  together  with,  and  be  a  *^°'"' 
sort  of  measure  of  the  degradation  of  the  people.  But  this  is 
not  true  if  the  rise  in  the  real  value  of  raw  produce  has  been 
caused  by  an  improvement  of  the  arts  of  production,  other 
than  agricultural,  for  that  would  probably  be  accompanied  by 
a  rise  in  the  purchasing  power  of  wages. 

§  4.     In  all  this  it  has  been  clear  that  the  Producer's  Bicardo's 
Surplus  from  land  is  an  evidence  not  of  the  greatness  of  the  vdthre^ 
bounty  of  nature,  as  was  held  by  the  Physiocrats  and  in  a  ^^^  ^f 
more  modified  form  by  Adam  Smith ;  but  of  the  inequality  inipw>^«- 

/  '  ^  J  ments  on 

of  that  bounty.    But  it  must  be  remembered  that  inequalities  Producer's 
of  situation  relatively  to  the  best  markets  are  just  as  powerfril  though 
causes  of  (Real)  Producer's  Surplus,  as  are  inequalities  of  ^^l^oa 
absolute  productiveness*.  careiesdy, 

*  was 

This  truth  and  its  chief  consequences,  many  of  which  are  thought 
now  so  obvious,  were  first  made  manifest  by  Bicardo.  He  fniiy. 
delighted  to  argue  that  no  Surplus  can  be  reaped  from  the 
ownership  of  those  of  nature's  gifts  the  supply  of  which  is 
everywhere  practically  unlimited:  and  in  particular  that 
there  would  be  no  Surplus  from  land  if  there  were  an  un- 
limited supply  of  it  all  equally  fertile  and  all  equally  accessible. 
He  carried  this  argument  ftuther  and  showed  that  an  im- 

1  England  is  so  small  and  so  thickly  peopled,  that  dven  milk  and  vegetables 
which  rec^uire  to  be  marketed  quickly,  and  even  hay  in  spite  of  its  bulk,  can  be 
sent  acrofls  the  country  at  no  inordinate  expense:  whUe  for  the  staple  products, 
com  and  liye  stock,  the  cultivator  can  get  nearly  the  same  net  price  in  whatever 
part  of  England  he  is.  For  this  reason  English  economists  have  ascribed  to 
Fertility  the  first  rank  among  the  causes  which  determine  the  value  of  agri- 
coltaral  land;  and  have  treated  Situation  as  of  secondary  importance.  They  have 
often  regarded  the  Producer's  Surplus  of  land  as  the  excess  of  the  produce  which 
it  yields,  over  what  is  returned  to  equal  capital  and  labour  (applied  with  equal 
ekfll)  to  land  that  is  so  barren  as  to  be  on  the  margin  of  cultivation ;  without 
taking  the  trouble  to  state  explicitly  either  that  the  two  pieces  of  land  must  be  in 
the  same  neighbourhood,  or  that  separate  allowance  must  be  made  for  differences 
in  the  exjMuse  of  marketing.  But  this  method  of  speaking  does  not  come 
natoraUy  to  economists  in  new  countries,  where  the  richest  land  may  lie  un- 
cultivated, because  it  has  not  good  access  to  markets.  To  them  Situation  appears 
at  least  coordinate  with  Fertility  as  a  cause  determining  the  value  of  land.  They 
think  of  land  on  the  margin  of  cultivation,  as  land  far  from  markets;  and  the 
Producer's  Surplus  presents  itself  as  the  excess  value  of  the  produce  from  well- 
situated  land  over  that  which  equal  labour,  capital  (and  skill),  would  get  on 
the  worst  situated  land;  allowance  being  made  for  differences  of  fertility,  if 
necessary. 
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BOOK  VI.  provement  in  the  arts  of  cultivation,  equally  applicable  to 
cH^  all  soils  (which  is  equivalent  to  a  general  increase  in  Ae 
natural  fertility  of  land),  will  be  nearly  sure  to  lower  tb« 
aggregate  Com  Surplus  and  quite  sure  to  lower  the  aggr^ate 
Real  Surplus  derived  from  the  land  that  supplies  a  givea 
population  with  raw  produce.  He  pointed  out  further  that, 
if  the  improvements  affected  chiefly  those  lands  that  were 
already  the  richest,  it  might  raise  the  aggregate  Surplus ;  but 
that,  if  it  affected  chiefly  the  poorer  class  of  lands,  it  would 
lower  that  aggregate  very  much. 

It  is  quite  consistent  with  this  proposition  to  admit  that 
an  improvement  in  the  arts  of  cultivation  of  the  land  of 
England  now  would  raise  the  aggregate  Surplus  fit>m  her 
land,  unless  it  were  accompanied  by  an  equal  improvement 
in  the  arts  of  production  in  those  countries  from  which  she 
imports  raw  produce ;  or,  which  comes  to  the  same  thing  for 
this  purpose,  by  an  improvement  in  the  means  of  communi- 
cation with  them.  And  as  Ricardo  himself  says,  improve- 
ments that  apply  equally  to  all  the  land  supplying  the  same 
market,  *'  as  they  give  a  great  stimulus  to  population,  and  at 
the  same  time  enable  us  to  cultivate  poorer  lands  with  leas 
labour,  are  ultimately  of  immense  advantage  to  the  land- 
lords\" 
Theargn-  §  5.  The  argument  of  this  chapter  so  fiur  is  applicable 
^^ci^le'  to  all  systems  of  land  tenure,  which  recognize  private  owner- 

aS'^^^tems  ^^^P  ^^  ^^^^  ^  ^^y  ^^"^"  ^^^  ^*  ^  concerned  with  that 
of  land  Producer's  Surplus,  which  accrues  to  the  owner  if  he  culti- 
vates his  land  himself;  or,  if  he  does  not,  then  accrues  to  him 
and  his  tenants,  regarded  as  a  firm  engaged  in  the  business 
of  cultivation :  this  holds  true,  whatever  be  the  division  which 
custom  or  law  or  contract  may  have  arranged  between  them 
with  regard  to  their  several  shares  of  the  cost  of  cultivaticA 
on  the  one  hand,  and  the  fruits  of  the  cultivation  on  the  other. 
But  the  At  the  present  day,  in  those  parts  of  England  in  which 

^^^ij^  custom  and  sentiment  count  for  least,  and  free  competition 
SS*l^d  ^^^  enterprise  for  most,  in  the  bargaining  for  the  use  of  lani 
lord's  it  is  commonly  understood  that  the  landlord  supplies,  and  in 
farmer's     some  measure  maintains,  those  improvements  which  are  slowlj 

1  Foot-note  to  his  third  Chapter. 
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made  and  slowly  worn  out ;  and  that  he  requires  of  his  tenant  book  vi. 
the  whole  Producer's  Surplus  which  the  land  thus  equipped  *^°*°* 
is  estimated  to  afford  in  a  year  of  normal  harvests  and  normal  ahareinthe 

modem 

prices,  after  deducting  enough  to  replace  the  farmer's  capital  EnffUsh 
with  normal  profits,  the  £eurmer  standing  to  lose  in  bad  years  Sao  £a? 
and  gain  in  good  years.    In  this  estimate  it  is  implicitly  mwUm- 
assnmed  that  the  &rmer  is  a  man  of  normal  ability  and  po^t^n*  '<» 

*^  science. 

enterprise  for  that  class  of  holding ;  and  therefore,  if  he  rises 
above  that  level,  he  will  himself  reap  the  benefit ;  and,  if  he 
fiaJls  below  it,  will  himself  bear  the  loss,  and  perhaps  ulti- 
mately leave  the  fium.  In  other  words,  that  part  of  the 
income  derived  firom  the  land  which  has  to  be  regarded  as  a 
Rent  or  a  Quasi-rent,  that  is,  as  Producer's  Surplus  for  all 
periods  of  moderate  length,  goes  to  the  landlord ;  while  that 
part  which  is  to  be  regarded,  even  for  short  periods,  as  profits 
entering  directly  into  the  normal  price  of  the  produce,  is  the 
tenant's  share. 

The  more  fully  therefore  the  distinctively  English  features 
of  land  tenure  are  developed,  the  more  nearly  is  it  true  that 
the  line  of  division  between  the  tenant's  and  the  landlord's 
share  coincides  with  the  deepest  and  most  important  line  of 
cleavage  in  economic  theory ;  viz.,  that  between  the  Quasi- 
rents  which  do  not,  and  the  profits  which  do,  directly  enter 
into  the  normal  supply  prices  of  produce  for  periods  of  moder- 
ate length.  This  figu5t  perhaps  more  than  any  other  was  the 
cause  of  the  ascendancy  of  English  economic  theory  early 
in  this  century ;  it  helped  English  economists  to  pioneer  the 
way  so  &r  ahead,  that  even  in  our  own  generation,  when  as 
much  intellectual  activity  has  been  devoted  to  economic 
studies  in  other  countries  as  in  England,  nearly  all  the  new 
constructive  ideas  are  found  to  be  but  developments  of  others 
which  were  latent  in  the  older  English  work.  The  fact  itself 
appears  accidental:  but  perhaps  it  was  not.  For  it  is  no 
accident  that  this  particular  line  of  cleavage  is  that  which 
involves  the  least  firiction,  the  least  waste  of  time  and  trouble 
in  checks  and  counter-checks.  It  may  be  doubted  whether 
the  so-called  English  system  will  endure.  It  has  great  dis- 
advantages, and  it  may  not  be  found  the  best  in  a  future 
stage  of  civilization.     But  when  we  come  to  compare  it  with 
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BOOK  VI.  other  sjTstems,  we  shall  see  that  it  afforded  great  advantageB 

°°'  "'     to  a  country,  which  pioneered  the  way  for  the  world  in  the 

development  of  free  enterprise;   and  which  therefore  wbb 

impelled  early  to  adopt  all  such  changes  as  give  freedom  and 

vigour,  elasticity  and  strength. 

§  6.     Before  closing  this  chapter  however  it  will  be  wdl 

to  consider  more  closely  the  relations  between  land,  whether 

agricultural  or  urban,  and  other  forms  of  wealth  r^^aided 

from  the  point  of  view  of  the  individual  investor. 

^Book^         The  argument  of  Book  V.  Chapters  viil  ix.  x.  goes  to 

Ch.  VIII.     prove  that,  even  from  the  point  of  view  of  normal  value,  the 

distinction  distinction,  though  a  real  one,  is  slighter  than  is  often  sup- 

^d  M^     posed.     In  a  new  country,  where  there  is  plenty  of  new  laod 

otherfonns  gtiH  free  to  scttlcrs,  the  whole  of  the  net  income  derived  frtim 

of  wealth     ,       ,   .  .      , 

is  slight,  land  IS  required  to  remunerate  cultivators  for  their  capital 
and  labour ;  and  is  therefore  to  be  regarded  as  Earnings  and 
Profits,  or  at  most  as  Quasi-rent  and  not  as  Bent  proper, 

J^  even  *l*^^^g^  ^^^^  there,  a  fer-seeing  statesman  will  feel  a  greater 
responsibility  to  future  generations  when  legislating  as  to 
land  than  as  to  other  forms  of  wealth.  Thus  it  may  be 
admitted  that  from  the  economic  and  from  the  ethical  point 
of  view,  land  must  everywhere  and  always  be  dassed  as  a 
thing  by  itself*. 

and     ,,  And  in  an  old  country,  when  land  is  reefarded  merely  as 

m  an  old  «    ,       #.  a  i        •  c  •   i  i        i        ^ 

conntry  one  of  the  factors  of  production  of  material  goods,  thoogfa 
important  the  Only  distinction  between  it  and  other  factors  is  that 
^*5^  they  can  be  increased  in  quantity  and  it  cannot;  yet  this 
causes  that  distinction  is  vital  in  a  broad  survey  of  the  causes  that 

govern  nor*  , 

mai  value,  govem  normal  value.  For  the  net  income  derived  from  the 
inherent  properties  of  land  is  a  True  Surplus ;  which  does  not 
directly  enter  even  in  the  long  run  into  the  normal  expemes 
of  production,  and  which  are  required  as  rewards  for  the 
work  and  inventive  energy  of  labourers  and  undertakersw  It 
thus  differs  from  the  Quasi-rents  of  buildings,  machineiy. 
&c.,  which  are  in  the  long  run  needed  (in  the  present  state 
of  human  character  and  social  institutions),  to  sustain  the 
full  force  of  production,  invention,  and  accumulation.  The 
sudden  appropriation  of  Bents  and  Quasi-rents  by  the  State 
1  Compare  the  foot-note  on  p.  446. 


in  a  new 
conntry; 
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woold  indeed  have  very  similar  effects  in  destro}dng  security  book  vi. 
and  shaking  the  foundations  of  society :  but  if  from  the  first    °°'"' 
the  State  had  retained  true  Bents  in  its  own  hands,  the 
vigour  of  industry  and  accumulation  need  not  have  been 
impaired ;  and  nothing  at  all  like  this  can  be  said  of  Quasi- 
renta 

Nevertheless,  things  being  as  they  are,  the  distinction  But  from 
between  land  and  other  forms  of  wealth  has  very  little  bear-  of  y^of 
ing  on  the  detailed  transactions  of  ordinary  life.    Suppose  a  ^J|S*^' 
cultivator  with  spare  capital  to  be  in  doubt  whether  to  buy  *^®^  **."<> 

,     ,  economic 

mere  land,  or  to  get  better  buildings  and  plant  for  what  he  distinctiou 
already  has :   he  may  expect  that  in  either  case  he  would  agrT^" 
obtain  the  same  increase  of  net  produce  (after  allowing  for  ^^^^ 
depreciation  of  his  perishable  plant)  by  the  same  total  out-  pjj^^  "**' 
lay ;  and,  for  him  as  an  individual,  the  question  whether  to  agents  of 
cultivate  a  large  piece  of  land  slightly  or  a  smaller  piece  Son.'**^ 
intensively,  is  to  be  decided  by  business  calculations  of  just 
the  same  character  as  those  that  govern  other  applications  of 
his  capital  and  energy. 

§  7.     Vfe  may  next  pass  to  the  case  of  Urban  ground-rent,  a  simiiAr 
which,  as  we  have  seen,  may  be  determined  on  the  same  2^^^^^u> 
principles  as  agricultural  rent^     Suppose  a  person  planning  ^J^*oftbe 
a  hotel  or  a  factory ;  and  considering  how  much  land  to  take  yidividnai 
for  the  purpose.     If  land  is  cheap  he  will  take  much  of  it ;  if  land, 
it  is  dear  he  will  take  less  and  build  high.    Suppose  him  to 
calculate  the  expenses  of  building  and  working  his  establish- 
ment with  frontages  of  100  and  110  feet  respectively,  in  ways 
equaUy  convenient  on  the  whole  to  himself,  his  customers  and 
employ^,  and  therefore  equally  profitable  to  himself.    Let  him 
find  that  the  difference  between  the  two  plans,  after  capital- 
izing future  expenditure,  shows  an  advantage  of  £500  in 
£Bivour  of  the  larger  area ;  he  will  then  be  inclined  to  take 
the  larger  if  the  land  is  to  be  got  at  less  than  £50  per  foot  of 
frontage,  but  not  otherwise ;  and  £50  will  be  the  marginal 
value  of  land  to  him.     He  might  have  reached  this  result  by 
calculating  the  increased  value  of  the  business  that  could  be 
done  with  the  same  outlay  in  other  respects  on  the  larger 

1  The  argument  of  this  and  the  next  section  is  technical,  and  on  the  lines  of 
Book  V.  eh.  vm.  §  6. 
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BOOK  Ti.  site  as  compared  with  the  smaller,  or  again  by  building  a& 
^'"^  less  expensive  ground  instead  of  in  a  less  fisivourable  situa- 
tion. But,  by  whatever  route  he  makes  his  calculation,  ite 
character  is  similar  to  that  by  which  he  decides  whether  it  h 
worth  his  while  to  buy  business  plant  of  any  other  kind:  and 
he  regards  the  net  income  (allowance  being  made  for  depre- 
ciation) which  he  expects  to  get  fix>m  either  investment  a^ 
standing  in  the  same  general  relation  to  his  business ;  and  if 
the  advantages  of  the  situation  are  such  that  all  the  land 
available  can  find  employments  for  which  its  marginal  use  k 
^^  represented  by  a  capital  value  of  £50  per  foot  of  frontage, 

^^^^^\  then  that  will  be  the  current  value  of  the  land. 
The  A  §  8.  The  demand  for  exceptionally  valuable  urban  land 
^^nnd-  comes  from  traders  of  various  kinds,  wholesale  and  retail 
g^^iSy  ^^^  thasi  from  manufacturers :  and  it  may  be  worth  while 
P^^  to  say  something  here  as  to  the  features  of  demand  that  are 
esubbsh-    special  to  their  case. 

^5J^*  If   two   factories  in  the   same  branch   of   trade    have 

demand      equal  outputs   they  are   sure   to  have  nearly  equal  floor 
isdAstic,    space.     But  there  is  no  exact  relation  between  the  sise  of 
not  bear  a  trading  establishments  and  their  turn-overs.   Plenty  of  space 
tiOT^to^e  ^  f^^  them  a  matter  of  convenience  and  a  source  of  exto 
^^^       profit,  but  it  is  not  physically  indispensable.      The  larger 
bosiness.    their  space,  the  greater  the  stock  which  they  can  keep  oo 
hand,  and  the  greater  the  advantage  to  which  they  can  dis- 
play specimens  of  it;  and   especially  is  this  the  case  in 
trades  that  are  subject  to  changes  of  taste  and  &shioD.    b 
such  trades  the  dealers  exert  themselves  to  collect  within 
a  comparatively  small  space  representatives  of  all  the  best 
ideas  that  are  in  vogue,  and  still  more  of  those  that  aie 
likely  soon  to  be  so;  and  the  higher  their  ground-rent  the 
more  prompt  they  must  be  in  getting  rid,  even  at  a  loss,  of 
such  things  as  are  a  little  behind  the  time  and  do  not  im- 
prove the  general  character  of  their  stocka     If  the  locaUtj 
is  one  in  which  customers  are  more  likely  to  be  tempted  br 
a  well-chosen  stock  than  by  low  prices,  the   tradera  will 
charge  prices  that  give  a  high  rate  of  profit  on  a  cocopan- 
tively  small   turn-over;  but  if  not,  they  will  choose  low 
prices  and  try  to  force  a  large  business  in  proportion  to  their 
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apital  and  the  size  of  their  premises,  just  as  in  some  neigh-  book  vi. 
K>urhoods  the  market-gardener  finds  it  best  to  gather  his    ^"'"^ 
>eas  young  when  they  are  full  of  flavour,  and  in  others  to 
et  them  grow  till  they  weigh  heavily  in  the  scales.    Which- 
ver  plan  they  follow,  there  will  be  some  conveniences  which 
hey  are  in  doubt  whether  it  is  worth  while  to  oflfer  to  the 
public;  since  they  calculate  that  the  extra  sales  gained  by 
uch  conveniences  are  only  just  remimerative,  and  do  not 
ontribute  any  surplus  towards  rent.    The  goods  which  they  R«nt  does 
ell  in  consequence  of  these  conveniences  are  marginal  goods*^  into  the 
Qto  whose  expenses  of  marketing  rent  does  not  enter  any  J^^Srthe' 
Qore  than  it  does  into  those  of  the  peas  which  the  market-  ^^^ 
fardener  only  just  finds  it  worth  his  while  to  produce. 

Prices  are  low  in  some  very  highly-rented  shops,  because 
heir  doors  are  passed  by  great  numbers  of  people  who  can- 
lot  afford  to  pay  high  prices  for  the  gratification  of  their 
kncy;  and  the  shopkeeper  knows  that  he  must  sell  cheaply, 
)r  not  sell  at  all.  He  has  to  be  content  with  a  low  rate  of 
profit  each  time  he  turns  over  his  capital ;  but,  as  he  can  turn 
)ver  his  capital  many  times  a  year,  his  annual  net  profits 
ire  very  great,  and  he  is  willing  to  pay  a  very  high  rent  for 
the  situation  in  which  they  can  be  earned.  On  the  other  hand, 
prices  are  veiy  high  in  some  of  the  quiet  streets  in  the 
Eashionable  parts  of  London  and  in  many  villages ;  because 
in  the  one  case  customers  must  be  attracted  by  a  very  choice 
stock,  which  can  only  be  sold  slowly ;  and  in  the  other  the 
aggregate  turnover  is  very  small  indeed.  In  neither  place 
can  the  trader  make  profits  that  will  enable  him  to  pay  as 
high  a  rent  as  those  of  some  cheap  but  bustling  shops  in  the 
East  end  of  London.  It  appears  then  that  Rent  does  not 
enter  into  retail  price  any  more  than  it  enters  into  the  price 
charged  by  the  trader  or  the  manufacturer;  intensive  de- 
mands for  land  may  come  fiwm  the  opportunities  it  offers 
either  for  moderate  sales  at  high  prices  or  for  very  large  sales 
at  lower  prices. 

It  is  however  true  that,  if  without  any  increase  in  traflSc  B«t  a  riro 

1         ,    .  .  .        /  ,       ofground- 

Buch  as  brmgs  extra  custom,  a  situation  becomes  more  valu-  rents  may 
able  for  purposes  other  than  shopkeeping,  then  only  those  cation*of  a 
keepers  will  be  able  to  pay  their  way  who  can  manage  ^^%^l 
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BOOK  Yu  to  secure  a  large  custom  relatively  to  the  prices  which  tky 

^'^    charge  and  the  class  of  business  which  they  da    Th&re  tlL 

will  tend     therefore  be  a  smaller  supply  of  shopkeepers  in  all  trades  h 

traders'      which  the  demand  has  not  increased :  and  those  who  remak 

^"^'^       will  be  able  to  charge  a  higher  price  than  before,  while  <^er- 

ing  equal  conveniences  and  attractions  to  their  customera.  The 

rise  of  ground-rents  in  the  district  will  thus  be  an  indicatkc 

of  a  scarcity  of  space  which,  other  things  being  equal,  wil 

raise  the  prices  of  retail  goods ;  just  in  the  same  way  as  tht 

rise  of  agricultural  rents  in  any   district  will  indicate  a 

scarcity  of  land  which  will  raise  the  marginal  expenses  ut 

production,  and  therefore  the  price  of  any  particular  crop 

The  capital       §  9,     In  conclusion  it  may  be  noticed  that  the  captai- 

J[^*^     ized  value  of  land  is  the  actuarial  "discounted"  value  of  all 

the  net  incomes  which  it  is  likely  to  afford,  allowance  being 

made  on  the  one  hand  for  all  incidental  expenses,  includiDg 

those  of  collecting  the  rents,  and  on  the  other  for  its  mineral 

wealth,  its  capabilities  of  development  for  any  kind  of  boa- 

ness,  and  its  advantages,  material,  social  and  aesthetic,  for  tht 

purposes  of  residence.    The  money  equivalent  of  those  direct 

gratifications  which  the  ownership  of  land  affords,  does  &«>: 

appear  in  the  returns  of  the  money  income  derived  from  it. 

but  does  enter  into  its  capital  money  value*. 

1  The  yalae  of  land  is  commoiily  expressed  as  a  certain  nnmber  of  times  tb« 
enrrent  money  rental,  or  in  .other  words  a  certain  **niimber  of  years*  poittear' 
of  that  rental:  and  other  things  being  eqnal  it  will  be  the  hi^ier,  the  man 
important  these  direct  gratifications  are,  as  well  as  the  greater  the  ^ton 
that  they  and  the  money  income  afforded  by  the  land  wiD  rise.  Tbe  noBbff 
of  years'  purchase  wonld  be  increased  also  by  an  eipeeted  faU.  etther  ia  tk 
fntore  normal  rate  of  interest  or  in  the  purchasing  power  of  money. 

It  may  be  mentioned  that  the  disooonted  yalne  of  a  rery  distant  n* 
in  the  Tahie  of  land  is  mnch  less  than  is  commonly  supposed.  For  instivr^ 
if  we  take  interest  only  at  five  per  cent,  (and  of  courae  a  moch  fai^^  nv 
preTafled  during  the  Middle  Ages),  £1  invested  at  componnd  interest  woiui 
amount  to  aboat  £130  in  100  years,  £17,000  in  200  years,  and  £40,000.0000^ 
in  500  years:  and  therefore  an  expenditure  by  the  State  of  £1  in  «esv| 
to  itself  the  rerendon  of  a  rise  in  the  Taloe  of  land  which  came  into  opes- 
tion  now  for  the  first  time  would  haye  been  a  bad  inrestment,  nnksf  tW 
value  of  that  rise  now  exceeded  £190,  if  the  payment  was  made  100  tht* 
ago;  if  900  years  ago  the  gain  ought  now  to  amount  to  £17,000;  if  500  jt^ 
ago  to  £40,000,000,00a 
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Note  on  Ricarbo'b  Doctrines  as  to  the  Incidence  of  Taxes  and 
THE  Influence  of  Improvements  in  Agriculture. 

Much  has  already  been  said  about  the  excellence  of  Ricardo's  book  yi, 
thought  and  the  imperfections  of  his  expression  of  it,  and  in  particular  ^^'  "• 
notice  has  been  taken  of  the  causes  which  led  him  to  lay  down  the 
Law  of  Diminishing  Return  without  proper  qualifications.  Similar 
remarks  apply  to  his  treatment  of  the  influence  of  improvements  and 
the  incidence  of  taxes  in  agriculture.  He  was  especially  careless  in 
his  criticisms  of  Adam  Smith  ;  and  as  Malthus  justly  said  (Sum- 
mary of  Section  x.  of  his  Political  Economy\  "Mr  Ricardo,  who  gener- 
ally looks  to  permanent  and  final  results,  has  always  pursued  an 
opposite  policy  in  reference  to  the  rents  of  land.  It  is  only  by  looking 
to  temporary  results,  that  he  could  object  to  Adam  Smith's  statement, 
that  the  cultivation  of  rice  or  of  x>otatoes  would  yield  higher  rent 
than  com."  And  Malthus  was  perhaps  not  far  wrong  when  he  added : 
—"Practically,  there  is  reason  to  believe  that,  as  a  change  from  com 
to  rice  must  be  gradual,  not  even  a  temporary  fall  of  rent  would  take 
place." 

Nevertheless,  in  Ricardo's  time  it  was  of  great  practical  importance 
to  insist,  and  it  is  of  much  scientific  interest  even  now  to  know,  that  in 
a  country  which  cannot  import  much  corn,  it  is  very  easy  so  to  adjust 
taxes  on  cultivation  and  so  to  hinder  improvements  as  to  enrich  the 
landlords  for  a  time  and  to  impoverish  the  rest  of  the  people.  No 
doubt  when  the  people  had  been  thinned  by  want,  the  landlords  would 
sufier  in  pocket :  but  that  fact  took  little  of  the  force  from  Ricardo's 
contention  that  the  enormous  rise  of  agricultural  prices  and  rents 
which  occtured  during  his  life  was  an  indication  of  an  injury  to  the 
nation  beyond  all  comparison  greater  than  the  benefits  received  by  the 
landlords.  But  let  us  now  pass  in  review  some  of  those  arguments  in 
which  Ricardo  delighted  to  start  from  sharply  defined  assumptions,  so 
as  to  get  clear  net  results,  which  would  strike  the  attention ;  and  which 
the  reader  might  combine  for  himself  so  as  to  make  them  applicable 
to  the  actual  facts  of  life. 

Let  us  first  suppose  that  the  "com"  raised  in  a  country  is  abso- 
lutely necessary;  i.e.  that  the  demand  for  it  has  no  elasticity,  and 
that  any  change  in  its  marginal  cost  of  production  would  afiect  only 
the  price  that  people  paid  for  it,  and  not  the  amount  of  it  consumed. 
And  let  us  suppose  that  no  Com  is  imported.  Then  the  efiect  of  a 
tax  of  one-tenth  on  Com  would  be  to  cause  its  real  value  to  rise  till 
nine-tenths  as  much  as  before  would  suffice  to  remunerate  the  marginal 
dose,  and  therefore  every  dose.  The  gross  Com  Surplus  on  every 
piece  of  land  would  therefore  remain  the  same  as  before;  but  one- 
tenth  being  taken  away  as  a  tax,  the  remainder  would  be  nine-tenths 
of  the  old  Com  Surplus.    Since,  however,  each  part  of  it  would  have 
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BOOK  Yi.   riaen  in  real  yalue  in  the  ratio  of  ten  to  nine,  the  Real  Surphis 
CH^.     i^main  unchanged. 

But  the  assumption  that  the  demand  for  produce  is  absoluteiT 
inelastic  is  a  very  violent  one.  The  rise  in  price  would  in  £ict  be 
sure  to  cause  some  ialling-off  in  the  demand  at  once :  and  thereii*? 
the  value  of  Com  would  never  rise  in  full  prox>ortion  to  the  t<x, 
and  lees  capital  and  labour  would  be  applied  in  the  cultivrntioD  d 
all  lands.  There  would  thus  be  a  diminution  in  the  Cora  Sorpbs 
from  all  lands,  but  not  in  the  same  proportion  from  all ;  and  siDce  & 
tenth  of  the  Com  Surplus  would  be  taken  by  the  tax,  while  the  valoe 
of  each  part  of  it  would  have  risen  in  less  than  the  ratio  oi  ten  to 
nine,  there  would  be  a  double  faJl  in  the  Real  Surplus.  (The  diagruns 
in  Book  iv.  to  which  we  have  just  referred  suggest  at  once  tranBlatiniM 
of  those  reasonings  into  the  language  of  geometry.) 

The  immediate  fall  would  be  very  great  under  modern  conditkmf 
in  which  free  importation  of  Com  prevents  its  real  value  from  being 
much  raised  by  the  tax ;  and  the  same  result  would  follow  grmdaaDr. 
even  in  the  absence  of  importation,  if  the  rise  in  its  real  rwiot 
diminished  the  numbers  of  the  people;  or,  what  is  at  least  as  pro- 
bable, if  it  had  the  efiect  of  lowering  the  standard  of  living;  uA 
the  efficiency  of  the  working  population.  These  two  effects  woM 
operate  very  much  in  the  same  way  on  the  Producer's  Surplus ;  bodi 
would  make  labour  dear  to  the  employer,  while  the  latter  would  al*> 
make  real  Time  wages  low  to  the  worker. 

Ricardo's  reasonings  on  all  these  questions  are  rather  difficult  to 
follow  because  he  often  gives  no  hint  when  he  passes  frx»m  raBohs 
which  are  "immediate"  and  relate  to  a  "short  period"  relatively  to 
the  growth  of  population,  and  those  which  are  "ultimate,"  and  relate 
to  a  "  long  period"  in  which  the  labour  value  of  raw  produce  would  hive 
time  materially  to  affect  the  numbers  of  the  people  and  therefore  the 
demand  for  raw  produce.  When  such  interpreting  dauaes  are  sa^ 
plied,  very  few  of  his  reasonings  will  be  found  invalid 

We  may  now  pass  to  his  ailment  with  r^ard  to  the  influeooe  of 
improvements  in  the  arts  of  agriculture,  which  he  divides  into  two 
classes.  A  special  scientific  interest  attaches  to  his  treatmeDt  of  the 
first,  which  consists  of  those  improvements  that  "enable  as  to 
obtain  the  same  produce  with  less  capital,  and  without  disturbing  the 
difference  between  the  productive  powers  of  the  successive  partiom  d 
capital;"  of  course  neglecting  for  the  purpose  of  his  general  ar^guoMot 
the  fact  that  any  given  improvement  may  be  of  greater  service  to  one 
particular  piece  of  land  than  another.  (See  above,  Book  iv.  Ch.  m.  §  i ' 
Assuming  as  before  that  the  demand  for  Com  has  no  elasticity,  be 
proved  that  capital  would  be  withdra¥m  from  the  poorer  lands  (and 
from  the  more  intensive  cultivation  of  the  richer  lands),  and  thoe- 
fore  the  Surplus  measured  in  Cora,  the  Com  Surplu»--as  m  bu/ 


Digitized  by  VjOOQ  iC 


TAXES  AND  IMPROVEMENTS  IN  AGRICULTUBE.  677 

say— obtained  by  applications  of  capital  under  the  most  favourable  book  vi. 
ciixnunstanoes,  will  be  a  Surplus  relatively  to  lands  not  so  poor  as  ^^'^^ 
those  which  were  on  the  margin  of  cultivation  before :  and  the  dif- 
ferential  productiveness  of  any  two  applications  of  capital  remaining, 
by  hypothesis,' unchanged,  the  Com  Surplus  must  necessarily  fall,  and 
of  <x>urBe  the  real  value  and  the  labour  value  of  the  Surplus  will  fall 
much  more  than  in  proportion. 

This  may  be  made  clear  by  the  adjoining  figure ;  in  which  curve  AC 
represents  the  return  which  the  land  of  the  whole 
coimtry,  regarded  as  one  feurm,  makes  to  doses  of 
capital  and  labour  applied  to  it,  these  doses  being 
arranged  not  in  the  order  of  their  application,  but 
in  that  of  their  productiveness.  In  equilibrium 
OD  doses  are  applied,  the  price  of  the  Com  being 
such  that  a  retiun  DC  is  just  sufficient  to  remune- 
rate a  dose;  the  whole  amoimt  of  Com  raised 
being  represented  by  the  area  AODC,  of  which 
A  HO  represents  the  aggregate  Com  Surplus.  [We  may  pause  to  notice 
that  the  only  change  in  the  interpretation  of  this  diagram  which  is 
required  by  our  making  it  refer  to  the  whole  country  instead  of  a 
single  farm,  arises  firom  our  not  being  able  now,  as  we  could  then,  to 
suppose  that  all  the  several  doses  of  capital  are  applied  in  the  same 
neighbourhood,  and  that  therefore  the  values  of  equal  portions  (of  the 
same  kind)  of  produce  are  equal.  We  may  however  get  over  this 
diffictdty  by  reckoning  the  expenses  of  transporting  the  produce  to  a 
common  market  as  part  of  its  expenses  of  production  ;  a  certain  part 
of  every  dose  of  capital  and  labour  being  assigned  to  the  expenses  of 
transport] 

Now  an  improvement  of  Ricardo's  first  class  will  increase  the 
retiun  to  the  dose  applied  imder  the  most  favourable  conditions  firom 
OA  to  0A\  and  the  returns  to  other  doses,  not  -in  like  propartion^ 
but  by  equal  amaunti.  The  result  is  that  the  new  produce  curve.  ^'C 
will  be  a  repetition  of  the  old  produce  curve  AC,  but  raised  higher 
than  it  by  the  distance  A  A'.  If,  therefore,  there  were  an  unlimited 
demand  for  com,  so  that  the  old  number  of  doses,  02),  could  be 
profitably  applied,  the  aggregate  Com  Surplus  would  remain  the  same 
as  before  the  changa  But  in  fact  such  an  immediate  increase  of  pro- 
duction could  not  be  profitable;  and  therefore  an  improvement  of  this 
kind  must  necessarily  lessen  the  aggregate  Com  Surplus.  And  on  the 
assumption  made  here  by  Ricardo  that  the  aggregate  produce  is  not  in- 
creased at  all,  only  OD'  doses  will  be  applied,  OD'  being  determined  by 
the  condition  that  A'OD'C  is  equal  to  AODC;  and  the  aggregate  Com 
Surplus  will  shrink  down  to  A'H!C',  This  result  is  independent  of 
the  shape  otACy  and,  which  is  the  same  thing,  of  the  particular 
figures  selected  for  the  numerical  illustration  which  Ricardo  used  in 
proof  of  his  argument 


Digitized  by  CjOOQ  iC 


678 


NOTE  ON   RICARDO  S  DOCTRINES  AS  TO 


BOOK  YI. 
OH.  IZ. 


And  here  we  may  take  the  occasion  to  remark  that  niim«al 
instances  can  as  a  rule  be  safely  used  only  as  illustrations  and  not  u 
proofis:  for  it  is  generally  more  difficult  to  know  whether  the  resnh 
has  been  implictly  assumed  in  the  numbers  shown  for  the  spe^al  caat 
than  it  is  to  determine  independently  whether  the  result  is  trae  or 
not  Ricardo  himself  had  no  mathematical  training.  But  his  Idsudc^ 
were  imique;  and  very  few  trained  mathematicians  could  tread  u 
safely  as  he  over  the  most  perilous  courses  of  reasoning.  Eren  the 
acute  logical  mind  of  Mill  was  unequal  to  the  task. 

Mill  characteristically  observed  that  it  is  much  more  probcUile  tiot 
an  improvement  would  increase  the  returns  to  capital  apjdied  to 
different  classes  of  land  in  equal  proportions  than  by  equal  amounts. 
(See  his  second  case,  Political  Economy^  Book  iv.  Ch.  m.  §  4.)  He  dsi 
not  notice  that  by  so  doing  he  cut  away  the  basis  of  Ricardo's  shaiplj 
defined  argument,  which  was  that  the  change  did  not  alter  the  differenttt^ 
advantages  of  different  applications  of  capitaL  And  though  he  ar- 
rived at  the  same  result  as  Ricardo,  it  was  only  because  his  result  was 
implicitly  contained  in  the  figures  he  chose  for  his  numerical  iDu:*- 
tration. 

The  adjoining  figure  tends  to  show  that  there  is  a  class  of  econoaiic 
problems  which  cannot  be  safely  treated  by  any  one  of  less  genius 
than  Ricardo  without  the  aid  of  some  apparatus,  either  of  maiiie- 
matics  or  of  diagrams,  that  present  as  a  continuous  whole  the  schedules 
of  economic  forces,  whether  with  regard  to  the  Law  of  Diminishing 
Return  or  to  those  of  Demand  and  Supply.  The  curve  AC  has  the 
same  interpretation  in  this  figure  as  in  the  last ;  but  the  improvement 
has  the  effect  of  increasing  the  return  to  each  dose  of  capital 
and  labour  by  one-third,  i.e.  in  an  equal  proportion  and  not  bv 
an  equal  amount :  and  the  new  produce  curve  A'C  stands  much  higher 
above  AC  at  its  left  end  than  at  its  right.    Cultivation  is  restricted  to 

Oiy  doses,  where  the  area  A'OUC, 
representing  the  new  aggregate  prt>- 
duct,  is  as  before  equal  to  AODC; 
and  A'H'C  is  as  before  the  nev 
aggr^ate  Com  Surplus.  Nov  it 
can  be  easily  proved  that  A'E'C  is 
four-thirds  of  AK£^  and  whether 
this  is  greater  or  less  than  AEC 
depends  upon  the  particular  sbafie 
assigned  to  ^C  If^Cbeastnigbt 
line  or  nearly  a  stndght  line  (both 
Mill's  and  Ricardo's  numbers  repre- 
sented points  on  a  straight  JVodnoe 
line)  A!H'C'  would  be  less  thaa 
AHC\  but  with  the  shape  assigned  to  AC  in  our  figure  A'H'C  i« 
greater  than  AHC,    And  thus  Mill's  argument  is,  while  Ricardos  » 


Fig*  (41; 
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not,  dependent  for  its  conclusion  on  the  particiilar  shape  assumed  bj  book  vi. 
them  for  the  gross  produce  curve.  ^^'  '*• 

(Mill  assumes  that  the  cultivated  part  of  a  country  consists  of 
three  qualities  of  land,  yielding  at  an  equal  expense  60,  80,  and  100 
biishels;  and  he  then  shows  that  an  improvement  which  increased 
the  return  to  each  dose  of  capital  by  one-third,  would  lower  com  rents 
in  the  ratio  of  60  to  26$.  But  if  he  had  taken  the  distribution  of 
fertility  in  a  country  to  be  such  that  the  land  consisted  of  three 
qualities  yielding  at  an  equal  expense  60,  65,  and  115  bushels,  as  is 
done  roughly  in  our  figure,  he  would  have  found  in  that  case  the 
improvement  would  raise  com  rents  in  the  ratio  60  to  663.) 

Finally  it  may  be  noticed  that  Ricardo's  paradox  as  to  the  possible 
effects  of  improvements  on  the  rent  of  land  is  applicable  to  urban  as 
well  ajB  agricultural  land.  For  instance,  the  American  plan  of  building 
stores  sixteen  stories  high  with  steel  frames,  and  served  with  elevators, 
maj  be  supposed  suddenly  to  become  very  efficient,  economical  and 
convenient  in  consequence  of  improvements  in  the  arts  of  building, 
lighting,  ventilation  and  the  making  of  elevators.  In  that  pase  the 
trading  part  of  each  town  would  occupy  a  less  area  than  now ;  a  good 
deal  of  land  would  have  to  revert  to  less  remunerative  uses ;  and  the 
net  result  might  possibly  be  a  fall  in  the  aggregate  ground-rent  of  the 
town. 
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DEMAND  AND  SUPPLY  IN  RELATION  TO  LAND,  CONTINXTEIX 
LAND  TENURE. 

BOOK  Yi.  §  1*  I^  ^^^y  times,  and  in  some  backward  ooantries 
cHjt.  even  in  our  own  age,  all  rights  to  property  depend  on  general 
Early  understandings  rather  than  on  precise  laws  and  documenta 
L^.^  In  so  far  as  these  understandings  can  be  reduced  to  definite 
^'"o  terms  and  expressed  in  the  language  of  modem  busineas. 
raUy  be«i  they  are  generally  to  the  following  eflFect: — The  ownership  of 
partner-  land  is  vested  not  in  an  individual  but  in  a  firm  ot  which 
conteoiied  ^^^  member  or  group  of  members  is  the  sleeping  partner, 
Son^^er  ^^^^^  another  member  or  group  of  members  (it  may  be  a 
than  by      whole  family)  is  the  working  partner  ^ 

COnSCiOllS  mi  1  •  •  ^-  ..1  1  ^     %         r^ 

contract.  The  sleepmg  partner  is  sometimes  the  ruler  of  the  Stale, 

^^^     sometimes  he  is  an  individual  who  inherits  what  was  once 

ian^<2?  ^  ^^^  ^^^y  ^f  collecting  the  payments  due  to  this  ruler  from 

the  the  cultivators  of  a  certain  part  of  the  soil ;  but  what,  in 

^SLer,     the  course  of  silent  time,  has  become  a  right  of  ownership, 

more  or  less  definite,  more  or  less  absolute.     If,  as  is  gesoe- 

rally  the  case,  he  retains  the  duty  to  make  certain  payments 

to  the  ruler  of  the  State,  the  partnership  may  be  r^aided 


^  The  sleeping  partner  may  be  a  Tillage  commimity ;  bnt  recent  i 
especially  those  of  Mr  Seebohm,  have  given  canse  for  beliering  that  tht  ttm- 
mnnities  were  not  often  "free"  and  ultimate  owners  of  the  land.  For  a  good 
smnmary  of  the  controversy  as  to  the  part  which  the  village  ooaunnni^  hai 
played  in  the  history  of.  England  the  reader  is  referred  to  the  flrsl  dueller  ^ 
Prof.  Ashley's  EcononUe  History,  Mention  has  already  been  made  of  the  wmp 
in  which  primitive  forms  of  divided  ownership  of  the  land  hindersd  fwywi 
(Book  I.  Ch.  n.  §  S). 
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as  contaming  three   members,  of  whom   two  are  sleeping  book  yi. 

.  1  .  C3H.  X. 

partners  \  

The  sleeping  partner,  or  one  of  them,  is  generally  called  and  his 
the  proprietor,  or  landholder  or  landlord,  or  even  the  land-  the  ^o- 
owner.     But  this  is  an  incorrect  way  of  speaking,  when  he  is  jj^^^^^, 
restrained  by  law,  or  by  custom  which  has  the  force  of  law, 
from  turning  the  cultivator  out  of  his  holding  either  by  an 
arbitrary  increase  of  the  payments  exacted  from  him  or  by 
any  other  means.    In  that  case  the  property  in  the  land  vests 
not  in  him  alone,  but  in  the  whole  of  the  firm  of  which  he  is 
only  the  sleeping  partner;  the  payment  made  by  the  working 
partner  is  not  a  rent  at  all,  but  is  that  fixed  sum,  or  that 
part  of  the  gross  proceeds,  as  the  case  may  be,  which  the 
constitution  of  the  firm  binds  him  to  pay ;  and,  in  so  far  as 
the  custom  or  law  which  regulates  these  payments  is  fixed 
and  imalterable,  the  theory  of  rent  has  but  little  direct 
application. 

§  2.     But  in  fact  the  payments  and  dues,  which  custom  Batcnstom 
is  supposed  to  stereotype,  nearly  always  contain  elements  more 
which  are  incapable  of  precise  definition;  while  the  accounts  ^J^f^t 
of  them  handed  down  by  tradition  are  embodied  in  loose  ^^ 
and  vague  impressions'  or  at  best  are  expressed  in  words 
that  make  no  attempt  at  scientific  exactness. 

We  can  wateh  the  influence  of  this  vagueness  in  the  as  is  shown 

even  bv 

agreements  between  landlord  and  tenant  even  in  modem  recent 
England ;  for  they  have  always  been  interpreted  by  the  aid  h£tory. 
of  customs,  which  have  ever  been  imperceptibly  growing 
and  dwindling  again,  to  meet  the  changing  exigencies  of 
successive  generationa   We  change  our  customs  more  quickly 

'  The  firm  may  be  forther  enlarged  by  the  introduction  of  an  intermediary 
who  collects  payments  from  a  nmnber  of  cnltiTatorsv  and  after  dedacting  a  certain 
share,  hands  them  over  to  the  head  of  the  firm.  He  is  not  a  middleman  in  the 
ts«nae  in  which  the  word  is  used  ordinarily  in  England;  that  is,  he  is  not  a  snb- 
<^)ntractor,  liable  to  be  dismissed  at  the  end  of  a  definite  period  for  which  he  has 
c<nitracted  to  collect  the  payments.  He  is  a  partner  in  the  firm,  having  rights  in 
the  land  as  real  as  those  of  the  head  partner,  though,  it  may  be,  of  inferior  valne. 
The  case  may  be  even  more  con^lex  than  this.  There  may  be  many  intermediate 
liolders  between  the  actnal  cultivators  and  the  person  who  holds  direct  from  the 
^te.  The  aetnal  cultivators  also  vary  greatly  in  the  character  of  their  interests ; 
some  having  a  right  to  sit  at  fixed  rents  and  to  be  altogether  exempt  from  en- 
^^^UMsement,  some  to  sit  at  rents  which  are  enhanceable  only  under  certain  pre- 
^<^ribed  conditions,  some  being  mere  tenants  from  year  to  year. 
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BOOK  yu  than  our  forefathers  did,  and  we  are  more  conscious  of  oar 
*^°''*    changes  and  more  willing  to  convert  our  customs  into  legal 
enactments,  and  to  make  them  uniform  \ 
Even  now         At  the  present  day,  in  spite  of  minute  legislation  and 
ment  of^  Carefully  drawn  agreements,  there  remains  a  wide  margin  of 
SaMM*^  uncertainty  as  to  the  amount  of  capital  which  the  landlord 
thektting  will  from  time  to  time  invest  in  maintaining  and  extending 
the  land     the  farm  buildings  and  other  improvements.     It  is  in  th^e 
t^^t^    matters,  quite  as  much  as  in  his  direct  money  relations  with 
^So^.  **^®  tenant,  that  the  generous  and  liberal  landlord  show* 
himself;   and,  what  is  specially  important  for  the  geno^ 
argument  of  this  chapter,  alterations  in  the  real  net  rent 
required  of  the  tenant  are  as  often  made  by  a  quiet  readjust- 
ment of  the  shares  of  the  expenses  of  worldng  the  fium 
that  are  borne  by  the  landlord  and  the  tenant  as  by  a  change 
in  the  money  rent.     Thus  corporate  bodies  and  many  krg^ 
private  landowners  often  let  their  tenants  go  on  from  year 
to  year,  without  any  attempt  to  make  the  money  rents 
follow  the  changes  in  the  real  letting  value  of  the  land;  and 
there  are  many  farms  which  are  not  let  on  lease  and  yet  the 
rent  of  which  has  nominally  remained  unchanged  daring  the 
agricultural  inflation  which  culminated  in  1874,  and  during 
the  depression  which  followed.     But  in  the  earlier  pwiod 
the  £Etrmer,  who  knew  he  was  underrented,  could  not  pat 
pressure  on  his  landlord  to  lay  out  capital  in  drainage  or 
new  buildings  or  even  in  repairs,  and  had  to  humour  him  a< 
regards  the  game  and  in  other  matters;  while  just  now  the 
landlord,  who  has  a  steady  tenant,  will  do  many  things,  that 
are  not  stipulated  for  in  the  agreement,  in  order  to  retain 

I  Thus  Mr  Pnsej's  CommiUee  of  the  House  of  CommoDs  in  1S4S  tvportcd. 
"That  different  osages  have  long  prevailed  in  different  counties  and  distrieit  d 
the  country,  conferring  a  claim  on  an  outgoing  tenant  f^  Tarioos  operatkas  d 
hn8bandry....That  these  local  osages  are  imported  into  leasee  or  agreemeDta^-A* 
less  the  terms  of  the  agreement  expressly,  or  hy  impUcation,  negatiTe  such  a  frr- 
sumption.  That  in  certain  parts  of  the  coimtry  a  modem  usage  has  tfnag  ^ 
which  confers  a  right  on  the  outgoing  tepant  to  be  reimbursed  certain  expenw-- 
other  than  those  above  referred  to....That  this  nsage  appears  to  have  grown  ort  d 
improved  and  spirited  systems  of  farming,  inv<dving  a  large  outlay  of  e^iiiL 
That  these  [new]  nsagee  have  gradually  grown  into  general  aooeptanoe  in  ovtHV 
districts,  nntil  they  have  ultimately  beccnne  recogniied  there  as  the  eaeloo  d 
the  countiy."    Many  of  them  are  now  enforced  bj  law.    See  below,  {  10. 
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him.     Thus,  while  the  money  rent  has  remained  stationary,  book  yi. 
the  real  rent  has  changed.  ^'^' 

This  fact  is  an  important  illustration  of  the  general  pro-  Thns 
position,  that   the  economic  theory  of  rent,  the  Ricardian  SSdSf  ** 
theory  as  it  is  sometimes  called,  does  not  apply  to  modem  ^^?*. 
English  land  tenure  without  many  corrections  and  limitations  ™ 
both  as  regards  substance  and   form;  and  that  a  further uudjsis to 
extension  of  these  corrections  and  limitations  will  make  the  EngiS 
theory  applicable  to  all  forms  of  Mediaeval  and  Oriental  land  ^^^ 
tenure,  in  which  any  sort  of  private  ownership  is  recognized. 
The  difference  is  only  one  of  degree. 

§  3.  But  the  difference  of  degree  is  very  great.  This  m  well  as 
is  pai-tly  because  in  primitive  times  and  backward  countries  systois' 
the  sway  of  custom  is  more  undisputed;  for  because,  in 
the  absence  of  scientific  history,  shortlived  man  has  little 
better  means  of  ascertaining  whether  custom  is  quietly 
changing,  than  the  fiy,  bom  to-day  and  dead  to-morrow,  has 
of  watching  the  growth  of  the  plant  on  which  it  rests.  But 
the  chief  reason  is  that  the  conditions  of  partnership  were 
expressed  in  terms  which  were  seldom  capable  of  exact  defi- 
nition and  measurement. 

For  the  share  of  the  senior  partner  in  the  firm,  or  the  For  the 
landlord  as  we  may  for  shortness  call  him,  generally  included  ^^er- 
(either  with  or  without  a  right  to  a  certain  share  of  the  ^^'^epg 
produce)   the  right   to   claim  certain  labour  services  and  vague, 
dues,  tolls  and  presents;  and  the  amount  which  he  obtained  capable  of 
under  each  of  those  heads  varied  from  time  to  time,  from  SnsmcSufi- 
place  to  place,  and  from  one  landlord  to  another.     When-  ^^^  ^ 
ever  payments  of  all  kinds  made   by  the   cultivator  left  ^ays- 
him  a  margin  beyond  the  necessaries  of  life  for  him  and 
his  family,  together  with  those  comforts  and  luxuries  which 
were  established  by  custom,  the  landlord  was  likely  to  use 
his  superior  strength  to  raise  the  payments  in  some  form  or 
other.     If  the  chief  payments  were  a  certain  share  of  the 
produce,  he  might  increase  that  share :  but,  as  that  could 
seldom  be  done  without  an  appearance  of  violence,  he  would 
be  more  likely  to  increase  the  number  and  weight  of  his 
minor  imposts,  or  to  insist  that  the  lands  be  more  inten- 
sively cultivated,  and  a  larger  part  of  it  be  given  to  crops 
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Boot  ru  that  cost  much  labour  and  are  of  great  valua    Thus  changes 

^'^     went  on,  smoothly  for  the  most  part,  silently  and  ahnoR 

imperceptibly,  like  the  hour-hand  of  a  clock ;  but  in  the  long 

run  they  were  very  thorough  \ 

The  pzo-  The  protection  which  custom  afforded  to  the  temuit  was 

f^^^      not  indeed  unimportant  even  as  regards  these  dues.     For  be 

custom.      alwa)r8  knew  pretty  well  what  demands  he  would  have  to 

meet  at  any  particular  time.     The  moral  sense  of  all  aiooi»l 

him,  high  and  low,  protested  against  any  attempt  on  the 

part  of  his  landlord  to  make  a  sudden  and  violent  increase 

in  the  payments  and  dues,  the  tolls  and  fines  which  were 

recognized  as  usual ;  and  thus  custom  rounded  off  the  edges 

of  change. 

It  is  moreover  true  that  these  vague  and  variable  elemoits 
of  rent  were  generally  but  a  small  part  of  the  whole ;  and 
thlit  in  those  not  very  rare  cases  in  which  the  money  rent 
remained  fixed  for  very  long  periods  together,  the  tenant 
had  a  kind  of  partnership  in  the  soil,  which  he  owed  partly 
to  the  forbearance  of  his  landlord  if  it  happened  that  the 
true  net  value  of  the  land  had  risen,  but  partly  also  to  the 
constraining  force  of  custom  and  public  opinion.  This  force 
in  some  measure  resembled  the  force  which  holds  rain- 
drops on  the  lower  edge  of  a  window  fi-ame :  the  repose  is 
complete  till  the  window  is  violently  shaken,  and  then  they 
fall  altogether ;  and  in  like  way  the  legal  rights  of  the  landlord 


^  Thas  the  valae  of  a  service  of  a  certain  number  of  days*  work  woald  c 
partly  on  the  promptness  with  which  the  labourer  left  his  own  hayAdd  wl 
called  to  that  of  his  landlord,  and  on  the  energy  he  pat  into  his  work.  His  v 
rights,  sach  as  that  of  catting  wood  or  torf  were  elastie;  and  ao  were  tboae  d  i 
landlord  which  bound  him  to  allow  flocks  of  pigeons  to  devoor  his  crops  i 
to  grind  his  com  in  the  lord's  mill,  and  to  pay  tolls  levied  on  the  lord's  1 
in  his  markets.  Next,  the  fines  or  presents,  or  *'abwabe"  as  they  ara  caZM  ia 
India,  which  the  tenant  might  be  called  on  to  pay*  were  more  or  leas  elastie,  m* 
only  in  their  amounts  but  in  the  occasions  on  which  they  were  levied.  Vmka 
the  Moguls  the  tenants  in  chief  had  often  to  pay  a  vast  number  at  i 
in  addition  to  their  nominally  fixed  share  of  the  produce:  and  th^y  ] 
on,  increased  in  weight  and  with  additions  of  their  own,  to  the  infsrior  I 
The  British  Government  has  not  levied  them  itself;  but  it  has  not  ban  aUa,  ia 
spite  of  many  efforts,  to  protect  the  inferior  tenants  from  them.  For  tnslaiina,  ia 
some  parts  of  Orissa,  Sir  W.  W.  Hunter  found  that  the  tenants  had  to  pay,  1 
their  customary  rent,  38  different  cesses.  Th^  paid  whenever  one  ol  tbeir  < 
married,  they  paid  for  leave  to  erect  embankments,  to  grow  sagar*caiie»  k»  i 
the  festival  ol  Juggernaut,  &e.    {Ori$*a,  i.  56—8.) 
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which  had  long  lain  latent  were  sometimes  brought  suddenly  book  ti. 


into  action  in  a  period  of  great  economic  change  \ 

1  In  India  at  the  present  time  we  see  very  varioiu  forms  of  tenure  existing 
side  bj  side,  sometimes  mider  the  same  name  and  sometimes  onder  difEerent 
nmnwB.  There  are  places  in  which  the  raiyats  and  the  si^erior  holders  own 
between  them  the  property  in  the  land  sabject  to  definite  dues  to  Government, 
and  where  the  raiyat  is  safe  not  only  from  being  ejected,  bat  also  from  being 
compelled  by  fear  of  violence  to  pay  over  to  his  snperior  holder  more  than  that 
share  of  the  Prodacer's  Sorplas  which  custom  strictly  prescribes.  In  that  case 
the  payment  which  he  makes  is,  as  has  already  been  said,  simply  the  handing  over 
to  the  other  partner  in  the  firm  of  that  share  of  the  receipts  of  the  firm  whidi 
under  the  unwritten  deed  of  partnership  belongs  to  him.  It  b  not  a  rent  at  all. 
This  form  of  tenure,  however,  exists  only  in  those  parts  of  Bengal  in  which  there 
have  been  no  great  recent  dislocations  of  the  people,  and  in  which  the  police  are 
sniBciaUly  active  and  upright  to  prevent  the  superior  hdders  from  tyrannising 
over  the  inferior. 

In  the  greater  part  of  India  the  cultivator  holds  directly  from  the  Government 
xmder  a  lease  the  terms  of  which  can  be  revised  at  intervals.  And  the  principle 
on  which  those  leases  are  arranged,  especially  in  the  North- West  and  North-East, 
where  new  land  is  being  settled,  is  to  adjust  the  annual  payments  due  for  it  to  the 
probable  Surplus  Produce  of  the  land,  after  deducting  the  cultivator's  necessaries 
and  his  littie  luxuries,  according  to  the  customary  standard  of  the  place,  and  on 
the  supposition  that  he  cultivates  with  the  energy  and  skill  that  are  normal  in  that 
place.  Thus  as  between  man  and  man  in  the  same  place  the  charge  is  of  the  nature 
of  economic  rent.  But,  since  unequal  charges  will  be  levied  in  two  districts  of 
equal  fertility,  of  which  one  is  cultivated  by  a  vigorous  and  the  other  by  a  feeble 
population,  its  method  of  adjustment  as  between  different  districts  is  rather  that 
of  a  tax,  than  a  rent.  For  taxes  are  supposed  to  be  apportioned  to  the  net  in- 
come which  actually  is  earned,  and  rents  to  that  which  would  be  earned  by  an 
individual  of  normal  ability:  a  successful  trader  will  pay  on  ten  times  i^  large 
an  actual  income  ten  times  as  large  a  tax  as  his  neighbour  who  lives  in  equally 
advantageous  premises  and  pays  equal  rents. 

The  whole  history  of  India  records  litUe  of  that  quiet  stability  which  has  come 
over  the  rural  parts  of  England  since  war,  famine,  and  plague  have  ceased  to  visit 
us.  Extensive  movements  seem  to  have  been  nearly  always  in  progress,  partiy 
in  consequence  of  the  recurrence  of  famines  (for,  as  the  Statistical  Atlas  of  India 
shows,  there  are  very  few  districts  which  have  not  been  visited  at  least  onc^  by  a 
severe  famine  during  this  century) ;  partiy  of  the  devastating  wars  which  one  set 
of  conquerors  after  another  has  inflicted  on  the  patient  people;  and  partiy  of  the 
rapidity  with  which  the  richest  land  reverts  to  a  thick  jungle.  The  land  which 
has  supported  the  largest  population  is  that  which,  when  deprived  of  its  human 
inhabitants,  most  quickly  provides  shady  harbours  for  wild  beasts,  for  venomous 
snakes,  and  for  malaria;  these  prevent  the  return  of  the  refugees  to  their  old 
htmies,  and  cause  them  often  to  wander  far  before  they  settie.  When  land  has 
been  depopulated,  those  who  have  the  control  over  it,  whether  the  Government 
or  private  persons,  offer  very  favourable  terms  in  order  to  attract  cultivators 
from  elsewhere;  this  competition  for  tenants  very  much  influences  the  relations  of 
culttrators  and  superior  holders  for  a  long  distance  around  them ;  and  therefore, 
in  addition  to  the  changes  of  customary  tenure,  which,  though  impalpable  at  any 
time,  have  been  always  going  on,  there  have  been  in  almost  every  place  many 
epochs  in  which  the  continuity  even  of  the  former  custom  has  been  broken  and 
keen  competition  has  reigned  supreme. 
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BOOK  VI.         §  4     The  question  whether  the  payments  made  by  tte 
^°'^*     cultivator  for  the  use  of  his   land  should  be  reckoned  ii 
Metay^e   money  or  in  produce  is  of  growing  interest  with  reference  tv 
by  shares    both  India  and  England.     But  we  may  pass  it  by  for  tbe 
present  and   consider    the    more    fundamental    distinction 
between  the  ''  English "  system  of  rental  and  that  of  hold- 
ing land  on  "shares,"  as  it  is  called  in  the  new  world,  or  thf 
"Metayer*"  system  as  it  is  called  in  the  old. 
has  many         In  a  gfeat  part  of  Latin  Euro^  the  land  is  divided  int^j 
Eur^and  holdings,  which  the  tenant  cultivates  by  the  labour  of  him- 
Amenca.     g^jf  ^^^  j^jg  family^  and  sometimes,  though  rarely,  that  of  a 
few  hired  laboiirers,  and   for  which  the  landlord  supplies 
buildings,  cattle  and,  sometimes  even,  iaim  implements.    In 
America  there  are  few  agricultural  tenancies  of  any  kind,  but 
two-thirds  of  those  few  are  small  holdings  let  out  to  white 
men  of  the  poorer  class,  or  to  freed  negroes,  on  some  plan  bj 
which  labour  and  capital  share  in  the  produce  ^ 

These  disturbing  forces  of  war,  famine,  and  plagae  were  freqneiit  in  mediiEvml 
England,  bat  their  violence  was  less.  And  further,  the  rate  of  moremcBt  ol 
nearly  all  changes  in  India  has  been  greater  than  it  would  have  been  if  tlie 
average  period  of  a  generation  were  as  long  as  in  the  colder  climate  of  Kngkiid 

Peace  and  prosperity  therefore  enable  Indian  popnlations  to  recover  froc 
their  calamities  more  quickly;  and  the  traditions  which  each  generation  hoUi  oi 
the  doings  of  its  fathers  and  grandfathers  ran  back  for  a  shorter  time,  ao  that 
usages  of  comparatively  recent  growth  are  more  easily  believed  to  hare  tW 
sanction  of  antiquity.  Change  can  move  faster  without  being  reeogmnd  u 
change. 

^  The  term  Metayer  applies  properly  only  to  cases  in  which  the  hadkri  * 
share  of  the  produce  is  one-half ;  but  it  is  usually  applied  to  all  arraqgescBU 
of  this  kind  whatever  the  landlord's  share  be.  It  must  be  diatingnished  frooi 
the  Stock  lease  system  in  which  the  landlord  provided  part  at  leant  ol  the 
stock,  but  the  tenant  managed  the  farm  entirely  at  his  own  risk  so^^  to 
a  fixed  annual  payment  to  the  landlord  for  land  and  stock.  In  medieval  EoniiBd 
this  system  was  much  used,  and  the  Metayer  system  appears  not  to  have  batn 
unknown.    (See  Professor  Bogers,  Six  Centuries  of  Work  and  WagtM^  CSi.  x.) 

3  In  1880  74  per  cent,  of  the  farms  of  the  United  States  were  cohrnlti 
by  their  owners,  18  per  cent.,  or  more  than  two-thirds,  of  the  rwnarndff  were 
rented  for  a  share  of  the  produce,  and  only  8  per  cent,  were  held  on  tb« 
English  system.  The  largest  proportion  of  farms  that  were  cultivated  by  pff • 
sons  other  than  their  owners  were  in  the  Southern  States.  In  sonte  eases  the 
landowner— the  farmer  as  he  is  called  there— supplies  not  only  hocMi  ul 
mules,  but  their  feed;  and  in  that  case  the  cultivator — ^who  in  i^aaoe  vmU 
be  called  not  a  Metayer  but  a  Maltre  Valet— is  almost  in  the  poaitioo  of  a  hinJ 
labourer  paid  by  a  share  of  what  he  gets,  as  is  for  instance  a  hired  flsbcr- 
man  whose  pay  is  the  value  of  a  part  of  the  catch.  The  tenant's  share  win 
from  one-third,  where  the  land  is  rich  and  the  crops  such  aa  to  reqairs  iitf^ 
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This  plan  enables  a  man  who  has  next  to  no  capital  of  book  vi. 
his  own  to  obtain  the  use  of  it  at  a  lower  charge  than  he     ^'^* 
could  in  any  other   way,  and   to   have   more  freedom  and^^*®"*^ 
responsibility  than  he  would  as  a  hired  labourer ;  and  thus  without 
the  plan  has  many  of  the  advantages  of  the  three  modem  some  of 
systems   of  Co-operation,  Profit   Sharing,  And  payment  by  t^^JJ  Jf"^ 
Piece-work  \     But   though  the  Metayer  has  more  freedom  *^5^ction 
than  the  hired  labourer  he  has  less  than  the  English  farmer.  But  it 
His  landlord  has  to  spend  much  time  and  trouble,  either  mudT^ 
of  his  own  or  of  a  paid  agent,  in  keeping  the  tenant  to  his  Miction, 
work;  and  he  must  charge  for  these  a  large  sum  which,  though 
going  by  another  name,  is  really  Earnings  of  Management, 
For,  when  the  cultivator  has  to  give  to  his  landlord  half  of  the  n  the  con- 
returns  to  each  dose  of  capital  and  labour  that  he  applies  to  iJJSaford  fs 
the  land,  it  will  not  be  to  his  interest  to  apply  any  doses  ^^yaUon 
the  total  return  to  which  is  less  than  twice  enough  to  reward  ^  poo**; 
him.     If,  then,  he  is  free  to  cultivate  as  he  chooses,  he  will 
cultivate  far  less  intensively  than  on  the  English  plan;  he 
will  apply  only  so  much  capital  and  labour  as  will  give  him 
returns  more  than  twice  enough  to  repay  himself:  so  that 
his  landlord  will  get  a  smaller  share  even  of  those  returns 
than  he  would  have  on  the  plan  of  a  fixed  pa3^ment". 

labour,  to  foor-fifths,  where  there  is  much  labour  and  the  landlord  supplies 
little  capitaL  There  is  much  to  be  gained  from  a  stndy  of  the  many  yarions 
plans  on  which  the  share  contract  is  based  (see  the  Report  of  the  Commimoners 
o/Agnculture  for  1887,  pp.  586—8). 

^  The  relations  between  publisher  and  author  on  the  "  half -profits  "  system 
resemble  in  many  ways  those  between  landlord  and  metayer. 

9  This  can  be  most  clearly  seen  by  aid  of  diagrams  of  the  same  kind  as 
those  used  in  Book  ry.  Ch.  ni.  A  tenant' a-share  curve  would  be  drawn  standing 
one-half  (or  one-third  or  two-thirds)  as  high  above  OD  as  AC  does;  the  area 
below  that  curve  would  represent  the  tenant's  share,  that  above  the  land- 
lord's. OH  being,  as  before,  the  return  required  to  remunerate  the  tenant 
for  one  dose;  he  will,  if  left  to  his  own  devices,  not  carry  cultivation  beyond 
the  pomt  at  which  the  tenant's-share  curve  cuts  EC:  and  the  landlord's  will 
therefore  be  a  less  proportion  of  the  returns  to  a  slighter  cultivation  than  under 
the  Engtish  plan.  Diagrams  of  this  kind  may  be  used  to  illustrate  the 
way  in  which  Ricardo's  analysis  of  the  causes  that  govern  the  Producer's 
Surplus  from  land,  apply  to  systems  of  tenure  other  than  the  English.  A 
little  further  change  will  adapt  them  to  such  customs  as  those  found  in  Persia, 
where  land  itself  is  of  small  value;  and  *'the  harvest  is  divided  into  five 
paits,  which  are  apportioned  as  follows,  one  part  to  each:  1,  land;  2,  water 
for  irrigation,  &c.;  8,  seed;  4,  labour;  5,  bullocks.  The  landlord  generally 
owns  two,  so  he  gets  two*fifths  of  the  harvest." 
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BOOK  vx.  This  is  the  case  in  many  parts  of  Europe,  in  which  tk 
^°'  ^  tenant  has  practical  fixity  of  tenure ;  and  then  it  is  only  h 
constant  interference  that  the  landlord  can  keep  up  the 
amount  of  labour  he  puts  on  his  farm,  and  keep  down  Uk 
use  he  makes  of  the  fimn  cattle  for  outside  work,  the  fruiu 
of  which  he  doei^  not  share  with  his  landlord. 

But  even  in  the  most  stationary  districts  the  amoont 

and  quality  of  Jbhe_8tock  which  custom  requires  the  landloid 

to  provide  are  beingjjonstajtly,  though  imperceptibly,  modi- 

fi^  to  suit  the  changing  relations  of  demand  and  supj^v. 

but  if  it  is  And  if  the  tenant  has  no  fixity  of  tenure,  the    landlord 

ther^Ste  ^^  deliberately  and  fireely  arrange  the  amount  of  capital 

^y  aSf.^  ^^^  labour  supplied  by  the  tenant  and  the  amount  of  capital 

ferent  from  supplied  by  himself  to  suit  the  exiirencies  of  each  special 

those  on  mi..     •       i        j     j  -a  •  j-  ^^ 

theEngUsh  case.    This  IS  abeady  done  m  America,  and  m  many  parts  of 
^  France ;  and  some  good  judges  think  that  the  practice  mar 

be  extended  largely,  and  infuse  new  life  into  what  a  little 
while  ago  was  regarded  as  the  decaying  system  of  Metayage\ 
If  worked  out  thoroughly,  it  will  result  in  the  cultivatioD 
being  carried  just  about  as  far  and  affording  the  landloid 
the  same  income  as  he  would  have  on  the  Elnghsh  plan 
for  equally  fertile  and  well-situated  land  equipped  with  the 
same  capital,  and  in  a  place  in  which  the  normal  ability  and 
enterprise  of  candidates  for  farms  is  the  same*. 

It  is  obvious  then  that  the  advantages  of  the  Metayer 
system  are  considerable  when  the  holdings  are  very  small 
the  tenants  poor,  and  the  landlords  not  averse  to  taking 
much  trouble  about  small  things:  but  that  it  is  not  suit- 

1  See  an  article  on  Rural  France  in  the  Edinburgh  Review  for  Oct.  1887;  tad 
M.  Leroy-Beanlien,  Repartition  dee  Richeseest  ch.  it.,  especially  p.  151. 

>  starting  as  in  the  last  note,  let  the  Circulating  capital  supplied  by  Ikt 
landlord  be  represented  by  a  distance  OK  marked  off  along  0/>.  TWb,  if 
the  landlord  controls  the  amonnt  OK  freely  and  in  his  own  interest  and  en 
bargain  with  his  tenant  as  to  the  amount  of  labour  be  applies,  it  eaa  b» 
proved  geometrically  that  he  will  so  adjust  it  as  to  force  the  tenant  to  eeSk- 
tivate  the  land  just  as  intensively  as  he  would  under  the  Kngfiifa  tmmn; 
and  his  share  will  then  be  the  same  as  under  it.  If  he  cannot  modify  Ibc 
amount  OK^  but  can  still  control  the  amount  of  the  tenant's  labour,  thai  vitk 
certain  shapes  of  the  produce  curve,  the  cultivation  will  be  more  intcndve  this 
it  would  be  on  the  English  plan ;  but  the  landlord's  share  will  be  sumwhit 
less.  This  paradoxical  result  has  some  scientific  interest,  but  little  pnetkal 
importance. 
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able  for  holdings  large  enough  to  give  scope  to  the  enter-  book  ti. 
prise  of  an  able  and  responsible  tenant.     It  is  commonly    ^°'^' 
associated  with  the  system  of  peasant  proprietorship ;  and  we 
may  consider  that  next. 

§  5.    The  position  of  a  peasant  proprietor  has  great  The  pea- 
attractions.     He  is  free   to   do  what  he  likes,  he  is  not^etor^ 
worried  by  the  interference  of  a  landlord,  and  the  anxiety  5^^^^ 
lest  another  should  reap  the  fruits  of  his  work  and  self-  ^^  °^"*y 

.        .  .  Bources  of 

denial     His  feeling  of  ownership  gives  him  self-respect,  and  happiness; 
stability  of  character,  and  makes  him  provident  and  tem- 
perate in  his  habits.    He  is  scarcely  ever  idle,  and  seldom 
regards  his  work  as  mere  drudgery;  it  is  all  for  the  land 
that  he  loves  so  well. 

"  The  magic  of  property  turns   sand  into  gold,"  said  ^*  ^^^ 
Arthur  Young.    It  undoubtedly  has  done  so  in  many  cases  penunoas, 
in   which  the  proprietors  have  been  men  of   exceptional  Sdustrions 
energy.     But  such  men  might  perhaps  have  done  as  well^^*^!^^^ 
or  better  if  their  horizon  had  not  been  limited  to  the  narrow  worker, 
hopes  of  a  peasant  proprietor.     For  indeed  there  is  another 
side  to  the  picture.    "  Land,"  we  are  told,  **  is  the  best  savings- 
bank  for  the  working  man."    Sometimes  it  is  the  second 
b^rti.     But  the  very  best  is  the  energy  of  himself  and  his 
children ;  and  the  peasant  proprietors^  thoughts  are  so  frill 
of  the  one  that  they  ofben  starve  the  other.     Many  even  of 
the  richest  of  them  stint  the  food  of  themselves  and  their 
families :  they  pride  themselves  on  the  respectability  of  their 
houses  and  frimiture;  but  they  live  in  their  kitchens  for 
economy,  and  are  practically  worse  housed  and  far  worse  fed 
than  the  better  class  of  English  cottagers.    And  the  poorest 
of  them  work  hard  during  very  long  hours,  but  do  not  really 
get  through  much  work,  because  they  feed  themselves  worse 
than  the  poorest  English  labourers.     They  do  not  under- 
stand that  wealth  is  usefril  only  as  the  means,  or  source,  of 
a  real  income  of  happiness;  they  sacrifice  the  end  to  the 
means  \ 

1  The  term  "peasant  proprietor"  is  a  very  vagne  one:  it  inclndes  many  who 
by  thrifty  marriages  have  collected  into  one  hand  the  results  of  several  genera- 
tions of  hard  woric  and  patient  saying;  and  in  France  some  of  these  were  able  to 
lend  freely  to  the  QoTemment  after  the  great  war  with  Oermany.  Bat  the  savings 
of  the  ordinary  peasant  are  on  a  very  small  scale;  and  in  three  cases  ont  of  fonr 

M.  44 
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BOOK  Yi.         And  it  must  be  recollected  that  the  Epglish  labourer 

cH^.     yepji^gent  not  the  successes  of  the  English  system,  but  tbost 

There  are   who  for  many  successive  irenerations  have  not  availed  the& 

8ome  •'  .    ° 

weU-to-do   selves  of  the  opportunities  by  which  their  abler  and  mm 

French  and 


German  adventupus  neighbours  were  rising  to  leading  posts  at  hoiDc 
Ent^hist  and,^Bat  is  far  more  important,  were  acquia|M^the  fo 
b^^^t'the*  simple  of  a  great  part  of  the  surface  of  the  globe*  Of  the 
mij^  rich  causes  which  have  contributed  to  make  the  English  race  tk 
oi?Worid  chief  owners  of  the  New  World,  thP^IP!^  important  is  tha: 
New^ho  ^Id  enterprise  which  has  made  a  man,  who  is  rich  enoogfa  u> 
acwided  ^  *  peasant  proprietor,  generally  refuse  to  be  content  whh 
from  the  humdrum  life  and  the  narrow  income  of  a  peasant  Adg 
labourers,   among  the  causes  whicn  have  fostered  this  enterprise,  iKse 


is  more  important  than  the  absence  ^][p#^mptatioos  w 
wait  about  for  a  petty  inheritance,  and  to  marry  (or  the  sab 
of  property  rather  than  in  the  free  exercise  of  individua.' 
choice — temptations  which  have  often  dulled  the  energy  d 
youth  in  places  in  which  peasant  j^perties  have  predoim- 
nated. 
The  It  is  partly  in  consequence  of  the  absence  of  these  temp- 

American  .  f        X         «  »»/.a  •  i  %      % 

farmer.  tations  that  the  "  farmers  of  Amenca,  though  they  are  nm 
of  the  working  class  cultivating  their  own  land  with  their 
own  hands,  do  not  resemble  ''peasant  proprietors'*  Tim 
invest  their  income  freely  and  wisely  in  developing  the  ener- 
gies of  themselves  and  their  children;  and  these  energies 
constitute  the  chief  part  of  their  capital,  for  their  land  goter- 
a^  is  as  yet  of  but  little  value.  Their  minds  are  alwap 
active,  and  though  many  of  them  have  little  technical  know- 
ledge of  agriculture,  their  acuteness  and  versatility  enabk 

his  land  is  starred  for  want  of  capital :  he  may  have  a  little  money  boaried  or  b- 
vested,  bat  no  good  gronnds  have  been  shown  for  believing  that  be  often  bit  nmk 
Perhaps  too  great  stress  has  been  laid  on  the  fact  that  the  low  priee  of  iBfO^ 
food,  which  in  England  has  benefitted  the  labonrer  and  weighed  hmrdj  os^  <* 
the  landlord  and  to  a  lees  extent  on  the  farmer,  has  on  the  ComtiDent  depRV^^ 
the  peasant  proprietor,  and  in  many  cases  compeUed  him  to  mortgage  hiilnrf  «>' 
pay  an  interest  which  absorbs  the  greater  part  of  his  Uttle  inoooie.  Fortbebfr 
may  torn.  Some  kinds  of  land  in  almost  aU  districts,  and  aU  kinds  of  Its'  ^ 
some  districts  have  risen  in  valae  even  daring  the  last  fifteen  years;  m^  ** 
the  best  parts  of  the  New  World  get  taken  ap,  there  wiU  probacy  be  •  n»  « 
the  valae  of  almost  all  land. 

On  the  wastefalnees  of  consaming  less  than  the  norieasarice  for  t/Boi^ 
compare  Book  n.  Ch.  m.  §  6,  and  Book  vi.  Ch.  it.  S  2. 
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bhem  to  find  out  almost  unerringly  the  best  solution  of  the  boox  yi. 
problem  immediately  before  them.  ^'^' 

That  problem  is  generally  to  obtain  a  produce  large  in  American 
proportion  to  the  labour  spent  on  it,  though  small  in  pro-  coitiTation. 
portion  to  the  abundant  land  at  their  disposal     fe  some 
parts  of  ^p^rica  however,  in  which  land  is  beginninJIR  get 
a  scarcity  value,  and  in  which  the  immediate  neighbourhood 
of  good  markets  is  making  an  intensive  cultivation  profitable,         ^ 
the  methods  of  &r%tl|prad  of  tenure  are  rearranging  them- 
selves on  the  English,  model.    And  within  the  last  few  years 
there  have  been  ^  signs  of  a  tendency  on  the  part  of  native 
Americans  to  hand  over  to  persons  of  recent  European  origin 
the  &rms  of  the  West,  as  they  have^lready  done  the  farms 
of  the  East,  {ffiJM|||^y  did  long  ago  the  textile  industriea 

§  6.     Let  us  then  turn  to  that  English  system  of  tenure  The 
which,  faulty  and  harsh  as  it  has  been  in  many  respects,  had  s^m 
yet  so  great  a  power  of  stimulating  enterprise  and  ^^cono- ^^jj^^ 
mizing  energy,  aided  b^Jlngland's  geographical  advantages  har^  gives 
and  freedom  from  devastating  wars,  that  it  gave  her  the  leader-  power. 
ship  of  the  world  in  the  arts  of  Manufacture  and  Colonization 
and,  though  in  a  less  marked  degree,  in  Agriculture.   England 
has  learnt  lessons  in  agriculture  from  many  countries  and 
especially  the  Netherlands ;  but  on  the  whole  she  has  taught 
iar  more  than  she  has  learnt.    And  there  is  now  no  country 
except  the  Netherlands,  which  can  compare  with  her  in  the 
amount^f  produceLper  acre  of  fertile  land ;  and  no  country 
in  Europe  which  obtains  nearly  so  high  returns  in  proportmn 
to  the  labour  expended  in  getting  them\ 

^  It  would  seem  that  England  gets  more  produce  per  acre  of  fertile  land 
than  even  the  Netherlands,  though  there  is  some  donbt  about  it.  The  Netherlands 
have  led  the  way  for  England  in  more  paths  of  industrial  enterprise  than  any 
otiier  country  has;  and  this  enterprise  has  diffused  itself  from  their  thickly 
scattered  towns  over  the  whole  land.  But  there  is  error  in  the  common  opinion 
that  they  support  as  dense  a  population  as  England  does,  and  yet  export  on  the 
balance  a  great  deal  of  agricultural  produce.  For  Belgium  imports  a  great  part  of 
her  food;  and  even  HoUand  imports  as  much  food  as  she  exports,  though  her  non- 
agricultural  population  is  small.  In  France,  farm  crops  and  even  potatoes  are 
on  the  average  only  about  half  as  heavy  as  in  England  proper;  and  France 
has  only  about  half  the  weight  of  cattle  and  sheep  in  proportion  to  her  area. 
On  the  other  hand,  the  small  cultivators  of  Fraufce  excel  in  poultry  and 
fruit  and  other  light  branches  of  production  for  which  her  superb  climate  is 
veil  suited. 


44--2 
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BOOK  Yi.  The  chief  merit  of  the  system  is  that  it  enables  the  hod- 
'  lord  to  keep  in  his  own  hands  the  responsibility  for  that  pen 
emii^the  *^^  ^^y  ^  P*"^  ^^  ^^^  property  which  he  can  look  after 
landlord  to  with  but  little  trouble  to  himself  and  little  vexation  to  bis 
part  of 'the  tenant  His  part  consists  of  land,  buildings  and  permanent 
wMchhe'  improvements;  and  averages  in  England  five  times  thai 
^y^and  ^^^^  ^^^  fiumer  has  to  supply  himseUL  The  landlord  is 
©ffectn^iy  willing  to  supply  this  five-sixths  of  the  necessary  capital  at  a 
bie;  net  rent  which  seldom  gives  interest  at  more  than  thre^ 

per  cent  on  its  cost ;  and  there  is  no  other  business  in  whidi 
the  enterprising  undertaker  can  borrow  what  capital  he  wants 
at  so  low  a  rate,  or  can  often  borrow  so  large  a  part  of  his 
capital  at  any  rate  at  alL     The  Metayer  indeed  may  be  said 
to  borrow  an  even  laiger  share,  but  at  a  much  higher  rate, 
and  it  gives       The  second  merit  of  the  English  system,  which  partly 
able  free-    follows  fix>m  the  first,  is  that  it  gives  the  landlord  consider- 
imea  of  ^  A^l^  fireedom  in  the  selection  of  an  able  and  responsibk 
"^®^^'    tenant.    So  fisir  as  the  management  of  land,  as  opposed  to 
its  ownership,  goes,  the  accident  of  birth  counts  for  leas  in 
England  than  in  any  other  country  of  Europe,     But  we  have 
already  seen  that  even  in  modem  England  the  accident  of 
birth  counts  for  a  good  deal  in  the  access  to  posts  of  com- 
mand in  all  kinds  of  business,  to  the  learned  professions  and 
though  less  evcu  to  skilled  manual  trades.    And  it  counts  for  somewhat 
other         more  in  English  agriculture.    For  the  good  and  bad  quaUties 
^IJJ^/*'  of  landlords  combine  to  prevent  their  selecting  tenants  on 
strictly  commercial  prindplea    They  seldom  go  £ar  afield 
for  a  new  tenant:  and  until  quite  recently,  they  have  sekiom 
given  fiusilities  for  an  able  working  man,  similar  in  characta' 
to  the  American  feumer,  to  make  a  start  on  a  small  &nu 
which  he  can  cultivate  with  his  own  hands  and  those  of  tm 
fietmily  and  a  few  hired  men. 

§  7.    The  number  of  people  wjio  have  the  opportunity 

of  making  a  step  forward  in  the  arts  of  agriculture  is  very 

Improve-    great    And  since  the  difiierent  branches  of  agriculture  di^ 

a«rioaltu«  fro^  ^^^  another  in  general  character  less  than  do  those  ci 

^\        manufacture,  it  might  have  been  expected  that  new  ideas  in 

it  would  have  followed  one  another  quickly  and  have  been 

speedily  diffused.  But  on  the  contrary  progress  has  been  9iov> 
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For  the  most  enterprising  agriculturists  drift  towards  the  book  vi. 
town ;  those  who  stay  behind  live  more  or  less  isolated  lives ;     ^'^ 
and,  as  a  result  of  natural  selection  and  education,  their  pi^y 
minds  have  always  been  more  staid  than  those  of  townsmen,  coontiy 
and  less  ready  to  suggest  or  even  to  follow  new  paths.     And  niSmUy 
further,  though  a  manu&cturer  is  nearly  alwajrs  safe  in  copying  ^^^^ 
a  plan  that  has  worked  well  with  his  neighbour  in  the  same  be^lose 
trade,  a  fiumer  is  not :  for  every  fsxm  has  slight  peculiarities  yarieUes 
of  its  own,  so  that  the  blind  adoption  of  a  plan  that  has  ^^"J^ 
worked  well  close  by  is  likely  to  fail;  and  its  failure  encour-  detaU. 
ages  others  in  the  belief  that  old  and  tried  ways  are  the  best. 

Again,  the  variety  in  agricultural  detail  makes  the  proper  Vrogreaa  is 
keeping  of  farming  accounts  very  difficult.  There  are  so  many  \^  the  diffi- 
joint  products  and  so  many  by  products,  so  many  complex  ^^^ 
and  diifting  relations  of  debtor  and  creditor  between  the««^* 
several  crops  and  methods  of  feeding,  that  an  ordinaiy  farmer,  secmaSs. 
even  if  he  were  as  fond  of  accounts  as  he  is  in  fact  averse  to 
them,  would  have  great  difficulty  in  ascertaining,  otherwise 
than  by  a  semi-instinctive  guess,  what  is  the  price  that  will 
just  pay  him  to  raise  a  certain  amount  of  extra  produce.    He 
may  know  its  Prime  cost  with  fedr  certainty,  but  he  seldom 
knows  its  true  Total  cost ;  and  this  increases  the  difficulty  of 
reading  quickly  the  teachings  of  experience  aud  making  pro- 
gress by  their  aid*. 

And  there  is  another  difference  between  the  mode  of  Want  of 
action  of  competition  in  agriculture  and  in  manufacture.     If  ^le  ^of 

1  The  difficulty  is  even  greater  in  small  holdings.  For  the  capitalist  farmer 
does  at  aU  erents  measore  the  Prime  cost  in  terms  of  money.  Bat  the  culti- 
Tator  working  with  his  own  hands  often  pats  into  his  land  as  mach  work  as 
be  feels  able  to  do,  withoat  estimating  carefally  its  money  valne  in  relation 
to  its  product 

Although  peasant  proprietors  resemble  the  heads  of  other  small  bnsinesses  in 
their  willingness  to  work  harder  than  those  whom  they  hire  and  for  less  reward; 
yet  they  differ  from  the  small  masters  in  manafactare  in  this,  that  th^  often  do 
iK>t  hire  extra  laboar  even  when  it  woald  pay  them  well  to  do  so.  If  all  that  they 
and  their  family  can  do  for  their  land  is  less  than  enough  for  it,  it  is  generally 
onder-cultiTated :  if  more,  it  is  often  cultirated  beyond  the  remunerative  limit. 
It  is  a  conmion  rule  that  those  who  give  the  time  which  is  free  from  their 
mafai  occupation  to  some  other  industry,  often  regard  their  earnings  in  this  last, 
however  low,  as  an  extra  gain;  and  th^  sometimes  even  work  below  what  would 
be  a  starvation  wage  to  those  who  depend  on  that  industry  for  support.  This  is 
^spedaOy  true  when  the  side-industry  is  that  of  cultivating,  partly  for  the  pleasure 
of  doing  it,  a  small  plot  of  land  with  imperfect  appliances. 
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BOOK  VI.  one  manu&cturer  is  unenterprising,  others  may  be  able  to 
^^*     step  into  the  opening  which  he  leaves  vacant :  but  when  one 
one  under,  landowner  does  not  develop  the  resources  of  his  land  in  the 
oompensa.  best  way.  Others  cannot  make  up  for  the  deficiency  widioiit 
aMU^^^  calling  into  play  the  Law  of  Diminishing  Return ;  so  that  hk 
ottM^as'  ^*"^*  ^^  wisdom  and  enterprise  makes  the  marginal  supplj 
it  is  in       price  a  little  higher  than  it  otherwise  would  be.     It  is  how- 
factoree.     ever  true  that  the  difference  between  the  two  cases  is  only 
one  of  degree;  since  the  growth  of  any  branch  of  mann&c- 
tures  may  be  retarded  perceptibly  by  any  fsJling-off  in  the 
ability  and  enterprise  of  the  leading  firms  engaged  in  il    It 
is  a  significant  Beu^t  that  the  chief  agricultural  improvem^ts 
have  been  made  by  landl<mls   who  have  themselves  heesi 
townsmen  or  at  least  have  associated  a  good  deal  with  towns- 
men, and  by  manufacturers  in  trades  subsidiary  to  agricul- 
ture*. 
Proanc-  §  ^'    This  brings  us  to  inquire  how  far  those  general 

'bmuid    tendencies  towards  production  on  a  large  scale,  which  we 
smaU  scale,  gtudied  in  Book  IV.,  are  applicable  to  agriculture  under 

modem  English  conditions. 

Aflri-  Firstly,  agriculture  must  be  spread  over  the  broad  Itnd: 

^^1^   raw  material  can  be  brought  to  the  manu&cturer  for  him 

alocaiiied  ^  vfork  on;   but  the  agriculturist  must  seek  his  woit 

nor  a         Again,  the  workers  on  the  land  must  adapt  their  work  to 

^^^ised  the  seasons,  and  can  seldom  confine  themselves  entirely  to 

industry.    ^^^  ^j^gg  ^f  y^Q^k;  and  in  consequence  agriculture,  even 

under  the  English  qrstem,  cannot  move  fast  in  the  directioD 

of  the  methods  of  manufacture. 

Bat  there         ^^^  yet  there  are  considerable  forces  tending  to  push  it 

g^^fa^  in  that  direction.    The  progress  of  invention  is  constantly 

moTe  it  to-  increasing  the  number  of  serviceable,  but  expensive  machines, 

methods     for  most  of  which  a  small  farmer  can  find  employment  dnriog 

fti^ISJSr    ojJy  ^  ^^'  short  time.    He  may  hire  some  of  them  firom 

people  who  make  it   their  busroess  to  undertake  stetm 

ploughing  and  thrashing;  but  there  are  many  of  which  he 

can  get  the  use  only  by  co-operation  with  lus  nei^boors; 


&  Mr  B.  Pkotharo  [Em^Htk  FrnmiMg,  Gh.  ti.)  gives  some  iBskaaoas  ef  pro- 
longed rwnslanoe  to  changea,  and  adds  that  an  Act  had  to  he  passed  inEncte^ 
as  late  as  1654  ^mgtijrmi  plowynse  hj  the  taile." 
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and  the  uncertainties  of  the  weather  prevent  this  plan  from   booe  ti. 
working  very  smoothly  in  practice*.  ob^ 

Again,  the  &rmer  requii*e8  ever  more  and  more  know-  it  requires 
ledge,  and  to  go  further  beyond  the  results  of  his  own  and  stanUy 
his  father's  experience  in  order  to  keep  abreast  of  the  changes  ^^^^3^^ 
of  the  day.     He  should  be  able  to  follow  the  movements  f^^  *^ 

.  1  •  1  1  increases 

of  agncultural  science  and  practice  closely  enough  to  see  the  econo- 
their  chief  practical  applications  to  his  own  farm.     To  do  all  ^t  by 
this  properly  requires  a  trained  and  versatile  mind ;  and  a  ^^zed 
fermer  who  has  these  qualities  could  find  time  to  direct  the  m«*hods  of 
general  course  of  the  management  of  several  hundred,  or  ment. 
even  of  several  thousand  acres;  and  the  mere  superintendence 
of  his  men's  work  in  matters  of  detail  is  not  a  task  fitting  for 
him.     The  work  which  he  ought  to  do  is  as  difficult  as  that 
of  a  large  manufeu^turer,  who  would  never  dream  of  spending 
his  own  strength  on  minute  supervision  which  he  can  easily 
hire  subordinates  to  do;  a  farmer  who  can  do  this  higher 
work,  must  be  wasting  his  strength  on  work  that  is  beneath 
him,  unless  he  employs  many  gangs  of  workmen  each  of  them 
under  a  responsible  foreman.    But  there  are  not  many  farms 
which  give  scope  for  this,  and  there  is  therefore  very  little 
inducement  for  really  able  men  to  enter  the  business  of 
&nning ;  the  best  enterprise  and  ability  of  the  country  gene- 
rally avoid  agriculture  and  go  to  trades  in  which  there  is 
room  for  a  man  of  first-rate  ability  to  do  nothing  but  high 
class  work,  to  do  a  great  deal  of  it,  and  therefore  to  get  high 
Earnings  of  Management. 

The  experiment  of  working  farms  on  a  very  large  scale  is 
difficult  and  expensive,  because  to  be  tried  properly  it  would 
require  farm  buildings  and  means  of  communication  specially 
adapted  to  it ;  and  it  would  have  to  overcome  a  good  deal  of 
resistance  from  custom  and  sentiment  not  altogether  of  an 
unhealthy  kind.    The  risk  also  would  be  great ;  for  in  such 

^  Horse-power  is  dearer  relatively  to  both  steam-power  and  hand-power 
in  Engift^i^  than  in  most  other  conntries.  England  has  taken  the  lead  in  the 
improTement  of  field  steam  machinery,  and  America  in  that  of  horse  machinery 
«Qd  hand  implements.  The  cheapness  of  horse-power  tells  generally  on  the  side 
of  moderate  sixed  farms  vertus  very  small  ones ;  bat  the  cheapness  of  steam-power 
(ells  on  the  side  of  very  large  farms,  except  in  so  far  as  the  use  of  field  steam 
ouMhbiery  can  be  hired  economically  and  at  oonyenient  times. 
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BOOK  VI.  cases  those  who  pioneer  often  fedl,  though  their  route  wbes 
^•''     well  trodden  may  be  found  to  be  the  easiest  and  best*. 
Another  If  it  be  assumed,  as  is  the  modem  fashion,  that  ^ 

^^**^  former  is  not  to  work  habitually  with  his  men  and  to 
^ther'  encourage  them  by  his  presence,  it  seems  best  for  tlie 
smaU         economy  of  production  that  farms  should  be  as  laroe  as 

farms  in.  •%!  i  t  ••  i».  ^t* 

the  work  of  IS  practicable  under  the  existmg  condition  of  land  tenure; 
fawner^andso  ^  ^  P^^  room  for  the  use  of  highly  specialized  ma- 
teke^Bome  ^^^^^  ^^^  ^^^  *^®  exercise  of  great  ability  on  the  part 
share.  of  the  farmer.  But  if  a  farm  is  not  very  large,  and  if,  tf 
is  often  the  case,  the  farmer  has  no  greater  ability  and 
activity  of  mind  than  is  commonly  to  be  found  among  the 
better  class  of  working  foremen  in  manu&ctures,  then  h 
would  be  best  for  others,  and  in  the  long  run  for  himself  that 
he  should  return  to  the  old  plan  of  working  among  his  men. 
Perhaps  also  his  wife  might  return  to  some  of  those  ligfatei 
tasks  in  and  near  the  farmhouse  which  tradition  ascribes  to 
her.  They  require  discretion  and  judgment,  they  are  not 
inconsistent  with  education  and  culture ;  and  combined  with 
it  they  would  raise  and  not  lower  the  tone  of  her  life,  and 
her  real  claims  to  a  good  social  position.  There  is  some 
reason  for  thinking  that  the  stem  action  of  the  principle 
of  natural  selection  is  now  displacing  those  fieurmers,  who  have 
not  the  faculty  to  do  difficult  head-work,  and  yet  decline  to 
do  hand-work.    Their  places  are  being  taken  by  men  of  more 

^  Oiir  knowledge  on  many  dispated  points  wooM  be  mochincreaaed  and  vataaUe 
guidance  gained  for  the  fatnre  if  some  private  persons,  or  joint-sto^  compaaiw, 
or  ooHiperatire  associations,  wonld  make  a  few  careful  experiments  of  what  ktvr 
been  called  "Faotoiy  farms."  On  this  plan  there  would  be  a  oontnl  mi  of 
buildings  (there  might  be  more  than  one)  from  which  roads  and  enen  h^ 
tramways  extended  in  all  directions.  In  these  buildings  the  recognized  priue^J^ 
of  factory  management  would  be  applied,  machinery  would  be  spedahaed  sad 
economized,  waste  of  material  would  be  avoided,  by  products  would  be  a^BkmL 
and  above  all  the  best  skill  and  managing  power  would  be  employed,  but  on^  fc>r 
its  proper  work. 

But  not  even  a  factory  farm  is  likely  to  compare  with  many  large  flaelerMi. 
in  each  of  which  five  thousand  operatives  are  congregated  m  a  single  CmIivt 
under  the  eye  of  one  man.  For,  since  there  are  for  each  tho»iaawdl  sgrkal- 
turists  in  England  and  Wales  nearly  thirty  acres  of  agricultural  land,  of  vkkfc 
about  ten  are  under  crops,  a  farm  that  employed  five  thousand  woriwrs  woaM  « 
the  average  contain  seventy  square  mUee  of  arable  land,  and  would  ezlend  lo  mat 
than  two  hundred  square  miles  if  it  had  its  share  of  permanent  ] 
land. 
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than  average  natural  ability  who,  with  the  help  of  modem  book  vi. 
education,  are  rising  from    the  ranks  of  labourers;    who     °^  ^' 
are  quite  able  to  manage  the  ordinary  routine  work  of  a 
model  farm ;  and  who  are  giving  to  it  a  new  life  and  spirit 
by  calling  their  men  to  come  and  work,  instead  of  telling 
them  to  go  and  work.     Very  large  farms  being  left  out  of 
view,  it  is  with  rather  small  farms  worked  on  these  principles 
that  the  immediate  future  of  English  agriculture  seems  to 
lie.     Very  small  holdings  however  have  great  advantages  veiy  smaU 
wherever  so  much  care  has  to  be  given  to  individual  plants,  ^oi^Nfs- 
that  machinery  is  out  of  place ;  and  there  is  reason  for  hoping 
that  they  will  continue  to  hold  their  own  in  raising  vegeta- 
bles, flowers  and  fruit. 

§  9.     We  may  next  consider  how  far  landlords  will  in  The  in- 
their  own  interest  adjust  the  size  of  holdings  to  the  real  ^^rds 
needs  of  the  people.    Small  holdings  often  require  more  ex-  a»d  of  the 
pensive   buildings,  roads  and  fences,  and  involve  greater  regwda 
trouble  and  incidental  expenses  of  management  to  the  land-  ^. 
lord  in  proportion  to  their  acreage  than  do  large  holdings; 
and  while  a  large   farmer  who  has  some  rich   land  can 
turn  poor  soils  to  good  account,  small  holdings  will  not 
flourish  generally  except  on  good  soiP.    Their  gross  rental  Their  gross 
per  acre  must  therefore  always  be  at  a  higher  rate  than  that  JfSlys'be 
of  large  farms.    But  it  is  contended  that,  especially  when  ^^  '^ 
land  is  heavily  burdened  by  settlements,  landlords  are  un-  their  acre- 
willing  to  incur  the  expense  of  subdividing  farms,  unless  ^^' 
they  see  their  way  to  rents  for  small  holdings  that  will  give 
them,  in  addition  to  high  profits  on  their  outlay,  a  heavy  But  it  is 
insurance  fund  against  the  chance  of  having  to  throw  the  JJ^eUmes 
holdings  together  again ;  and  that,  in  many  parts  of  the  ^^^^ 
country,  the  rental  for  small  holdings  and  especially  for  those 
of  only  a  few  acres  is  extravagantly  high.     Sometimes  the 
prejudices  of  the  landlord  and  his  desire   for  undisputed 

^  The  interpretation  of  this  term  yaries  with  local  conditions  and  individual 
wants.  On  permanent  pasture  land  near  a  town  or  an  indnstrial  district  the 
advantages  of  small  holdings  are  perhaps  at  their  maTJmnm,  and  the  disad- 
vantages at  their  minimom.  If  the  land  is  arable,  it  most  not  be  light,  hot 
strong,  and  the  richer  the  better ;  and  this  is  especially  the  case  with  holdings 
80  small  as  to  make  much  use  of  the  spade.  If  the  land  is  hilly  and  broken 
the  small  coltivator  loses  but  little  from  his  want  of  command  of  machinery. 
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BOOK  VI.  authority  make  him  positively  refuse  to  sell  or  let  land  to 
^*  ^     persons  who  are  not  in  harmony  with  him  on  social,  politkai 
or  religious  questions;  but  it  seems  certain  that  evils  of  Uiis 
kind  have  always  been  confined  to  a  few  districts,  and  that 
they  are  rapidly  diminishing, 
and  that  is        But  they  rightly  attract  much  attention.     For  there  is  a 
Se^Sc*^  P^^lic  need  for  small  holdings,  as  well  as  large,  in  evm 
interest,     district.     They  increase  the  number  of  people   who  art 
working  in  the  open  air  with  their  heads  and  their  hands: 
and  they  give  to  the  agricultural  labour  a  stepping-stone 
upwards,  prevent  him  from  being  compelled  to  leave  agii- 
cultiure  to  find  some  scope  for  his  ambition,  and  they  check 
the  great  evil  of  the  continued  flow  of  the  ablest  and  bravest 
iarm  lads  to  the  towns. 
Allot-  Moreover  very  small  holdings,  which  can  be  worked  by 

™^  people  who  have  some  other  occupation,  and  also  allotment? 

and  large  gardens,  render  great  services  to  the  State,  as  well 
as  to  those  who  cultivate  them.  They  break  the  monotony 
of  existence,  they  give  a  healthy  change  from  indoor  life, 
they  offer  scope  for  variety  of  character  and  for  the  play  of 
fancy  and  imagination  in  the  arrangement  of  individual  life: 
they  afford  a  counter  attraction  to  the  grosser  and  baser 
pleasures ;  they  often  enable  a  family  to  hold  together  that 
would  otherwise  have  to  separate;  under  favourable  cod* 
ditions  they  improve  considerably  the  material  condition  of 
the  worker ;  and  they  diminish  the  fretting  as  well  as  the 
positive  loss  caused  by  the  inevitable  interruptions  of  their 
ordinary  work. 
There  And  lastly  though  peasant  proprietorship,  as  a  system,  k 

no  artificial  uusuited  to  the  economic  conditions  of  England,  to  her  soil, 
to°p«i»?*^  her  climate,  and  the  temper  of  her  people,  yet  there  are  a 
ants'  pro-  few  peasant  proprietors  in  England  who  are  perfectly  happy 
in  this  condition ;  and  there  are  a  few  others  who  would  buy 
small  plots  of  land  and  would  live  happily  on  them,  if  they 
could  get  just  what  they  wanted  where  they  wanted  it 
Their  temper  is  such  that  they  do  not  mind  working  hard 
and  living  sparely,  provided  they  need  call  no  one  master: 
they  love  quiet  and  dislike  excitement ;  and  they  have  a 
great  capacity  for  growing  fond  of  land.     Reasonable  oppor- 
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tunity  should  be  given  to  such  people  to  invest  their  savings 
in  small  plots  of  land,  on  which  they  may  raise  suitable 
crops  with  their  own  hands;  and  at  the  very  least  the 
present  grievous  legal  charges  on  the  transfer  of  small  plots 
should  be  diminished\ 

Co-operation  might  seem  likely  to  flourish  in  agriculture 
and  to  combine  the  economies  of  production  on  a  large  scale 
with  many  of  the  joys  and  the  social  gains  of  small  pro- 
pertie&  But  it  requires  habits  of  mutual  trust  and  con- 
fidence ;  and  unfortunately  the  bravest  and  the  boldest,  and 
therefore  the  most  trustful,  of  the  countrymen  have  always 
moved  to  the  towns,  and  agriculturists  are  a  suspicious  race. 


BOOE  VI. 
CH.  X. 


Co-opera- 
tion lias 
great  op- 
portnnities 
bnt  also 
great  diffi- 
culties in 
agrionl- 
tore. 


1  Many  yilla  gardens  are  entered  in  oor  Agricoltoral  Betnms  as  small  hold- 
ings. Bnt,  even  allowing  for  that  fact,  the  following  table  for  the  year  1885  shows 
that  the  supply  of  such  holdings,  other  than  allotments,  is  not  very  small,  though 
indeed  U  ia  imerenly  distributed. 


ClMriflcation  of  Holdingi. 

Percentage 
of  Area  of 
BDiilandin 
ea<mClais. 

No.  of  Holdings  of  each  Claw. 

England. 

Wales. 

Scotland. 

1,860 

21,468 

22,132 

10,677 

9,778 

12,549 

2,034 

682 

90 

Ireland. 

Of  1  acre  bnt  nnder    1 

Of  1  not  exceeding      6 

Abore         6      „        „           «0 

»      „        „           60 

50      „         „          100 

100      „         „         800 

800      ..         „          500 

500      „         „       1,000 

„      1,000 

0*04 

115 

4-89 

8-60 

1819 

41-82 

17-89 

10-88 

2-95 

21,069 

103,229 

109,285 

61,146 

44,893 

59,180 

11,452 

4,181 

565 

1,088 

11,044 

17,889 

12,826 

10,044 

7,844 

889 

68 

8 

'    49,744 
61,876 

1.865,113 

56,172 

}  30,860 

}     1.584 

Total 

414,950 

60,190 

80,715 

565,313 

From  this  table  it  will  be  seen  that  the  number  of  holdings  nnd^  50  acres  in 
Great  Britain  in  1885  was  892,208.  A  Report  of  the  Board  of  Agricnltnre  for  1890 
BhowB  that  this  number  had  risen  in  1889  to  409,422,  and  that  at  the  same  time 
there  were  455,005  ordinary  detached  allotments  onder  an  acre  in  addition  to 
262,614  cottage  gardens  of  an  eighth  of  an  acre  and  upwards;  and  these,  together 
^^  ** potato  grounds*'  and  cow-runs,  bring  up  the  total  number  of  instances  of 
peHte  cultHrt  in  Great  Britain  to  1,800,746. 

For  further  statistical  information  see  an  excellent  paper  by  Major  Craigie 
On  the  Size  and  IHstribvium  of  AgrietdturaL  Holdinga  in  England  and  Abroad 
in  the  Staiistieal  Journal  for  ICarch,  1887,  and  a  body  of  Reports /rom  Her  Miyetty'a 
^*pre»tntaHve9  abroad  on  the  potitton  of  Peatant  Proprietors  in  the  countries  in 
^hich  they  reside^  published  in  1891,  from  which  it  appears  that  the  indebtedness 
<rf  peasant  proprietors  is  increasing  in  Austria,  Belgium,  Denmark,  HoUand  and 
Sweden,  but  not  in  France,  Germany  and  Switzerland. 
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BOOK  VI.  Co-operative  movements  in  agriculture  therefore  most  needs 

^'^'     be  very  cautious,  until  the  way  has  been  well  prepared  for 

them  by  the  less  ambitious  but  safer  system  of  profit-sharii^. 

As  co-operation  might  combine  more  of  the  advantages 

of  all  systems  of  tenure,  so  the  cottier  system  of  Ireland  often 

combined  the  disadvantages  of  all;  but  its  worst  evils  and 

their  causes  are  rapidly  disappearing,  and  the   economic 

elements  of  the  problem  are  just  now  overshadowed  by  the 

political     We  must  therefore  pass  it  by^ 

The  §  10.    The  failures  of  the  English  system  of  land  tenure 

^^n'of   in  Lreland  have  brought  into  clear  relief  difficulties  whidi 

^?^^    are  inherent  in  it,  but  which  have  been  kept  in  the  }mtk' 

tive  in  its    ground  in  England  by  the  conformity  of  the  system  to  the 

bat  agri.     business  habits  and  the  character  of  the  people.     The  chief 

offers  mat  of  thcse  difficulties  arise  from  the  £Eict  that  while  the  system 

jjj^^^  is  competitive  in  its  essence,  the  conditions  of  agriculture 

»»^free     even  in  England  offer  a  strong  resistance  to  the  full  action 

competi-     of  free  competition.    And,  to  begin  with,  there  are  special 

*°"*  difficulties  in  ascertaining  the  fects  on  which  that  action 

must  be  based. 
XHfflcni^  Wo  have  just  noticed  the  difficulty  of  keeping  exact  £eutd- 

whiTftre"^  ing  accounts :  to  this  must  be  added  that  a  farmer's  calcula- 
^^P^   ,  tions  as  to  the  rent  which  it  is  worth  his  while  to  under- 

pnoes  and 

harvests,  take  to  pay,  are  further  hampered  by  the  difficulty  of  decid- 
ing what  is  a  normal  harvest  and  a  normal  level  of  price& 
For  good  and  bad  seasons  come  so  much  in  cycles  that  many 
years  are  required  to  afford  a  trustworthy  average  of  them': 

1  The  Kcardian  theory  of  rent  ought  not  to  bear  the  greater  part  of  tfe 
blame  that  has  been  commonly  thrown  on  it,  for  those  mistakes  iduch  SqgUi 
legislators  made  during  the  first  half  of  this  oentory  in  trying  to  fane  tke 
English  system  of  land  tennre  on  India  and  Ireland.  The  theoory  eeuutat 
itself  with  the  causes  that  determine  the  amount  of  the  Prodneer's  snylsi 
from  land  at  any  time ;  and  no  great  harm  was  done  when  this  svptas  was 
regarded  as  the  landlord's  share,  in  a  treatise  written  for  the  use  of  SagB^ 
men  in  England.  It  was  an  error  in  jmrisprndenoe  and  not  in  efonflwiitB  tfast 
caused  our  legislators  to  offer  to  the  Bengal  tax  ooUeetor  and  Iriah  huidlsrd 
facilities  for  taking  to  themselves  the  whole  property  of  a  cnltiTatiiig  turn, 
which  consisted  of  tenant  and  landlord  in  the  case  of  Lrelaiid,  and  in  tbt  tarn 
of  Bengal,  of  the  Government  and  tenants  of  varioiis  grades ;  for  the  tax  coOttim 
was  in  most  cases  not  a  true  member  of  the  firm,  but  only  one  of  its  av- 
vants.  Bot  wiser  and  jaster  notions  are  prevailing  now  in  the  GovenoMBl  if 
India  as  well  as  of  Ireland. 

>  Compare  Tooke  and  Newmarch,  Histoty  of  Priett^  VoL  vi.  .^p.  m. 
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and  in  those  many  years  the  industrial  environment  is  likely  booe  vi. 
to  have  changed  much ;  the  local  demand,  the  facilities  for     ^'^' 
selling  his  own  produce  in  distant  markets  and  those  which 
assist  competitors  from  a  distance  to  sell  their  produce  in  his 
local  markets  may  all  have  changed 

The  landlord  in  determining  what  rent  to  accept  is  met  Difficoity 
by  this  difficulty  and  also  by  another,  arising  out  of  variations  ^^r&cai 
in  the  standards  of  ability  among  farmers  in  different  parts  J^f^^ 
of  the  country.    The  Producer's  Surplus,  or  English  rent,  of  »*^^JJ^<^ 
a  farm  is  that  excess  which  its  produce  yields  over  its  ex-  farming 
penses  of  cultivation,  including  normal  profits  to  the  farmer ;  enterprise, 
it  being  assumed  that  that  Ssmner  s  ability  and  enterprise 
are  such  as  are  normal  for  &rms  of  that  class  in  that  place. 
The  difficulty  in  view  is  to  decide  whether  these  last  words 
are  to  be  interpreted  broadly  or  narrowly. 

It  is  clear  that  if  a  farmer  falls   below  the  standard  Ethical  and 
of  ability  of  his  own  district,  if  his  only  forte  is  in  driving  elements 
hard  bargains,  if  his  gross  produce  is  small   and   his  net^J^ 
produce  even  smaller  in  proportion;  in  such  a  case  the  ^^^J^^ 
landlord  acts  in  the  interest  of  all  when  he  hands  over 
the  farm  to  a  more  competent  tenant,  who  will  pay  better 
wages,  obtain  a  much  higher  net  produce  and  pay  a  some- 
what  higher  rent.     On  the  other  hand,  when   the  local 
standard  of  normal  ability  and  enterprise  is  low,  it  is  not 
clearly  right  from  an  ethical  point  of  view,  nor  is  it  clearly 
in  the  business  interests  of  the  landlord  in  the  long  run,  that 
he  should  endeavour  to  take  to  himself  a  greater  rent  than 
can  be  paid  by  a  feumer  who  reaches  that  standard ;  even 
though  it  could  be   obtained  by  importing  a  fiEinner  from 
another  district  in  which  the  standard  is  higher*. 

1  Difficulties  of  this  kind  are  practically  solved  by  compromises  which  experience 
has  justified,  and  which  are  in  accordance  with  the  scientific  interpretation 
of  the  term  *' normal."  If  a  local  tenant  showed  extraordinary  ability,  the 
Undlord  would  be  thought  grasping  who,  by  threatening  to  import  a  stranger, 
tried  to  extort  a  higher  rent  than  the  normal  local  farmer  could  make  the 
Uod  pay.  On  the  other  hand,  a  farm  being  once  .vacant,  the  landlord 
would  be  thought  to  act  reasonably  if  he  imported  a  stranger  who  would 
Bet  a  good  model  to  the  district,  and  who  shared  about  equaUy  with  the  land- 
k>rd  the  extra  net  surplus  due  to  his  ability  and  skill,  which,  though  not  strictly 
•peaking  exceptional,  were  yet  above  the  local  standard.  Compare  the  action 
of  Settlement  Officers  in  India  with  regard  to  equally  good  land  cultivated  by 
•oergetic  and  unenergetic  races,  noticed  in  the  foot-note  on  p.  685. 
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BOOK  VI.  Closely  related  to  this  question  is  one  as  to  the  freedom 
^'  ^  the  tenant  should  have  to  develop  the  natural  capabilities  of 
'^^  ,  his  land  at  his  own  risk,  with  the  understanding  that  if  he  is 
freedom  to  successful  he  is  to  retain  something  more  than  mere  nornnl 
reap  the  profits  on  his  enterprise.  So  far  as  minor  improvem^its  go, 
^J^^l.  this  diflSculty  is  in  a  great  measure  met  by  long  leases. 
ments.  These  have  done  much  for  Scotland :  but  they  have  disadvan- 
tages of  their  own*. 

Custom,  and,  within  recent  years,  legislation,  hare  given 
the  English  tenant  claims  for  compensation  for  improve- 
ments made  by  him  which  do  not  alter  the  character  of  his 
holding,  and  the  fiiiits  of  which  come  in  quickly.  But  he 
cannot  claim  the  compensation  till  he  quits  his  tenancy  : 
and  it  is  theoretically  possible  for  a  hard  landlord  to  exact 
more  than  a  fair  rent  from  an  improving  &rmer  who  has  an 
affection  for  his  ancestral  home.  Such  cases  are  howev^ 
rare*. 
Conflict  §  11.     Finally  a  word  may  be  said  as  to  private  and 

pubUclmd  public  interests  with  regard  to  open  spaces  in  towns.  Wake- 
teresteitt  ^®'^  ^^^  *^^  American  economists  have  taught  us  how  a 
^em^er  sparsely  inhabited  new  district  is  enriched  by  the  edvent 
on  open      of  every  new  settler.    The  converse  truth  is  that  a  closely 

^  The  chief  of  these  is  that  a  great  change  in  the  Industrial  EnTiroimMBl 
in  its  broader  sense  (Conjonctnr),  if  favourable  to  the  land  maj  aoricfa  ik» 
leaseholder  without  any  merit  of  his  own;  and  if  nnfaToorable  maj  bnak 
him  in  spite  of  his  best  efforts.  The  opening  op  of  the  wheat  fidda  of  the 
North- West  of  America  struck  some  Scotch  farmer*  with  long  leaaas  aliiuNt 
as  heavily  as  it  did  many  peasant  proprietors  in  the  West  of  Sorope.  Is 
Sir  James  Caird  points  oat  {Landed  Interest,  Ch.  xi.)  the  Eari  of  Leiooster^s 
plan  of  allowing  the  tenant  proper  freedom  of  cropping,  till  the  last  focr 
years  of  his  lease,  would  remove  many  other  evils  that  have  attached  to,  bat 
are  not  inherent  in  the  system. 

3  The  Agricultural  Holdings  Act  of  1881  enforces  customs  which  Mr  Post's 
committee  eulogized,  but  did  not  propose  to  enforce.  Many  improvemeDls  art 
made  partly  at  the  expense  of  the  landlord  and  partly  at  that  of  the  i 
the  former  supplying  the  materials,  and  the  latter  the  labour.  In  other  i 
it  is  best  that  the  landlord  should  be  the  real  undertaker  of  the  i 
ments,  bearing  the  whole  expense  and  risk,  and  realiiing  the  whole  gain. 
Partly  for  the  sake  of  simplicity  in  working,  the  law  provides  thst  co—piMa 
tion  for  permanent  improvements  can  be  claimed  only  if  they  have  been  mmi§ 
with  the  consent  of  the  landlord.  But  Prof.  Nicholson  argues  wtth  great  lone 
{Tenant's  gain  not  Umdhrd's  loss,  Ch.  x.)  that  the  tenant  should  be  aDowed 
to  claim  for  all  improvements  necessary  for  good  husbandry,  after  giving  the 
landlord  notice  and  time  to  make  them  himself,  provided  only  they  do  noC  ahv 
the  character  of  the  holding. 
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peopled  district  is  impoverished  by  every  one  who  adds  a  book  vi. 
new  building  or  raises  an  old  one  higher.  The  want  of  air  ^°' ^' 
and  light,  of  peaceful  repose  out  of  doors  for  all  ages  and  of 
healthy  play  for  children,  exhausts  the  energies  of  the  best 
blood  of  England  which  is  constantly  flowing  towards  our 
large  towns.  By  allowing  vacant  spaces  to  be  built  on 
recklessly  we  are  committing  a  great  blunder  from  a  busi- 
ness point  of  view,  since  for  the  sake  of  a  little  material 
wealth  we  are  wasting  those  energies  which  are  the  factors 
of  production  of  all  wealth;  and  we  are  sacrificing  those 
ends  towards  which  material  wealth  is  only  a  means.  It  is 
a  diflScult  question  to  decide  how  for  the  expense  of  clearing 
open  spaces  in  land  already  built  on,  should  &11  on  the 
neighbouring  owners ;  but  it  seems  right  that  for  the  future 
every  new  building  erected,  save  in  the  open  country,  should 
be  required  to  contribute  in  money  or  in  kind  towards  the 
expenses  of  open  places  in  its  neighbourhood  \ 

We  are  however  trenching  on  those  general  relations 
between  collective  and  private  interests,  which  we  shall 
have  to  study  carefully  at  a  later  stage.  We  shall  then  and  in 
have  to  face  several  ethico-economic  problems  as  to  the  Otters, 
limits  of  perpetual  private  rights  in  land  "from  the  centre 
of  the  earth  to  the  sky  above  it;"  we  shall  have  to  enter  on 
such  questions  as  whether  the  interests  of  the  mine-owner 
make  him  sufficiently  careful  of  Nature's  stored-up  treasures, 
especially  when  they  occur  in  poor  seams;  and  again 
whether  there  is  a  balance  of  public  advantage  in  allowing 
the  shopkeeper  in  a  town  who  has  given  a  special  value  to 
his  premises  by  the  ability  with  which  he  has  done  business 
in  them,  a  similar  claim  to  compensation  for  disturbance 
to  that  which  has  been  recognized  in  the  case  of  the  im- 
proving agricultural  tenant. 

^  It  must  be  borne  in  mind  that  a  special  tax  on  new  building  land  would  how- 
ever tend  to  give  something  of  a  monopoly  valae  to  the  land  already  built  on,  and 
thus  raise  groand-rents  of  existing  boildings. 
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CHAPTER  XI. 

GENERAX  VIEW  OF  DISTRIBUTION. 


BOOK  Ti.         §  1.     In  the  Summary  at  the  end  of  Book  V.  we  traced  a 
°°'"'    continuous  thread  running  through  and  connecting  the  appli- 
The  cations  of  the  general  theory  of  equilibrium  of  demand  and 

dven  in  Supply  to  different  periods  of  time ;  from  those  so  short  that 
Ck  x^*.  ^^*  ^^  production  could  exercise  no  direct  influence  on  ?alne, 
to  those  so  long  that  the  supply  of  the  appliances  of  produc- 
tion could  be  fairly  well  adjusted  to  the  indirect  demand  for 
them,  which  is  "  derived "  from  the  direct  demand  for  the 
commodities  which  they  produce. 
is  con-  Looking  back  over  the  last  eight  Chapters  we  now  have 

the^preMnt  ^  trace  another  thread  of  continuity ;  but  it  lies  transverselj 
o^v^ch^  to  the  thread  connecting  different  periods  of  time,  and  rests 
traces  a  upon  it.  The  thread  which  we  are  to  pursue  in  our  present 
continuity  Summary,  connects  the  various  agents  and  appliances  6r 
tra^verse  production  material  and  human,  and  establishes  a  fimda- 
earUer  one.  mental  unity  between  them,  in  spite  of  their  important 
differences  of  outward  feature. 

There  is  a  general  correspondence  between  the  causes 

that  govern  the  supply  prices  of  Material  and  of  Perscmal 

capital:   the  motives  which   induce  a  man  to  aocumolate 

Personal  capital  in  his  son's  education,  are  similar  to  those 

which  control  his  accumulation  of  Material  capital  for  his 

The  causes  SOU.    There  is  a  continuous  transition  from  the  £Ekther  wbo 

^*e^Uie'   works  and  waits  in  order  that  he  may  bequeath  to  his  son  a 

normal       rich  and  firmly-established  manufacturing  or  trading  busineas, 

pnces  of     to  One  who  works  and  waits  in  order  to  support  his  son  whik 


Digitized  by  VjOOQ  iC 


A  SUMMARY.  705 

be  is  slowly  acquiring  a  thorough  medical  education,  and  book  vi. 
ultimately  to  buy  for  him  a  lucrative  practice;  and  again    ^*"' 
there  is  the  same  continuous  transition  from  him  to  one  who  Material 
works  and  waits  m  order  that  his  son  may  stay  long  at  school,  sonai 
and  afterwards  work  for  some  time  almost  without  pay  while  ^Sy    "* 
learning  a  skilled  trade,  instead  of  being  forced  to  support  ^^^5a*° 
himself  early  in  an  unskilled  occupation,  such  as  that  of  an  ci»ar»ct«r, 
errand-boy,  which  leads  the  way  to  no  future  advance,  and 
therefore  oflTers  comparatively  high  wages  to  young  lads. 

It  is  indeed  true  that  the  only  persons,  who,  as  society  is  in  spite  of 
now  constituted,  are  very  likely  to  invest  much  in  developing  ^Unces. 
the  Personal  capital  of  a  youth's  abilities  are  his  parents:  and 
that  many  first-rate  abilities  go  for  ever  uncultivated  because 
no  one,  who  can  develop  them,  has  had  any  special  interest 
in  doing  so.  This  fact  is  very  important  practically,  for  its 
effects  are  cumulative.  But  it  does  not  give  rise  to  a  funda- 
mental difference  between  material  and  human  agents  of 
production :  for  it  is  analogous  to  the  fact  that  much  good 
land  is  poorly  cultivated  because  those  who  would  cultivate 
it  well  have  not  access  to  it. 

Again,  since  human  beings  grow  up  slowly  and  are  slowly 
worn  out,  and  parents  in  choosing  an  occupation  for  their 
children  must  as  a  rule  look  forward  a  whole  generation, 
changes  in  demand  take  a  longer  time  to  work  out  their  full 
effects  on  supply  in  the  case  of  human  agents  than  of  most 
kinds  of  material  appliances  for  production ;  and  a  specially 
"  long "  period  is  required  in  the  case  of  labour  to  give  full 
play  to  the  economic  forces  which  tend  to  bring  about  a 
normal  adjustment  between  demand  and  supply \ 

§  2.     That  part  of  a  man's  income  which  he  owes  to  the  The  income 

^  Comp.  Book  IV.  Ch.  v.  yi.  vu.  and  xn.;  and  Book  vi.  Ch.  iv.  v.  and  vn. 
To  state  nearly  the  same  thing  in  another  way,  when  we  are  considering  periods 
of  moderate  length — say  of  a  few  years — the  average  earnings  of  skill  or  ability 
of  any  kind,  have  to  be  regarded  more  as  a  Quasi-rent  determined  by  the 
demand  for  their  services,  and  less  as  normal  profits  on  the  labour  and  waiting 
iieeded  for  the  acquirement  of  that  skill  or  ability,  than  is  the  case  with  regard  to 
nch  material  appliances  for  prodaction  as  are  quickly  made  and  quickly  worn 
oat.  But,  on  the  other  hand,  a  great  part  of  the  earnings  of  a  worker  are  the 
payment  required  to  induce  him  to  undergo  a  certain  strain  or  fatigue.  And  this 
°uiy  be  regarded  as  the  Prime  cost  of  his  labour,  while  the  remainder  is  the 
Supplementary  cost  required  to  make  up  in  the  long  run  its  Total  supply  price. 

M.  45 
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BOOK  71.  possession  of  extraordinary  natural  abilities  may  be  r^arded 

^^"'    by  him  as  analogous  to  the  rent  of  other  free  gifts  of  naum, 

derived      guch  as  the  "  inherent "  properties  of  land     But  in  refiaenee 

from  rare  ,  ,     ,  * 

natnrai  to  normal  prices,  it  18  to  be  classed  rather  with  the  profit 
is  a  rent  derived  by  free  settlers  from  the  cultivation  of  new  knd, 
^iStS^  or  again  with  the  find  of  the  pearl-fisher.  The  plot  of  ok 
view  of  the  settler  turns  out  better  and  that  of  another  worse  than  va? 

mdividiial, 

but  not  for  expected ;  the  good  find  of  one  dive  of  the  pearl-fisher  ootb- 
pos^^f  the  pensates  for  many  others  that  are  fruitless :  and  the  higb 
iwiraSa^'    income  which  one  barrister,  or  engineer,  or  trader  earns  by 
value.        Jiig  natural  genius  has  to  be  counted  with  the  comparathre 
failures  of  many  others ;  they  perhaps  appeared  of  no  ks^ 
promise  when  young,  and  they  received  as  costly  an  educa- 
tion and  start  in  life,  but  their  services  to  production  were 
less  than  his  in  proportion  to  their  cost 

The  ablest  business  men  are  generally  those  who  get  the 

highest  profits,  and  at  the  same  time  do  their  work  most 

cheaply ;  and  it  would  be  as  wasteful  if  society  were  to  givt 

their  work  to  inferior  people  who  would  undertime  to  do  it 

more  cheaply,  as  it  would  be  to  give  a  valuable  diamond  t*' 

be  cut  by  a  low  waged  but  unskilled  cutter.     And,  just  as 

the  wages  of  skilled  cutters  enter  into  the  normal  sapfij 

price  of  cut  diamonds,  so  the  Earnings  of  Management  of 

able  business  men  enter  into  the  normal  supply  price  of  the 

goods  which  they  provide*. 

AppUca-  §  3.    The  marginal  efficiency  of  human  agents  of  prodoc- 

J^^^*^®  tion  supported  by  Wage-capital  on  the  one  hand,  and  that  ii 

S^^xuirv    ^^^*'®r^^l  agents  on  the  other,  are  weighed  against  one  another 

and  Bemu-  and  compared  with  their  marginal  costs ;  and  each  tends  to 

'^'    be  applied  as  far  as  it  is  more  efficient  than  the  other  in 

Business     proportion  to  its  cost.     A  chief  frmction  of  business  Under- 

taSere  are  takers  is  to  facilitate  the  free  action  of  this  great  Law  of 

by^wSSe*  Substitution.    Generally  to  the  public  benefit,  but  sometimes 

™«m8        in  opposition  to  it,  they  are  constantly  comparing  the  services 

Substitn-    of  machinery,  and  of  labour,  and  again  of  unskilled  and  skilled 

weighs       labour,  and  of  extra  foremen  and  managers ;  they  are  ooo- 

*^*^^**"^stantly  devising  and  experimenting  with  new  arrangemects 

1  Compare  Book  v.  Gh.  ix.  §§  2,  8;  Book  yi.  Cb.  v.  $  7,  tad  Gh.  tzd.  { 1 
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which  involve  the  use  of  different  £Eu;tors  of  production,  and   book  yi. 
selecting  those  most  profitable  to  themselves*.  ob,v. 

The  eflSciency  as  compared  with  the  cost  of  almost  every  another  the 

•^  *  ,  *'  semces  of 

class  of  labour,  is  thus  continually  being  weighed  in  the  the  dif. 
balance  in  one  or  more  branches  of  production  against  indasimi 
some  other  classes  of  labour:  and  each  of  these  in  its  turn  *^^"*®*- 
against  othera  This  competition  is  primarily  "vertical:" 
it  is  a  struggle  for  the  field  of  emplo}anent  between  groups 
of  labour  belonging  to  different  grades,  but  engaged  in  the 
same  branch  of  production,  and  inclosed,  as  it  were,  between 
the  same  vertical  walls.  But  meanwhile  "  horizontal  '*  com- 
petition is  always  at  work,  and  by  simpler  methods:  for, 
firstly,  there  is  great  fireedom  of  movement  of  adults  from 
one  business  to  another  within  each  trade;  and  secondly, 
parents  can  generally  introduce  their  children  into  almost 
any  other  trade  of  the  same  grade  with  their  own  in  their 
neighbourhood.  By  means  of  this  combined  vertical  and 
horizontal  competition  there  is  an  effective  and  closely  ad- 
justed balance  of  pa}nnents  to  services  as  between  labour  in 
different  grades ;  in  spite  of  the  fact  that  the  labour  in  any 
one  grade  is  mostly  recruited  even  now  from  the  children  of 
those  in  the  same  grade*. 

The  working  of  the  Law  of  Substitution  is  thus  chiefly  The  action 
mdirect.     When  two  tanks  containing  fluid  are  joined  by  a  uioMh    ^ 
pipe,  the  fluid,  which  is  near  the  pipe  in  the  tank  with  the  ^^ 
higher  level,  will  flow  into  the  other,  even  though  it  be  rather  ^^^^ " 
viscous ;  and  thus  the  general  levels  of  the  tanks  will  tend  thoroMh 
to  be  brought  together,  though  no  fluid  may  flow  from  the  J^.  ^  **°* 
further  end  of  the  one  to  the  further  end  of  the  other; 
and  if  several  tanks  are  connected  by  pipes,  the  fluid  in  all 
will  tend  to  the  same  level,  though  some  tanks  have  no 
<iirect  connection  with  others.     And  similarly  the  Law  of 
Substitution  is  constantly   tending  by   indirect  routes  to 
apportion  earnings  to  efficiency  between  trades,  and  even 
between  grades,  which  are  not  directly  in  contact  with  one 
another,  and  which  appear  at  first  sight  to  have  no  way 
of  competing  with  one  another. 

^  Compare  Book  v.  Ch.  m.  §  8;  and  Book  vi.  Ch.  i.  g  2,  and  Ch.  vn.  §  2. 
'  Compare  Book  iv.  Ch.  vi.  §  7;  Book  vi.  Ch.  v.  §  2. 
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BOOK  VI.         §  4.    There  is  no  breach  of  continuity  as  we  ascend  boR 

^'"'    the  unskilled  labourer  to  the  skilled,  thence  to  the  foreman 

The  TOM-    to  the  head  of  a  department,  to  the  general  manager  of  a  Urje 

bosiness     business  paid  partly  by  a  share  of  the  profits,  to  the  jiaia 

^m        partner,  and  lastly  to  the  head  partner  of  a  large  priTste 

business :  and  in  a  joint-stock  company  there  is  even  scuDe- 

what  of  an  anti-climax  when  we  pass  from  the  directois  U* 

the  ordinary  shareholders,  who  undertake  the  chief  ultimate 

risks  of  the  business.    Nevertheless  business  undertakers  are 

to  a  certain  extent  a  class  apart. 

makes  the         For  while  it  is  through  their  conscious  agency  that  the 

Sbe^Siw  of  ^^  ^^  Substitution  chiefly  works  in  balancing  one  fiactor  of 

^a*»tita.    production  against  another;  with  regard  to  them  it  has  no 

regard  to    other  agency  than  the  indirect  influence  of  their  own  con^ 

discrimi.     petition.     So  it  works  blindly,  or  rather  wastefuUy ;  it  foroef 

and 


wasShS^  many  to  succumb  who  might  have  done  excellent  work  if 
they  had  been  &voured  at  first:  and,  in  conjunction  with  the 
Law  of  Increasing  Return,  it  strengthens  those  who  are 
strong,  and  hands  over  the  businesses  of  the  weak  to  those 
who  have  already  obtained  a  partial  monopoly. 

But  on  the  other  hand  there  is  also  a  constant  increase 
in  the  forces  which  tend  to  break  up  old  monopolies,  and 
to  offer  to  men,  who  have  but  little  capital  of  their  owit 
openings  both  for  starting  new  businesses  and  for  rising  into 
posts  of  command  in  large  public  and  private  ccmcems :  aod 
these  forces  tend  to  put  business  ability  in  command  of  the 
capital  required  to  give  it  scope. 

On  the  whole  the  work  of   business  managem^it  is 

their  work  done  cheaply — not  indeed  as  cheaply  as  it  may  be  in  ^ 

^emore  future  when  men's  collective  instincts,  their  sense  of  daiv 

^J^^    and    their   public    spirit   are    more    fully   developed,  and 

but  it  18  '    when  society  exerts  itself  more  to  develop  the  latent  feed- 

society       ties  of  those  who  are  bom  in  a  humble  station  of  life,  to 

more  toan  diminish  the  secrecy  of  business,  and  in  other   ways  to 

It  costs.      Yield  in  check  the  more  wasteful  forms  of  speculation  and 

of  competition  for  custom :  but  yet  so  cheaply  that  it  ogd- 

tributes  to  production  more  than  the  equivalent  of  its  pay. 

For  the  business  undertaker,  like  the  skilled  artisan,  renders 

services  which  society  needs,  and  which  it  would  probably 
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have  to  get  done  at  a  higher  cost  if  he  were  not  there  to  book  vi. 
do  them\  ^^Lff- 

The  similarity  between  the  causes  that  determine  the  Contruto 
normal  rewards  of  ordinary  ability  on  the  one  hand,  and  flodtu^ 
of  business  power  in  command  of  capital  on  the  other,  does  ^^1^ 
not  extend  to  the  fluctuations  of  their  current  earnings,  ptofita  and 
For  the  undertaker  stands  as  a  buffer  between  the  buyer 
of  goods  and  all  the  various  classes  of  labour  by  which  they 
are  made.     He  receives  the  whole  price  of  the  one  and  pays 
the  whole  price  of  the  others.    The  fluctuations  of  his  profits 
go  with  fluctuations  of  the  prices  of  the  things  he  sells,  and 
are  more  extensive :  while  those  of  the  wages  of  his  em- 
ploy^ come  later  and  are  less  extensive.    The  Quasi-rent 
of  his  capital  and  ability  is  sometimes  large,  but  sometimes 
also  a  negative  quantity :  whereas  that  of  the  ability  of  his 
employes  is  never  very  large,  and  is  never  a  negative  quantity. 
The  wage-receiver  is  likely  to  suffer  much  when  out  of  work; 
but  that  is  because  he  has  no  reserve,  not  because  he  is  a 
wage-receiver". 


§  5.     But  now  we  must  return  to  the  point  of  view  of  the  The 
second  Chapter  of  this  Book ;  and  take  account  of  the  £Eu;t  agents  of 
that  the  various  agents  of  production  stand  in  a  double  rela-  ^j  be  ^ 
tion  to  one  another.     On  the  one  hand  they  are  often  rivals  ^™5Jj^^. 
for  employment ;  any  one  that  is  more  efficient  than  another  pioyment, 
in  proportion  to  its  cost  tending  to  be  substituted  for  it,  and 
thus  limiting  the  demand  price  for  the  other.    And  on  the  ^^^ 
other  hand  they  all  constitute  the  field  of  employment  for  the  sole 
each  other :  there  is  no  field  of  emplojonent  for  any  one,  S^y- 
except  in  so  far  as  it  is  provided  by  the  others :  the  National  ™^* '®' 
Dividend  which  is  the  joint  product  of  all,  and  which  increases  another, 
with  the  supply  of  each  of  them,  is  also  the  sole  source  of 
demand  for  each  of  them.    The  characteristic  feature  of  a 

'  We  have  postponed  a  discussion  of  the  contention  of  the  socialists  that 
it  would  be  better  for  the  State  to  take  the  work  into  its  own  hands  and  hire 
^nuoness  managers  to  conduct  it :  and  we  have  postponed  also  a  stndj  of  those 
forms  of  speculation  and  commercial  competition  which  are  not  beneficial  to 
^<^t7,  and  perhaps  are  even  harmfuL 

'  Compare  Book  t.  Ch.  n.  §  3  and  Book  ti.  Ch.  iy.  f|  6  and  Ch.  vm.  §$  7—9. 
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BOOK  VI.  general  view  of  Distribution — as  distinguished  from  appli- 
cH^.    cations  of  the  Theory  of  Value  to  the  prices  of  particular 
commodities  or  the  wages  of  particular  trades — is  the  pre- 
dominant position  taken  by  this  fact. 
Skilled  and       Thus  skilled  labouT  and  unskilled  labour  are  often  com- 
^nr.       petitors  for  employment;  but  an  increase  in  the  supply  or 
eflSciency  of  the  one  will  so  increase  the  National  Dividend, 
and  at  the  same  time  so  cheapen  the  rate  at  which  it  per- 
forms its  services  that  the  other  will  earn  a  higher  reward 
for  their  services,  and  so  also  will  capital  and  business  power. 
Manual  Or,  again,  if  the  supply  or  eflSciency  of  business  ability 

manning  increases,  there  is  likely  to  be  some  displacement  of  manual 
labour.  labour  by  new  contrivances  for  economizing  eflFort,  and  by 
new  inventions  of  various  kinds.  But  this  shrinking  in  some 
directions  of  the  field  of  employment  for  manual  labour  will 
be  more  than  compensated  in  others.  For  the  increased 
supply  of  businesis  ability  will  both  increase  the  National 
Dividend,  and  lessen  the  share  of  the  joint  product,  which 
a  business  man  of  any  given  capacity  and  energy  is  able  to 
secure,  in  the  face  of  the  competition  of  other  business  men 
for  the  loan  of  material  capital  and  the  hire  of  manual  labour. 
Capital  §   6.     In   like  manner  an  increase  of  material  capital 

uid  labour,  ^^ug^  {^  ^o  push  its  way  into  new  uses ;  and  though  in  so 
Increase  of  doing  it  may  occasionally  diminish  the  field  of  employment  for 
e^'chea  manual  labour  in  a  few  trades,  yet  on  the  whole  it  will  very 
tor  Uw^  much  increase  the  demand  for  manual  labour  and  all  other 
employ-      acfents  of  production.     For  it  will  much  increase  the  National 

ment  of         °    .  ^      .       , 

labour.  Dividend,  which  is  the  common  source  of  the  demand  for  all ; 
and  since  by  its  increased  competition  for  employment  it 
will  have  forced  down  the  rate  of  interest,  therefore  the  joint 
product  of  a  dose  of  capital  and  labour  will  now  be  divided 
more  in  favour  of  labour  than  before. 

This  new  demand  for  labour  will  partly  take  the  form  of 
the  opening-out  of  new  undertakings  which  hitherto  could 
not  have  paid  their  way.  It  will,  for  instance,  lead  to  the 
making  of  railways  and  waterworks  in  districts  which  are 
not  very  rich,  and  which  would  have  continued  to  drag  their 
goods  along  rough  roads,  and  draw  up  their  water  from  wells, 
if  people  had  not  been  able  and  willing  to  support  labour 
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while  making  railway  embankments  and  water  conduits,  and  book  vi. 
to  wait  for  the  fruits  of  their  investment  long  and  for  a  rela-  ^°'"' 
tively  low  reward. 

Another  part  of  this  new  demand  for  labour  will  come 
from  the  makers  of  new  and  more  expensive  machinery  in  all 
branches  of  production.  For  when  it  is  said  that  machinery 
is  substituted  for  labour,  this  means  that  one  class  of  labour 
combined  with  much  waiting  is  substituted  for  another  com- 
bined with  less  waiting :  and,  for  this  reason  alone,  it  would 
be  impossible  to  substitute  capital  for  labour  in  general, 
except  indeed  locally  by  the  importation  of  capital  from 
other  places. 

It  remains  true  however  that  the  chief  benefit  which 
capital  confers  upon  labour  is  not  by  opening  out  to  it  new 
employments,  but  by  increasing  the  joint  product  of  land, 
labour  and  capital  (or  of  land,  labour  and  waiting),  and  by 
reducing  the  share  of  that  product  which  any  given  amount 
of  capital  (or  of  waiting)  can  claim  as  its  reward*, 

§  7.    In  discussing  the  influence  which  a  change  in  the  An  in. 
supply  of  work  of  any  one  industrial  group  exerts  on  the  Senmnber 

1  Attention  has  already  been  called  to  the  fact  that  when  the  tenn  "  capital"  is 
used  broadly  so  as  to  include  all  accnmnlated  wealth,  the  aggregate  "  interest "  on 
capital  (or  more  strictly  its  Qnasi-rent)  most  be  used  with  corresponding  breadth 
so  as  to  indode  the  ^'usance"  of  all  accnmnlated  wealth  (Book  n.  Ch.  l,  iv.,  v.; 
Book  VI.  Ch.  n.  §  1).  When  we  speak  of  the  National  Dividend,  or  distribntable 
net  income  of  the  whole  nation,  as  divided  into  the  shares  of  Land,  Labour  and 
Capital,  we  most  be  clear  as  to  what  things  we  are  including  and  what  things  we 
are  excluding.  It  will  seldom  make  very  mnch  difference  to  onr  argument  whether 
we  use  all  the  terms  broadly,  or  all  the  terms  narrowly.  But  it  is  essential  that 
onr  usage  should  be  consistent  throughout  any  one  argument;  and  that  whatever 
is  included  on  one  side  of  the  account  of  the  demand  for,  and  supply  of,  capital 
should  be  included  also  on  the  other.  Thus  with  the  broadest  sense  of  the  term 
(Material)  capital,  those  who  make  direct  use  of  their  own  property  have  to  be 
entered  on  both  sides  of  the  account,  on  the  one  side  among  those  who  demand 
capital,  and  on  the  other  among  those  who  supply  it.  This  plan  will  be  found 
useful  sometimes,  especially  in  mathematical  versions  of  economic  theory.  It 
closely  resembles  one  that  is  already  in  common  use  with  regard  to  rent.  When, 
for  instance,  we  are  comparing  the  rental  value  of  two  counties  of  England,  we  do 
not  make  out  two  separate  accounts,  one  for  the  land  that  is  let  out  to  farmers, 
and  the  other  for  that  which  is  cultivated  by  the  owners,  but  we  suppose  the 
owners  of  the  latter  land  to  pay  rent  to  themselves,  and  we  add  into  our  totals  the 
rents  at  which  that  land  could  probably  be  let.  And  we  are  following  this  pre- 
cedent strictly  when  we  add  up  the  benefits  derived  from  houses  and  furniture  and 
other  direct  material  sources  of  enjoyment,  without  separating  those  which  are 
used  by  their  owners  from  those  which  are  let  out  on  hire. 
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efficiency 
of  any 
group  of 
workers 
has  similar 
results  on 
other 
workers. 


but  very 
different 
results  on 
them* 
selves. 


Relations 
between 
the  in- 
terests of 
different 
classes  of 
workers 
in  the 
same 
trade. 


field  of  emplo}niieiit  for  other  kinds  of  labour,  there 
need  to  raise  the  question  whether  the  increase  of  work  came 
from  an  increase  in  the  numbers  or  in  the  efficiency  of  tiioee 
in  the  group :  for  that  question  is  of  no  direct  concern  to  the 
others.  In  either  case  there  is  the  same  addition  to  the 
National  Dividend:  in  either  case  competition  will  compel 
them  to  force  themselves  to  the  same  extent  into  uses  in 
which  their  marginal  utility  is  lower ;  and  will  thus  leas^i  to 
the  same  extent  the  share  of  the  joint  product  which  ther 
are  able  to  claim  in  return  for  a  given  amount  of  w<Mrk  of  a 
given  kind. 

But  the  question  is  of  vital  importance  to  the  membeis 
of  that  group.  For,  if  the  change  is  an  increase  of  one-tentb 
in  their  average  efficiency,  then  each  ten  of  them  will  have 
as  high  an  aggregate  income  as  each  eleven  of  them  would 
have  if  their  numbers  had  increased  by  one-tenth,  their 
efficiency  remaining  unchanged  \ 

We  shall  have  to  look  at  some  other  aspects  of  this 
question  in  the  next  chapter  while  discussing  the  relative 
merits  of  increased  leisure  and  increased  material  production 
as  aims  of  progress. 

§  8.  But  meanwhile  we  must  stay  to  consider  in  relation 
to  one  another  the  interests  of  diJOTerent  industriid  daases 
engaged  in  the  same  trade. 

This  solidarity  is  a  special  case  of  the  general  &ct  that 
the  demand  for  the  several  fitctors  of  production  of  any  com- 
modity is  a  joint  demand,  and  we  may  refer  back  to  the 
illustration  of  this  general  fact  which  is  given  in  Book  V. 
ch.  VI.  We  there  saw  how  a  change  in  the  supply  of  (aaj) 
plasterers'  labour  would  affect  the  interests  of  all  other 
branches  of  the  building  trades  in  the  same  way,  but  much 
more  intensely  than  it  would  the  general  publia  The  £ftct 
is  that  the  incomes  derived  from  the  specialized  capital  asd 


1  Suppose,  for  instance,  that  an  increase  in  the  sapplj  of  woric  of  the  | 
one-tenth  forced  them  into  work  in  which  their  marginal  naea  we 
thoB  lowered  by  a  thirtieth  their  wa^iee  for  any  given  amount  ci  work;  then,  tf  tbt 
change  came  from  an  increase  in  their  nnmbers,  their  average  wages  would  ttB  hf 
a  thirtieth.  Bnt  if  it  came  from  an  increase  in  their  efficiency,  their  wages  wmU 
rise  by  about  a  fifteenth.  (More  exactly  they  would  be  H  >(  U^^M  ^  «^ 
they  were  before.) 
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the  specialized  skill  belonging  to  all  the  various  industrial  book  ti. 
classes  engaged  in  producing  houses,  or  calico,  or  anything    °°'"' 
else,  depend  very  much  on  the  general  prosperity  of  the 
trade.  And  in  so  fer  as  this  is  the  case  they  may  be  regarded 
for  short  periods  as  shares  of  a  composite  Qium-rent^  of  the  Acompo- 
whole  trade.    The  share  of  each  class  tends  to  lise  when  this  ^^/^' 
aggregate  Quasi-rent  is  increased  by  an  increase  in  their 
own  efficiency  or  by  any  external  cause.     But  when  the 
aggregate  Quasi-rent  is  stationary,  and  any  one  class  gets 
a  better  share  than  before,  it  must  be  at  the  expense  of  the 
others.    This  is  true  of  the  whole  body  of  those  engaged  in 
any  trade ;  and  will  be  found  to  be  true  in  a  special  sense  of 
those  who  have  spent  a  great  part  of  their  lives  in  working 
together  in  the  same  business  establishment 

§  9.    The  Quasi-rent  of  a  successful  business,  looked  at  The  Quasi- 
fi*om  the  point  of  view  of  the  undertaker  himself,  is  the  aggre-  businesB 
gate  of  the  Quasi-rents,  firstly,  of  his  own  ability,  secondly,  ^°^ 
of  his  plant  and  other  material  capital,  and  thirdly,  of  his  t^e  em- 
business  organization  and  connection.     But  really  it  is  more  mdndes 
than  the  sum  of  these.     For  his  efficiency  depends  partly  on  mtoor 
his  being  in  that  particular  business ;  and  if  he  were  to  sell  it  ^^* 
at  a  fair  price,  and  then  engage  himself  in  another  business, 
his  income  would  probably  be  much  diminished. 

The  point  of  view  of  the  undertaker  however  does  not  But  there 
include  the  whole  Quasi-rent  of  the  business :  for  there  is  p^art  of  it 
another  part  which  attaches  to  his  employes.    Indeed,  in^^^^^^ 
some  cases  and  for  some  purposes,  nearly  the  whole  income  of  ^  ^«  . 

.  ...  employes, 

a  business  may  be  regarded  as  a  Quasi-rent  divisible  among  and  wooid 
the  different  persons  in  the  business  by  bargaining,  supple-  they* 
mented  by  custom  and  by  notions  of  fairness — results  which  J!^^^. 
are  brought  about  by  causes,  that  bear  some  analogy  to  pi^'y™®'^*- 
those  that,  in  early  forms  of  civilization,  have  put  the  Pro- 
ducer's SiU3)lus  from  the  land  almost  permanently  into  the 
hands  not  of  single  individuals,  but  of  cultivating  firms. 

Thus  the  head  clerk  in  a  business  often  has  an  acquaint- 
ance with  men  and  things,  the  use  of  which  he  could  sell  at 
a  high  price  to  rival  firms :  but  on  the  other  hand  it  may  be 
of  a  kind  to  be  of  no  value  save  to  the  business  in  which 

1  Compare  Book  ▼.  Ch.  x.  §  4. 
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BOOK  VI.  he  already  is ;  and  then  his  departure  would  perhaps  injuie 
cH^.  j^  ^y  several  times  the  value  of  his  salary,  while  probaUy 
he  could  not  get  half  that  salary  elsewhere.  And  when  i 
firm  has  a  speciality  of  its  own,  many  of  its  ordinary  workma 
would  lose  a  great  part  of  their  wages  by  going  away,  and  at 
the  same  time  injure  the  firm  seriously.  The  chief  cled^ 
may  be  taken  into  partnership,  and  the  whole  of  the  em- 
ploy&  may  be  paid  partly  by  a  share  in  the  profits  of  the 
concern ;  but  whether  this  is  done  or  not,  their  earnings  are 
determined,  not  so  much  by  competition  and  the  direct  action 
of  the  Law  of  Substitution,  as  by  a  bargain  between  them 
and  their  employers,  the  terms  of  which  are  theoreticalhr 
arbitrary.  In  practice  however  they  will  probably  be  govern- 
ed by  a  desire  to  "  do  what  is  right,"  that  is,  to  agree  on 
pa}nnents  that  represent  the  normal  earnings  of  such  ability, 
industry  and  special  training  as  the  employ^  severally  pos- 
sess, with  something  added  if  the  fortunes  of  the  firm  are 
good,  and  something  subtracted  if  they  are  bad. 
When  It  is  important  to  see  how  the  position  of  such  employ^ 

wouTd  be  differs  fi'om  that  of  others,  whose  services  would  be  of  almost 
iM8*°^e  ^^^1  value  to  any  business  in  a  large  trade.  The  income 
Quari-rent  of  one  of  these  in  any  week  consists,  as  we  have  seen,  parthr 

of  the  em-  .  . 

piov^B*       of  a  recompense  for  the  fatigue  incurred  by  the  work  of  that 

depends  week,  and  partly  of  a  Quasi-rent  of  his  specialized  skill  and 
proroerity  ^Wlity :  and,  assuming  competition  to  be  perfectly  efficient 
?'^«^«  this  Quasi-rent  is  determined  by  the  price  which  either  his 
present  employers,  or  any  other,  would  be  willing  to  pay  for 
his  services  in  the  state  in  which  the  market  for  their  wares 
is  during  that  week.  The  prices  that  have  to  be  paid  for 
given  work  of  a  given  kind  being  thus  determined  by  the 
general  conditions  of  the  trade,  these  prices  enter  into  the 
direct  outgoings  which  have  to  be  deducted  from  its  gross 
earaings  in  order  to  ascertain  the  Quasi-rent  of  this  parti- 
cular firm  at  the  time.  But  in  the  rise  or  bA\  of  that 
Quasi-rent  the  employ^  would  have  no  share. 

But  in  fact  competition  is  not  thus  perfectly  efficient 
Even  where  the  same  price  is  paid  all  over  the  market  for 
the  same  work  with  the  same  machinery,  the  prosperity  of  a 
firm  increases  the  chance  of  advancement  for  each  of  its  em- 
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ploy^,  and  also  his  chance  of  continuous  emplojonent  when  book  vt 
trade  is  slack,  and  much-coveted  overtime  when  trade  is  good.    °°'"' 

Thus  there  is  de  facto  some  sort  of  profit-and-loss  Profit- 
sharing  between  almost  every  business  and  its  employes ;  ^^"^' 
and  perhaps  this  is  in  its  very  highest  form  when,  without 
being  embodied  in  a  definite  contract,  the  solidarity  of 
interests  between  those  who  work  together  in  the  same  busi- 
ness is  recognized  with  cordial  generosity  as  the  result  of 
true  brotherly  feeling.  But  such  cases  are  not  very  common ; 
and  as  a  rule  the  relations  between  employers  and  employed 
are  raised  to  a  higher  plane  both  economically  and  morally 
by  the  adoption  of  the  system  of  Profit-sharing;  especially 
when  it  is  regarded  as  but  a  step  towards  the  still  higher  but 
much  more  diflScult  level  of  true  Co-operation. 

§  10.    If  however  the  employers  in  any  trade  act  together  When  em- 
and  so  do  the  employed,  the  solution  of  the  problem  of  wages  employed 
becomes  again  arbitrary,  nearly  in  the  same  way  as  in  the  last  ^aSon!™ 
paragraph  but  one.    The  trade  as  a  whole  may  be  regarded  ^Si^J^he 
as  receivini?  a  Quasi-rent  consistinc:  of  the  excess  of  the  ^^oie 

.  ,  .  ,     .  «  ,  .  income  of 

aggregate  price  which  it  can  get  for  such  wares  as  it  pro-  the  trade 
duces  over  what  it  has  to  pay  to  other  trades  for  the  things  meast^^ 
it  buys  from  them^;  and  there  is  nothing  but  bargaining  to  arbitrary, 
decide  the  exact  shares  in  which  this  should  go  to  employers 
and  employed.  No  lowering  of  wages  will  be  permanently 
in  the  interest  of  employers,  which  is  unnecessary  and  drives 
many  skilled  workers  to  other  markets,  or  even  to  other 
industries  in  which  they  abandon  the  Quasi-rent  of  their 
special  skill ;  and  wages  must  be  high  enough  in  an  average 
year  to  attract  young  people  to  the  trade.  This  sets  lower 
limits  to  wages,  and  upper  limits  are  set  by  corresponding 
necessities  as  to  the  supply  of  capital  and  business  power. 
But  what  point  between  these  limits  should  be  taken  at  any 
time  can  be  decided  only  by  higgling  and  bargaining ;  which 
are  however  likely  to  be  tempered  somewhat  by  ethico-pru- 
dential  considerations,  especially  if  there  be  a  good  Court  of 
Conciliation  in  the  trade. 

1  Begardmg  the  whole  trade  as  a  "  nation,"  this  becomes  the  National  Dividend : 
and  this  analogy  is  of  service  when  the  pure  theory  of  international  commerce  is 
applied  to  the  relations  between  different  trades  in  the  same  country. 
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CH.  XI. 


BOOK  VI.  The  case  is  in  practice  even  more  complex,  because  eadi 
group  of  employes  is  likely  to  have  its  own  union,  and  to 
fight  for  its  own  hand.  The  employers  act  as  buffers :  but  a 
strike  for  higher  wages  on  the  part  of  one  group  may,  in 
effect,  strike  the  wages  of  some  other  group  almost  as  hard 
as  the  employers'  profits. 

We  must  postpone  the  consideration  of  the  causes  and 
effects  of  trade  combinations  and  of  alliances  and  counter- 
alliances  among  employers  and  employed,  as  well  as  among 
traders  and  manufacturers.  They  present  a  succession  of 
picturesque  incidents  and  romantic  transformations,  which 
arrest  public  attention  and  seem  to  indicate  a  coining  change 
of  our  social  arrangements  now  in  one  direction  and  now  in 
another ;  and  their  importance  is  certainly  great  and  grows 
rapidly.  But  it  is  apt  to  be  exaggerated ;  for  indeed  many 
of  them  are  little  more  than  eddies,  such  as  have  always 
fluttered  over  the  surface  of  progress.  And  though  they  are 
on  a  larger  and  more  imposing  scale  in  this  modem  age 
than  before ;  yet  now,  as  ever,  the  main  body  of  movement 
depends  on  the  deep  silent  strong  stream  of  the  tendencies 
of  Normal  Distribution  and  Elxchange;  which  "are  not  seen," 
but  which  control  the  course  of  those  episodes  which  *'are 
seen."  For  even  in  Conciliation  and  Arbitration,  the  central 
scientific  difficulty  is  to  discover  what  is  that  normal  level 
fix)m  which  the  decisions  of  the  Court  must  not  depart  fiff 
under  penalty  of  destroying  their  own  authority*. 

1  See  Mr  L.  L.  Price's  Industrial  Peace  and  a  Preface  to  it  by  the  present 
writer. 


Digitized  by  VjOOQ  iC 


CHAPTER  XII. 

THE  INFLUENCE  OF  PROGRESS  ON  VALUE. 

§  1.     The  field  of  emplo3niient  which  any  place  oflFers  book  vi. 
for  labour  and  capital  depends  firstly  on  its  natural  re-    ^•^"' 
sources ;  secondly,  on  the  power  of  turning  them  to  good  The  fi«id 
account,  derived  fix)m  its  progress  of  knowledge  and  ofmentfor 
social  and  industrial  organization ;  and  thirdly,  on  the  access  u^qt  ^ 
that  it  has  to  markets  in  which  it  can  sell  those  things  of 
which  it  has  a  superfluity.    The  importance  of  this  last  con- 
dition is  often  underrated;  but  it  stands  out  prominently 
when  we  look  at  the  history  of  new  countries. 

It  is  commonly  said  that  wherever  there  is  abundance  of  is  not 
good  land  to  be  had  free  of  rent,  and  the  climate  is  not  un-  in^w"*^ 
healthy,  the  real  earnings  of  labour  and  the  interest  on  ^^h^y^ 
capital  must  both  be  high.     But  this  is  only  partially  true,  ^o  ko<^ 
The  early  colonists  of  America  lived  very  hardly.   Nature  gave  the  mar- 
them  wood  and  meat  almost  free:  but  they  had  very  few  of  th^oid 
the  comforts  and  luxuries  of  life.    And  even  now  there  are,  ^^'^• 
especially  in  South  America  and  Africa,  many  places  to  which 
Nature  has  been  abundantly  generous,  which  are  nevertheless 
shunned  by  labour  and  capital,  because  they  have  no  ready 
communications  with  the  rest  of  the  world.     On  the  other 
hand  high  rewards  may  be  offered  to  capital  and  labour  by  a 
mining  district  in  the  midst  of  an  alkaline  desert,  when  once 
communications  have  been  opened  up  with  the  outer  world, 
or  again  by  a  trading  centre  on  a  barren  sea-coast ;  though, 
if  limited  to  their  own  resources,  they  could  support  but  a 
scanty  population,  and  that  in  abject  poverty.     And  the 
splendid  markets  which  the  Old  World  has  offered  to  the 
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BOOK  VI.  products  of  the  New,  since  the  growth  of  steam  communi- 

^'  "'^    cation,  have  rendered  North  America  and  Australia  the 

richest  large  fields  for  the  emplo}rment  of  capital  and  labour 

that  there  have  ever  been. 

Old  coun-         But  after  all  the  chief  cause  of  the  modem  prosperity  of 

a  DMirke?^   ^^"^  Countries  lies  in  the  markets  that  the  old  world  offers, 

oLw^ot    ^^*  ^^^  goods  delivered  on  the  spot,  but  for  promises  to 

the  future  deliver  eoods  at  a  distant  date.     A  handful   of  colonists 

mcomes       ,.,.,-  i 

of  a  new     havmg  assumed  rights  of  perpetual  property  m  vast  tracts  of 
country,     ^^j^  land,  are  anxious  to  reap  in  their  own  generation  its 
future  fruits ;  and  as  they  cannot  do  this  directly,  they  do  it 
indirectly,  by  selling  in  return  for  the  ready  goods  of  the  old 
world  promises  to  pay  much  larger  quantities  of  the  goods 
and  the      that  their  own  soil  will  produce  in  a  future  generation.    In 
iSn?of"  one  form  or  another  they  mortgage  their  new  property  to  the 
SS^the      ^^^  world  at  a  very  high  rate  of  interest.     Englishmen  and 
latter         others  who  have  accumulated  the  means  of  present  enjoy- 
ment hasten  to  barter  them  for  larger  promises  in  the  future 
than  they  can  get  at  home :  a  vast  stream  of  capital  flows 
to  the  new  country,  and  its  arrival  there  raises  the  rate  of 
wages  very  high.    The  new  capital  filters  but  slowly  towards 
the  outlying  districts :  it  is  so  scarce  there,  and  there  are  so 
many  persons  eager  to  have  it,  that  it  often  commands  for  a 
long  time  two  per  cent,  a  month,  from  which  it  fitlls  by 
gradual  stages  down  to  six,  or  perhaps  even  five  per  cent.,  a 
year, 
raises  Time        For  the  Settlers  being  full  of  enterprise,  and  seeing  their 
ve^^Lgh,  way  to  acquiring  private  title-deeds  to  property  that  will 
shortly  be  of  great  value,  are  eager  to  become  independent 
undertakers,  and  if  possible  employers  of  others ;  so  wage- 
earners  have  to  be  attracted  by  high  wages,  which  are  paid 
in  a  great  measure  out  of  the  commodities  borrowed  fit)m 
but  not      the  old  world  on  mortgages,  or  in  other  ways.    It  is,  however, 
w^ea°^^   diflBcult  to  estimate  exactly  the  real  rate  of  wages  in  out- 
lying parts  of  new  countries.     The  workers  are  picked  men 
with  a  natural  bias  towards  adventure ;  hardy,  resolute,  and 
enterprising ;  men  in  the  prime  of  life,  who  do  not  know 
what  illness  is ;  and  the  strain  of  one  kind  and  another  which 
they  go  through,  is  more  than  the  average  English,  and  much 
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more  than  the  average  European  labourer  could  sustain,  book  vi. 
There  are  no  poor  among  them,  because  there  are  none  who  ^°''"' 
are  weak :  if  anyone  becomes  ailing,  he  is  forced  to  retire  to 
some  more  thickly-peopled  place  where  there  is  less  to  be 
earned,  but  where  also  a  quieter  and  less  straining  life  is 
possible.  Their  esimings  are  very  high  if  reckoned  in  money; 
but  they  have  to  buy  at  veiy  high  prices,  or  altogether 
dispense  with,  many  of  the  comforts  and  luxuries  which  they 
would  have  obtained  freely,  or  at  low  prices,  if  they  had  lived 
in  more  settled  places.  But  it  is  true  that  many  of  these 
things  are  of  but  little  real  utility,  and  can  be  easily  fore- 
gone, where  no  one  has  them  and  no  one  expects  them. 

As  population  increases,  the  best  situations  being  already  As  time 
occupied,  nature  gives  generally  less  return  of  raw  produce  §5^Sgh  the 
to  the  marginal  effort  of  the  cultivators ;  and  this  tends  a  D^i^sh- 
little  to  lower  wages.     But  even  in  agriculture  the  Law  of  i»K^*^ 
Increasing  Return  is  constantly  contending  with  that   ofactoigvery 
Diminishing  Return,  and  many  of  the   lands  which  were  ^    °^^* 
neglected  at  first,  give  a  generous  response  to  careful  culti- 
vation*; and  meanwhile  the  development  of  roads  and  rail- 
roads, and  the  growth  of  varied  markets  and  varied  indus- 
tries, render  possible  innumerable  economies  in  production. 
Thus  the  actions  of  the  Laws  of  Licreasing  and  Diminishing 
Return  appear  pretty  well  balanced,  sometimes  the  one, 
sometimes  the  other  being  the  stronger. 

There  is  no  reason  so  far  why  the  rate  of  (Real  Efficiency) 
wages  should  fall.  For  if,  taking  one  thing  with  another,  the 
Law  of  Production  is  that  of  Constant  Return,  there  will  be 
no  change  in  the  reward  to  be  divided  between  a  dose  of 
capital  and  labour;  that  is,  between  capital  and  labour 
working  together  in  the  same  proportions  as  before.  And, 
since  the  rate  of  interest  has  fallen,  the  share  which  capital 
takes  of  this  stationary  joint  reward  is  less  than  before ;  and 
therefore  the  amount  of  it  remaining  for  labour  is  greater. 

Of  course  the  aggregate  share  of  capital  may  have  in- 
creased. For  instance,  while  labour  has  doubled  capital  may 
have  quadrupled,  and  the  rate  of  interest  may  be  two-thirds 
of  what  it  was ;  and  then,  though  each  dose  of  capital  gets 

1  Comp.  Book  IV.  Ch.  m.  §§  5,  6. 
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Boox  Ti.  a  lower  reward  by  one-third,  and  leaves  for  labour  a  larger 
°°'"''    share  of  the  joint  product  of  a  dose  of  capital  and  labour,  the 
aggregate  share  of  capital  will  have  risen  in  the  ratio  of 
eight  to  three*, 
the  infliix  But  whether  the  Law  of  production  of  commodities  be 

^^m«r^    one  of  Constant  Return  or  not,  that  of  the  production  of  new 
^Ji^^d  *i*l^"<^®^s  to  land  is  one  of  rapidly  Diminishing  BetnriL 
wases  tend  The  influx  of  foreign  capital,  though  perhaps  as  great  as  ever, 
becomes  less  in  proportion  to  the  population ;  wages  are  do 
longer  paid  largely  with  conmiodities  borrowed  from  the  old 
world :  and  this  is  the  chief  reason  of  the  subsequent  bJl  is 
Real  Efficiency  wages ;  that  is,  in  the  necessaries,  comf<Mt6 
and  luxuries  of  life  which  can  be  earned  by  work  of  a  givai 
And  time    efficiency.     But  there  are  two  other  causes  tending  to  lower 
^^S^,^    average  daily  wages  measured  in  money.    The  first  is,  that 
2jJ^^   as  the  comforts  and  luxuries  of  civilization  increase,  the 
^^jreid    average  efficiency  of  labour  is  lowered  by  the  influx  of  im- 
wi«ee.       migrants  of  a  less  sturdy  character  than  the  earlier  settlers. 
And  the  second  is,  that  many  of  these  new  comforts  and 
luxuries  do  not  enter  directly  into  money  wage,  but  are  an 
addition  to  it.     We  took  account  of  them  when  arriving  at 
the  conclusion  that  the  action  of  the  Law  of  Increasing 
Return  would  on  the  whole  countervail  that  of  Diminish- 
ing Return :  and  we  ought  to  count  them  in  at  their  foil 
value  when   tracing  the  changes  in  Real   wages.     Many 
historians  have  compared  wages  at  different  epochs  with 
exclusive  reference  to  those  things  which  have  alwajrs  been 
in  conmion  consumption.    But  from  the  nature  of  the  case,  it 
is  just  these  things  to  which  the  Law  of  Diminishing  Return 
applies;   and  which  tend  to  become  scarce  as  population 
increases.    The  view  thus  got  is  one-sided  and  miftlftftHing  in 
its  general  efiect. 
£n«iand*8         §  2.    The  influence  which  access  to  distant  markets  exerts 
^i^^^    on  the  growth  of  the  National  Dividend  has  been  oonsptcn- 
^^f^    ous  in  the  history  of  England  also.     Her  present  economic 
veiopment  condition  is  the  direct  result  of  those  tendencies  to  pro- 
the  last      duction  ou  a  large  scale,  and  to  wholesale  dealings  in  labour 

century. 

1  Much  of  the  argnmmt  of  Mr  Henry  George's  Progrtu  and  Poverty  is  Titialed 
by  his  haring  or^ooked  this  distinction. 
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as  well  as  in  goods  which  had  long  been  slowly  growing;  but  book  vi. 
which  in  the  eighteenth  century  received  a  twofold  impetus  ^'"'' 
from  mechanical  inventions,  and  the  growth  of  consumers 
beyond  the  seas,  who  imported  large  quantities  of  goods  of 
the  same  pattern'.  Then  were  the  first  beginnings  of  that 
system  of  interchangeable  parts,  and  the  application  of 
special  machinery  to  make  the  special  machinery  by  which 
nearly  everjrthing  in  common  use  is  made.  Then  first  was 
seen  the  full  force  which  the  Law  of  Increasing  Return  gives 
in  a  manufacturing  country  with  localized  industries  and 
large  capitals;  particularly  when  many  of  the  large  stocks 
of  capital  are  combined  together  either  into  eighteenth  cen- 
tury Joint-Stock  or  Regulated  Companies,  or  into  modem 
Trusta  And  then  began  that  careful  "grading"  of  goods  for 
sale  in  distant  markets,  which  has  already  led  to  national 
and  even  international  speculative  combinations  in  produce 
markets  and  stock  exchanges ;  and  the  future  of  which  no 
less  than  that  of  more  lasting  combinations  among  producers, 
whether  undertakers  of  industry  or  working  men,  is  the 
source  of  some  of  the  gravest  practical  problems  with  which 
the  coming  generation  will  have  to  deal. 

The  key-notes  of  the  modem  movement  are  the  reduction  The  k^. 
of  a  great  number  of  tasks  to  one  pattern;  the  diminu- the  modern 
tion  of  friction  of  every  kind  which  might  hinder  powerftil  ™<^^«™®'^*- 
agencies  from  combining  their  action  and  spreading  their  in- 
fluence over  vast  areas ;  and  the  development  of  transport  by 
new  methods  and  new  forces.     The  macadamized  roads  and 
the  improved  shipping  of  the  eighteenth  century  broke  up 
local  combinations  and  monopolies,  and  offered  facilities  for 
the  growth  of  others  extending  over  a  wider  area :  and  in 
our  own  age  the  same  double  tendency  is  resulting  fix)m 
every  new  extension  and  cheapening  of  commimication  by 
land  and  sea,  by  printing-press  and  telegraph. 

§  3.     But  though  in  the  eighteenth  century,  as  now,  the  i?  the 
^^  National  Dividend  of  England  depended  much  on  the  centpry 
action  of  the  Law  of  Increasing  Retum  with  regard  to  her  t?J3?° 
exports,  the  mode  of  dependence  has  very  much  changed,  ^j^^^ 
Then  England  had  something  approaching  to  a  monopoly  of  part  of  the 
1  Comp.  Book  I.  Ch.  m.  §  4. 
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book' VI.  the  new  methods  of  manufacture;  and  each  bale  of  ba 

^°' "''    goods  would  be  sold — at  all  events  when  their  supply  wae^ 

National     artificially   limited — in  return   for  a  vast  amount  of  the 

Dindend  j  /•  /»       •  •  ▼> 

which  con-  produce  of  foreign  countnea  But,  partly  because  the  time 
comforts  was  not  yet  ripe  for  carrying  bulky  goods  great  distances 
her  imports  fi:om  the  far-East  and  the  far>West  consisted 
chiefly  of  comforts  and  luxuries  for  the  well-to-do ;  they  had 
but  little  direct  effect  in  lowering  the  labour-cost  of  neces- 
saries to  the  English  workman.  Indirectly  indeed  her  new 
trade  lowered  the  cost  of  hardware,  clothing  and  such  other 
English  manufactures  as  he  consumed;  because  the  |Ht>- 
duction  on  a  large  scale  of  these  things  for  consumers  bej^ 
the  sea  cheapened  them  for  him.  But  it  had  very  little 
effect  on  the  cost  of  his  food ;  which  was  left  to  rise  under 
the  action  of  the  Law  of  Diminishing  Betum,  and  tim 
rapid  increase  of  population,  which  began  to  rise  as  soon  as 
the  growth  of  new  manufacturing  centres  had  removed  the 
customary  restraints  of  a  narrow  village  life.  And  a  littk 
later  the  great  French  war,  and  a  series  of  bad  harvests, 
raised  that  cost  to  much  the  highest  point  it  has  ever 
reached  in  Europe. 
But  now  But  gradually  the  influence  of  foreign  trade  began  to  tell 

E^todan  ^^  *^®  ^^^  ^^  production  of  our  staple  food.     As  the  popula- 
immense     tion  of  America  spread  westward  from  the  Atlantic,  richer 

conunand  ^  *  , 

over  neces-  and  still  richer  wheat  soils  have  come  under  cultivation;  and 
the  economies  of  transport  have  increased  so  much,  espedaUv 
in  recent  years,  that  the  total  cost  of  importing  a  quarUff 
of  wheat  from  the  farms  on  the  outskirts  of  cultivadoD 
has  diminished  rapidly,  though  the  distance  of  that  maigin 
has  been  increasing.  And  thus  England  has  been  saved 
from  the  need  of  more  and  more  intensive  cultivation.  The 
bleak  hill-sides,  up  which  the  wheat  fields  were  laborioosiv 
climbing  in  Ricardo's  time,  have  returned  to  pasture ;  and 
the  ploughman  works  now  only  where  land  will  yield  pfeo- 
tiful  returns  to  his  labour:  whereas  if  England  had  been 
limited  to  her  own  resources,  he  must  have  plodded  over  ever 
poorer  and  poorer  soils,  and  must  have  gone  on  continuallj 
i*e-ploughing  land  that  had  already  been  well  ploughed,  io 
the  hope  of  adding  by  this  heavy  toil  an  extra  bushel  or  two 
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to  the  produce  of  each  acre.  Perhaps  in  an  average  year  book  vi. 
now,  the  ploughing  which  only  just  pays  its  expenses,  the  ^•'°' 
ploughing  "on  the  margin  of  cultivation"  gives  twice  as 
much  produce  as  it  gave  in  Ricardo's  time,  and  five  times 
as  much  or  more,  as  it  would  have  given  now  if  with  her 
present  population  England  had  been  compelled  to  raise  all 
her  own  food. 

§  4.     Every  improvement  in  the  manufacturing  arts  in-  England 

— ,,,,  «  .  •  .  -  has  gained 

creases  England  s  power  of  meetmg  the  various  wants  of  less  than 
backward  countries;  so  that  it  answers  their  purpose  to**^^ 
divert  their  energies  fi:om  makinc:  thincfs  by  hand  for  their  ^°^  *^® 

.  .  recent 

own  use,  to  growing  raw  material  with  which  to  buy  manu-  improve- 
fieu^tures  from  her.  In  this  way  the  progress  of  invention  mannfac- 
opens  a  wider  field  for  the  sale  of  her  special  products,  and  *'*^^* 
enables  her  more  and  more  to  confine  her  own  production  of 
food  to  conditions  under  which  the  Law  of  Diminishing 
Return  does  not  make  itself  much  felt.  But  the  same  is 
not  true  of  our  trade  with  America,  who  quickly  follows  if 
she  does  not  anticipate,  England's  improvements.  The 
Bessemer,  and  other  new  processes,  have  enabled  England 
to  make  steel  that  will  push  its  way  further  than  it  could 
before  in  India  and  China,  but  not  in  America.  The  amount 
of  wheat  which  can  be  bought  in  Illinois  with  a  ton  of  steel 
cannot  be  more  than  the  produce  of  as  much  capital  and 
labour  as  would  make  a  ton  of  steel  in  Illinois  by  the  new 
processes ;  and  therefore  it  has  fallen  in  the  same  proportion 
as  these  processes  have  increased  the  efficiency  of  English 
labour  in  making  steel.  It  is  for  this  reason,  as  well  as 
because  of  the  heavy  tariflfe  levied  on  her  goods  by  many 
countries,  that  in  spite  of  England's  large  trade,  the  progress 
of  invention  in  the  manufacturing  arts  has  added  less  than 
might  have  been  otherwise  expected  to  h6r  real  Nati^^al 
Income  or  Dividend. 

It  is  no  slight  gain  that  she  can  make  cheaply  piothes 
and  furniture  and  other  commodities  for  her  own  n^e :  but 
those  improvements  in  the  arts  of  manufacture  w^ich  she 
has  shared  with  other  nations,  have  not  directly  increased 
the  amount  of  raw  produce  which  she  can  obtain  fiom  other 
countries  with  the  product  of  a  given  quantity  of  her  own 

46—2 
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BOOK  Yi.  capital  and  labour.    Probably  more  than  three-fourths  of  the 

^'"''    whole  benefit  she  has  derived  from  the  progress  of  maun- 

Her  high-   factures  durim?  the  present  century  has  been  throueh  ite 

est  gains      ,      .  .  .  . 

hare  come  indirect  influences  in  lowering  the  cost  of  transport  of  idgi 
ch^pei^ng  fi^d  goods,  of  water  and  light,  of  electricity  and  news;  for  the 
TOrt^^     dominant  economic  fact  of  our  own  age  is  the  development 
YariouB      not  of  the  Manufacturing,  but  of  the  Transport  industries 
It  is   these   that  are   growing  most  rapidly  in  aggregate 
volume  and  in  individual  power,  and  which  are  giving  rise 
to  the  most  anxious  questions  as  to  the  tendencies  of  large 
capitals  to  turn  the  forces  of  economic  freedom  to  the  de- 
struction of  that  freedom :  but,  on  the  other  hand,  it  is  thej 
also  which  have  done  by  &r  the  most  towards  increasbg 
England's  wealth. 
Someofthe        §  5.    Thus  the  new  economic  age  has  brought  with  it 
of  pr^^s  great  changes  in  the  relative  values  of  labour  and  the  chief 
normal       reqxiisites  of  life ;  and  many  of  these  changes  are  of  a  chanc- 
labonr-       ter  which  could  not  have  been  anticipated  at  the  beginning 
firstly,  of    of  this  century.     The  America  then  known  was  ill-suited  fe 
requisites    growing  wheat ;  and  the  cost  of  carrying  it  great  distances 
dvSized     ^y  ^*°^  ^^  prohibitive.     The  labour  value  of  wheat — thatk 
life,  viz.      the  amount  of  labour  which  will  purchase  a  peck  of  wheat— 

com,  ,  ,  ,  , 

was  then  at  its  highest  point,  and  now  is  at  its  lowest  It 
would  appear  that  agricultural  wages  have  been  generally 
below  a  peck  of  wheat  a  day ;  but  that  in  the  first  half  of  the 
eighteenth  century  they  were  about  a  peck,  in  the  fifteenth  a 
peck  and  a  half  or  perhaps  a  little  more,  while  now  they  are 
two  or  three  pecks.  Prof.  Rogers's  estimates  for  the  Middle 
Ages  are  higher :  but  he  seems  to  have  taken  the  wages  of 
the  more  favoured  part  of  the  population  as  represent^ve  of 
the  whole.  In  the  Middle  Ages,  even  after  a  fairly  good  har- 
vest, the  wheat  was  of  a  lower  quality  than  the  ordinary  wbest 
of  to-lay ;  while  after  a  bad  harvest  much  of  it  was  so  must} 
that  ndw-a-days  it  would  not  be  eaten  at  all ;  and  the  wheat 
seldom  became  bread  without  paying  a  high  monopoly  chaige 
to  the  mil  belonging  to  the  lord  of  the  manor, 
meat,  It  is  triife  that,  where  population  is  very  sparse,  nature 

supplies  grass^nd  therefore  animal  food  almost  gratis  ;  and 
in  South  Ameftca  beggars  pursue  their  calling  on  horseback. 
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During  the  Middle  Ages  however  the  population  of  England  book  vi. 
was  always  dense  enough  to  give  a  considerable  labour  value  ^°'"'' 
to  meat,  though  it  was  of  poor  quality!  For  cattle,  though 
only  about  a  fifth  as  heavy  as  now,  had  very  large  frames : 
their  flesh  was  chiefly  in  those  parts  from  which  the  coarsest 
joints  come ;  and  since  they  were  nearly  starved  in  the  winter 
and  fed  up  quickly  on  the  summer  grass,  the  meat  contained 
a  large  percentage  of  water,  and  lost  a  great  part  of  its  weight 
in  cooking.  At  the  end  of  the  summer  they  were  slaugh- 
tered and  salted:  and  salt  was  dear.  Even  the  well-to-do 
scarcely  tasted  fresh  meat  during  the  winter\  A  century 
ago  very  little  meat  was  eaten  by  the  working  classes ;  while 
now,  though  its  price  is  a  little  higher  than  it  was  then,  they 
probably  consume  more  of  it,  on  the  average,  than  at  any 
other  time  in  English  history. 

Turning  next  to  the  rent  of  house  room,  we  find  that  house 
ground-rents  in  towns  have  risen,  both  extensively  and  in-  '^™' 
tensively.  For  an  increasing  part  of  the  population  is  living 
in  houses  on  which  ground-rents  at  an  urban  scale  have  to  be 
paid,  and  that  scale  is  rising.  But  house  rent  proper,  that  is 
what  remains  of  the  total  rent  after  deducting  the  full  rental 
value  of  the  ground,  is  probably  little,  if  at  all,  higher  than 
at  any  previous  time  for  similar  accommodation;  for  the 
rate  of  profits  on  the  turnover  which  is  earned  by  capital 
engaged  in  building  is  now  low,  and  the  labour  cost  of  build- 
ing materials  has  not  much  altered.  And  it  must  be  re- 
membered that  those  who  pay  the  high  town  rents  get  in 
return  the  amusements  and  other  advantages  of  modem  town 
life,  which  many  of  them  would  not  be  willing  to  forego  for 
the  sake  of  a  much  greater  gain  than  their  total  rent. 

The  labour  value  of  wood,  though  lower  than  at  the 
beginning  of  the  century,  is  higher  than  in  the  Middle  Ages : 
but  that  of  mud,  brick  or  stone  walls  has  not  much  changed ; 
while  that  of  iron — to  say  nothing  of  glass — has  fJallen  much. 

And  indeed  the  popular  belief  that  house  rent  proper  has 

risen,  appears  to  be  due  to  an  imperfect  acquaintance  with 

^  It  is  a  sigmfieant  fact  that  rabbits,  which  were  probably  neither  better  nor 
worse  than  in  our  own  time,  were  then  ten  times  as  dear  relatiTely  to  an  ox  as 
now.  Their  fnrs  were  highly  prized,  bat  only  counted  for  a  quarter  of  their  whole 
value.    (Bogers's  History,  VoL  i.  p.  583.) 
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BOOK  VI.  the  way  in  which  our  forefathers  were  really  housed.  The 
cH^i.  jnodem  suburban  artisan's  cottage  contains  sleeping  accom- 
modation far  superior  to  that  of  the  gentry  in  the  Middle 
Ages ;  and  the  working  classes  had  then  no  other  beds  than 
loose  straw,  reeking  with  vermin,  and  resting  on  damp  mod 
floors.  But  even  these  were  probably  less  unwholesome, 
when  bare  and  shared  between  human  beings  and  live  stod^ 
than  when  an  attempt  at  respectability  covered  them  with 
rushes,  which  were  nearly  always  vile  with  long  accumulated 
refuse.  It  is  undeniable  that  the  housing  of  the  very  -pooretH 
classes  in  our  towns  now  is  destructive  both  of  body  and 
soul :  and  that  with  our  present  knowledge  and  resources  we 
have  neither  cause  nor  excuse  for  allowing  it  to  continue. 
And  it  is  true  that  in  earlier  times  bad  housing  was  in  so  fiu- 
a  less  evil  than  now,  as  those  who  were  badly  housed  by  ni^t 
had  abundant  fresh  air  by  day.  But  a  long  series  of  reccNrds, 
ending  with  the  evidence  of  Lord  Shaftesbury  and  otheis 
before  the  recent  Commission  on  the  Housing  of  the  Poor, 
establishes  the  fact  that  all  the  horrors  of  the  worst  dens  of 
modem  London  had  their  coimterpart  in  worse  horrors  of  the 
lairs  of  the  loWest  stratum  of  society  in  every  previous  age. 

fuel,  Fuel,  like  grass,  is  oflen  a  free  gift  of  nature  to  a  sparse 

population ;  and  during  the  Middle  Ages  the  cottagers  could 
generally,  though  not  always,  get  the  little  brushwood  fire 
needed  to  keep  them  warm  as  they  huddled  together  round 
it  in  huts  which  had  no  chimney  through  which  the  heat 
could  go  to  waste.  But  as  population  increased  the  scarcity 
of  fuel  pressed  heavily  on  the  working  classes,  and  would 
have  arrested  England's  progress  altogether,  had  not  coal 
been  ready  to  take  the  place  of  wood  as  fuel  for  domestic 
purposes,  as  well  as  for  smelting  iron.  It  is  now  so  cheap 
that  even  the  comparatively  poor  can  keep  themselves  wann 
indoors  without  living  in  an  unwholesome  and  stupefying 
atmosphere. 

clothing,  This  is  one  of  the  great  services  that  coal  has  wrought 

for  modem  civilization.  Another  is  to  provide  cheap  under- 
clothing, without  which  cleanliness  is  impossible  for  the 
masses  of  the  people  in  a  cold  climate :  and  that  is  perhaps 
the  chief  of  the  benefits  that  England  has  gained  from  the 
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direct  application  of  machinery  to  making  commodities  for  book  vi. 
her  own  use.     Another,  and  not  less  important  service,  is  to    ^'"^' 
provide  abundant  water,  even  in  large  towns^;  and  another  to  water, 
supply,  with  the  aid  of  mineral  oil,  that  cheap  and  artificial 
light  which  is  needed  not  only  for  some  of  man's  work,  but,  light, 
what  is  of  higher  moment,  for  the  good  use  of  his  evening 
leisure.     To  this  group  of  requisites   for  a   civilized   life, 
derived  from  coal  on  the  one  hand,  and  modem  means  of 
Transport  on  the  other,  we  must  add,   as   has  just   been 
noticed,  the  cheap  and  thorough  means  of  communication  of 
news  and  thought  by  steam-presses,  by  steam-carried  letters  news  and 
and  steam-made  facilities  for  travel.     We  have  already  re- 
ferred to  these  agencies,  aided  by  electricity,  as  rendering 
possible  the  civilization  of  the  masses  in  countries  the  climate 
of  which  is  not  so  warm  as  to  be  enervating ;  and  as  pre- 
paring the  way  for  true  self-government  and  united  action  by 
the  whole  people,  not  merely  of  a  town  such  as  Athens, 
Florence  or  Bruges,  but  of  a  broad  country,  and  even  in  some 
respects  of  the  whole  civilized  worlds 

§  6.     We  have  seen  that  the  National  Dividend  is  at  The  infln- 
once  the  aggregate  net  product  of,  and  the  sole  source  of  ^ogrees 
payment  for,  all  the  agents  of  production  within  the  country ;  ^^j^  Qf 
that  the  larger  it  is,  the  larger,  other  things  being  equal,  ^^^  ^^ 
will  be  the  share  of  each  agent  of  production,  and  that  an  produc- 
increase  in  the  supply  of  any  agent  will  generally  lower  its 
price,  to  the  benefit  of  other  agents. 

This  general  principle  is  specially  applicable  to  the  case  it  has 
of  land.     An  increase  in  the  amount  or  productiveness  of  f^wOTedSe 
the   land  that  supplies  any  market   redounds  in  the  first  2^"^^' 
instance  to  the  benefit  of  those  capitalists  and  workers  who  agncul- 

,  taral  land, 

are  in  possession  of  other  agents  of  production  for  the  same 
market.  And  the  influence  on  values  which  has  been  ex- 
erted in  the  modem  age  by  the  new  means  of  Transport  is 
nowhere  so  conspicuous  as  in  the  history  of  land ;  its  value 
rises  with  every  improvement  in  its  communications  with 

1  PrimitiTe  appliances  will  bring  water  from  high  ground  to  a  few  public 
foontatDs:  but  the  omnipresent  water  snpply  which  both  in  its  coming  and  its 
going  performs  essential  services  for  cleanliness  and  sanitation,  wonld  be  im- 
possible without  coal-driren  steam-pumps  and  coal-made  iron  pipes. 

>  Book  I.  Oh.  n.  §§  6,  7. 
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BOOK  yi.  markets  in  which  its  produce  can  be  sold,  and  its  value  Ms 

cH^xn.    ^^j^  every  new  access  to  its  own  markets  of  produce  from 

more  distant  places.     It  is  not  very  long  ago  that  the  home 

counties  were  full  of  fears  that  the  making  of  good  roads 

would  enable  the  more  distant  parts  of  England  to  compete 

with  them  in  supplying  London  with  food;  and  now  the 

differential  advantages  of  English  fsLrtna  are  in  some  respects 

being  lowered  by  the  importation  of  food  that  has  travelled 

on  Indian  and  American  railroads,  and  being  carried  in  ships 

made  of  Bessemer  steel  and  driven  by  triple  expansicHi 

engines*. 

but  not  of         But  as  Malthus  contended,  and  Ricardo  admitted,  any- 

JSSaid    thing  that  promotes  the  prosperity  of  the  people  promotes 

Ske^to^e-  ^1^  ^  ^^^  ^^^S  ^^  *^^*  ^^  ^^^  landlords  of  the  soil     It  is 
ther.  true  that  English  rents  rose  very  fast  when,  at  the  beginning 

of  this  century,  a  series  of  bad  harvests  struck  down  a  people 
that  could  not  import  their  food ;  but  a  rise  so  caused  could 
not  from  the  nature  of  the  case  have  gone  very  much  further. 
And  the  adoption  of  free  trade  in  com  in  the  middle  of  the 
century,  followed  by  the  expansion  of  American  wheat-fields, 
is  rapidly  raising  the  real  value  of  the  land  urban  and  rural 
taken  together ;  that  is,  it  is  raising  the  amoimt  of  the  neces- 
saries, comforts  and  luxuries  of  life  which  can  be  purchased 
by  the  aggregate  rental  of  all  the  landowners  urban  and  rural 
taken  together'. 

1  A  somewhat  siinilar  case  is  that  of  many  quiet  summer  resorta.  Theirhmnkk 
attractions  absorbed  the  attention  of  neighbooring  residents  fifty  yeant  t^ ;  bat 
now  they  are  impoverished  by  those  modem  facilities  of  travel  which  induce  peofik 
to  take  longer  joam«ys  in  search  of  change  of  scene,  and  enrich  more  fanhiTTnin"? 
and  more  distant  resorts.  As  steam' carriage  favoars  those  soils  which  are  exoe^ 
tionally  fertile  bat  distant  from  good  markets,  so  it  favoors  thoee  pleasure  temxrta 
which  have  exceptionally  beantifol  scenery,  even  thoo^  they  are  far  awaj. 

s  Mr  W.  Storge  (in  an  instmctiye  paper  read  before  the  Institate  of  Sar- 
Teyors,  Dec.  1872)  estimates  that  the  agricultural  (money)  rent  of  EngiinJ 
doubled  between  1795  and  1815,  and  then  fell  by  a  third  till  1822;  after  that  tint 
it  has  been  alternately  rising  and  falling;  and  it  is  now  about  45  or  50  millions  ii 
against  50  or  55  millions  about  the  year  1878,  when  it  was  at  its  highest.  It  was 
about  80  millions  in  1810,  16  millions  in  1770,*  and  6  millions  in  1600.  (Conqitre 
Mr  Oiflen's  Growth  of  Capital,  Ch.  t.,  and  Porter's  Progrtu  of  the  Ifmhom, 
Sect.  n.  Ch.  i.)  But  the  rental  of  urban  land  in  England  is  now  rather  gnaUf 
than  the  rent  of  agricultural  land :  and  in  order  to  estimate  the  fuU  gain  ol  tbt 
landlords  from  the  expansion  of  population  and  general  progreas,  we  must  redua 
in  the  values  of  the  land  on  which  there  are  now  railroads,  mines,  doeka,  ^te.  Taka 
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§  7.     But  though  the  development  of  the  industrial  en-  book  vi. 

vironment  tends  on  the  whole  to  raise  the  value  of  land,  it    °^  "'^ 

more   often   than   not  lessens  the  value  of  machinery  and  Progress 

may  lower 
other  kinds  of  fixed  capital,  in  so  far  as  their  value  can  be  the  value 

separated  from  that  of  the  sites  on  which  they  rest.     A  sud-  appiilnoes 

den  burst  of  prosperity  may  indeed  enable  the  existing  stock  Son'where 

of  appliances  in  any  trade  to  earn  for  a  time  a  very  high  ^"  *^*^}® 

income.      But  things  which  can  be  multiplied  without  limit  from  that 

cannot  retain  for  long  a  scarcity  value ;  and  if  they  are  &irly  sites; 

durable,  as  for  instance  ships  and  blast  furnaces  and  textile 

machinery,  they  are  likely  to  suffer  great  depreciation  from 

the  rapid  progress  of  improvement. 

The  value  of  such  things  as  railways  and  docks  however  bat  not  if 
depends  in  the  long  run  chiefly  on  their  situation.     If  that  of  \hdr"^ 
is  good,  the  progress  of  their  industrial  environment  will  J^o^^d 
raise  their  net  value  even  after  allowance  has  been  made  for  «»• 
the  charges  to  which  they  may  be  put  in  keeping  their  ap- 
pliances abreast  of  the  age\ 

§  8.     Political  Arithmetic  may  be  said  to  have  begun  it  has 
in  England  in  the  seventeenth  century;  and  from  that  time  ^^^^e 
onwards  we  find  a  constant  and  nearly  steady  increase  in  the  JJp^,^' 
amount  of  accumulated  wealth  per  head  of  the  population". 

This  increase  of  capital  per  head  tended  to  diminish  its  and  has 
marginal  utility,  and  therefore  the  rate  of  interest  on  new  ite^pro- 
investments ;  but  not  uniformly,  because  there  were  mean-  SJ^J*^t 
while  creat  variations  in  the  demand  for  capital,  both  for  i^  ^^^ 
political  and  military  and  for  industrial  purposes.     Thus  the 
rate  of  interest  which  was  vaguely  reported  to  be  10  per  cent, 
during  a  great  part  of  the  Middle  Ages,  had  sunk  to  3  per 
cent  in  the  earlier  half  of  the  eighteenth  century ;  but  the 
immense  industrial  and  political  demand  for  capital  raised  it 
again,  and  it  was  relatively  high  during  the  great  war.     It 

all  together,  the  money  rental  of  England's  soil  is  probably  twice  as  high,  and  its 
Beal  rental  three  or  four  times  as  high,  as  it  was  when  the  com  laws  were  repealed. 

^  Of  oomrse  there  are  exceptions.  Economic  progress  may  take  the  form  of 
Imilding  new  railways  that  will  draw  off  much  of  the  traffic  of  some  of  those 
already  existing,  or  of  increasing  the  size  of  ships  till  they  can  no  longer  enter 
docks  the  entrance  to  which  is  through  shallow  waters. 

*  See  Book  nr.  Ch.  ra,  and  especially  the  Note  on  the  Statistics  of  the  Chrowth 
of  Wealth. 
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BOOK  Tz.   fell  as  soon  as  the  political  drain  had  ceased;  but  it  rose  again 
cH^jra.    -j^  ^Yie  middle  of  this  century,  when  railways  and  the  de- 
velopment of  the  Western  States  of  America  and  of  Australia 
made  a  great  new  demand  for  capital    These  new  demands 
have  not  slackened ;  but  the  rate  of  interest  is  again  £Edling 
fast,  in  consequence  of  the  great  recent  accumulations  of 
wealth  in   England,  on   the   Continent,  and   above   all   in 
America. 
There  is  a         §  9.    The  growth  of  general  enlightenment  and  of  a  sense 
faU  iTuie   of  responsibility  towards  the  young  has  turned  a  great  deal 
traS^  *^'  of  the  increasing  wealth  of  the  nation  from  investment  as 
abiiitiy.       Material  capital  to  investment  as  Personal  capital     There 
has  resulted   a  largely  increased  supply  of  trained   abili- 
ties, which  has  much  increased  the  National  Dividend,  and 
raised  the  average  income  of  the  whole  people:  but  it  has 
taken  away  from  these  trained  abilities  much  of  that  scarcity 
value   which  they  used  to  possess,  and  has  lowered  their 
earnings  not  indeed  absolutely,  but  relatively  to  the  general 
advance;  and  it  has  caused  many  occupations,  which  not  long 
ago  were  accounted  skilled,  and  which  are  still  spoken  of  as 
skilled,  to  rank  with  unskilled  labour  as  regards  wage& 

A  striking  instance  is  that  of  writing.  It  is  true  that 
many  kinds  of  office  work  require  a  rare  combination  of  high 
mental  and  moral  qualities ;  but  almost  any  one  can  be  easily 
taught  to  do  the  work  of  a  copying  clerk,  and  probably  there 
will  soon  be  few  men  or  women  in  England  who  cannot  write 
fairly  well  When  all  can  write,  the  work  of  copying,  which 
used  to  earn  higher  wages  than  almost  any  kind  of  manual 
labour,  will  rank  among  unskilled  trades  \ 
EamingR  Again  a  new  branch  of  industry  is  often  difficult  simply 

l^miiiw^    because  it  is  unfamiliar ;  and  men  of  great  force  and  skill  are 
^wi-      required  to  do  work,  which  can  be  done  by  men  of  ordinary 

1  In  fact  the  better  kinds  of  artiBan  work  educate  a  man  more,  and  will  bt 
better  paid  than  those  kinds  of  derii's  work  which  call  for  neither  jndgmtat  nor 
responsibility.  And,  as  a  role,  the  best  thing  that  an  artisan  can  do  for  bis  sob  ■ 
to  bring  him  np  to  do  thoroughly  the  work  that  lies  at  his  hand,  so  that  he  mtj^ 
understand  the  mechanical,  chemical  or  other  scientific  principles  that  bear  vftm 
it;  and  may  enter  into  the  spirit  of  any  new  inq>roTement  that  may  be  made  in  it 
If  his  son  should  prove  to  have  good  natural  abilities,  he  is  far  mora  Uka^  to  riit 
to  a  high  position  in  the  world  from  the  bench  of  an  artisan  than  fram  the  dak 
of  a  clerk. 


occnpa- 
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capacity  or  even  by  women  and  children,  when  the  track  has  book  vi. 
once  been  well  beaten :  its  wages  are  high  at  first,  but  they  °°'"^' 
fall  as  it  becomes  femiliar;     And  this  has  caused  the  rise  of  Jioj^.^'^d 

to  fall 

average  wages  to  be  underrated,  because  it  so  happens  that  reiatiyeiy 
many  of  the  statistics,  which  seem  typical  of  general  move-  new.*^  ^ 
ments  of  wages,  are  taken  from  trades  which  were  compara- 
tively new  a  generation  or  two  ago,  and   are  now  within 
the  grasp  of  men  of  much  less  real  ability  than  those  who 
pioneered  the  way  for  them\ 

The  consequence  of  such  changes  as  these  is  to  increase 
the  number  of  those  employed  in  occupations  which  are 
called  skilled,  whether  the  term  is  now  properly  applied  or 
not :  and  this  constant  increase  in  the  numbers  of  workers  in 
the  higher  classes  of  trades  has  caused  the  average  of  all 
labour  to  rise  much  faster  than  the  average  of  representa- 
tive wages  in  each  trade*. 

In  the  middle  age,  though  some  men  of  great  ability 
remained  artisans  all  their  lives,  and  became  artists ;  yet  as 
a  class  the  artisans  ranked  more  nearly  with  the  unskilled  Artisans' 
labourers  than  they  do  now.  At  the  beginning  of  the  new 
industrial  era  a  hundred  years  ago  the  artisans  had  lost  much 
of  their  old  artistic  traditions  and  had  not  yet  acquired  that 
technical  command  over  their  instruments,  that  certainty  and 

1  Comp.  Book  IV.  Ch.  vi.  §§  1,2;  and  Ch.  ix.  especially  §  6.  As  the  trade 
progresses,  improvements  in  machinery  are  snre  to  lighten  the  strain  of  ac- 
eompliBhing  any  given  task;  and  therefore  to  lower  task  wages  rapidly.  Bat 
meanwhile  the  pace  of  the  machinery,  and  the  quantity  of  it  put  under  the  charge 
of  each  worker,  may  be  increased  so  much  that  the  total  strain  involved  in  the 
day's  work  is  greater  than  before.  On  this  subject  employers  and  employed 
freqoently  differ.  It  is  for  instance  certain  that  Time  wages  have  'risen  in  the 
textile  trades;  bat  the  employes  aver,  in  contradiction  to  the  employers,  that  the 
strain  imposed  on  them  has  increased  more  than  in  proportion;  that  is,  that 
Sffldency-wages  have  fallen.  In  this  controversy  wages  have  been  estimated  in 
money;  bat  when  account  is  taken  of  the  increase  in  the  purchasmg  power  of 
money  there  is  no  doubt  that  Beal  Efficiency- wages  have  risen. 

•  This  may  be  made  clearer  by  an  example.  If  there  are  500  men  in  grade  A 
earning  12$.  a  week,  400  in  grade  B  earning  2&t.  and  100  in  grade  C  earning  40«. 
the  average  wages  of  the  1000  men  are  209.  If  after  a  time  800  from  grade  A  have 
passed  on  to  grade  B,  and  300  from  grade  B  to  grade  C,  the  wages  in  each  grade 
remaining  stationary,  then  the  average  wages  of  the  whole  thousand  men  will  be 
about  289.  6d.  And  even  if  the  rate  of  wages  in  each  grade  had  meanwhile  fallen 
10  per  cent.,  the  average  wages  of  all  would  stiU  be  about  2Ss.  6<2.,  that  is  would 
have  risen  more  than  25  per  cent.  Neglect  of  such  facts  as  these,  as  Mr  QiSen 
has  pointed  out,  is  apt  to  cause  great  errors. 
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BOOK  VI.   facility  in  the  exact  performance  of  difficult   tasks  whidi 

cHjcix.    ijgjQjjg  iQ  ^jjg  modem  skilled  artisan ;  and  observers  early  in 

this  century  are  full  of  wonder  at  the  social  gulf  that  opened 

out  in  their  own  generation  between  the  artisan  and  the 

rose  unskilled  labourer.     This  social  change  was  a  consequence 

to  those  of  partly  of  the  increase  of  the  wages  of  the  artisan,  which  roee 

U^urat    ^^  about  double  those  of  the  unskilled  labourer;  and  partly 

niMof^e  ^^  *^®  same  cause  that  secured  him  his  high  wages,  that  is 

century:     the  great  increase  in  the  demand  for  highly  skilled  labour, 

especially  in  the  metal  trades,  and  the  consequent  rapid 

absorption  of  the  strongest  characters  among  the  labour^s 

and  their  children  into  the  ranks  of  the  artisans;   for  the 

breaking  down,  just  at  that  time,  of  the  old  exclusiveness  of 

the  artisans,  had  made  them  less  than  before  an  aristocracy 

by  birth  and  more  than  before   an  aristocracy  by  worth. 

but  now     But  about  a  generation  ago,  as  has  just  been  explained, 

dency^S     some  of  the  simpler  forms  of  skilled  trades  began  to  lose 

reversed,    ^.j^^jp  scarcity  value,  as  their  novelty  wore  oflF;  and  at  the 

same  time  continually  increasing  demands  began  to  be  made 

on  the  ability  of  those  in  some  trades,  that  are  traditionally 

ranked  as  unskilled.     The  navvy  for  instance,  and  even  the 

agricultural  labourer,  have  often  to  be  trusted  with  expensive 

and  complicated  machinery,  which  a  little  while  ago  were 

thought  to  belong  only  to  the  skilled  trades,  and  the  Red 

wages  of  these  two  representative  occupations  are  rising  &st^ 

Again  there  are  some  skilled  and  responsible  occupatioDS, 

such  as  those  of  the  head  heaters  and  rollers  in  iron  works, 

which  require  great  physical  strength,  and   involve  much 

discomfort:   and   in   them  wages  are  very  high.     For  the 

temper  of  the  age  makes  those  who  can  do  high  class  work, 

and  can  earn  good  wages  easily,  refuse  to  undergo  hardship, 

except  for  a  very  high  reward. 

^  The  rise  of  wages  of  agriooltond  Iftbonrers  would  be  more  striking  thm  it  k, 
did  not  the  spread  of  modem  notions  to  agricultural  districts  cause  many  of  tt* 
ablest  children  bom  there  to  leave  the  fields  for  the  raflway  or  the  workshop,  to 
become  policemen,  or  to  act  as  carters  or  porters  in  towns.  Periiaps  there  is  ne 
stronger  evidence  of  the  benefits  of  modem  education  and  economic  laogiess  thaa 
the  fact  that  those  who  are  left  behind  in  the  fields,  thon^  having  le«  than  aa 
average  share  of  natural  abilities,  are  yet  able  to  earn  much  higher  Real ' 
than  their  fathers. 
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§  10.  We  may  next  consider  the  changes  in  the  relative  book  vi. 
wages  of  old  and  young  men,  of  women  and  children.  oHjtn. 

The  conditions  of  industry  change  so  fast  that  long  expe-  There  is  a 
rience  is  in  some  trades  almost  a  disadvantage,  and  in  many  fall  in  the 
it  is  of  fer  less  value  than  a  quickness  in  taking  hold  of  new  SSfrTy*^ 
ideas  and  adapting  one's  habits  to  new  conditions.     In  these  ™®°' 
trades  an  elderly  man  finds  it  difficult  to  get  emplojrment 
except  when  trade  is  brisk,  at  all  events  if  he  is  a  member 
of  a  union  which  will  not  allow  him  to  work  for  less  than 
the  full  wages  of  the  district.     In  any  case  he  is  likely  to 
earn  less  after  he  is  fifty  years  old  than  before  he  is  thirty ; 
and  the  knowledge  of  this  is  tempting  artisans  to  follow  the 
example  of  unskilled  labourers,  whose  natural  inclination  to 
marry  early  has  always  been  encouraged  by  the  desire  that 
their  family  expenses  may  begin  to  fall  oflF  before  their  own 
wages  begin  to  shrink.     Trades-unions  are  afi^id  that  abuses 
might  creep  in  if  they  allowed  men  "  with  grey  hairs "  to 
compete  for  emplo}rment  at  less  than  full  wages ;  but  many 
of  them  are  coming  to  see  that  it  is  to  their  own  interest,  as 
it  certainly  is  to  that  of  the  community,  that  such  men 
should  not  be  forced  to  be  idle. 

A  second  and  even  more  injurious  tendency  of  the  same  and  a 
kind  is  that  of  the  wages  of  children  to  rise  relatively  to  wages  of 
those  of  their  parents.     Machinery  has  displaced  many  men,  ^^,"*^ 
but  not  many  boys;  the  customary  restrictions  which  ex- 
cluded them  from  some  trades  are  giving  way;  and  these 
changes,  together  with  the  spread  of  education,  while  doing 
good  in  almost  every  other  direction,  are  doing  harm  in  this 
that  they  are  enabling  boys,  and  even  girls,  to  set  their 
parents  at  defiance  and  start  in  life  on  their  own  account. 

The  wages  of  women  are  for  similar  reasons  rising  fast  and  of 
relatively  to  those  of  men.  And  this  is  a  great  gain  in  so 
far  as  it  tends  to  develop  their  faculties ;  but  an  injury  in 
so  fer  as  it  tempts  them  to  neglect  their  duty  of  building  up 
a  true  home,  and  of  investing  their  efforts  in  the  Personal 
capital  of  their  children's  character  and  abilities. 

§  11.  The  relative  fall  in  the  incomes  to  be  earned  by  The  earn- 
moderate  ability,  however  carefully  trained,  is  accentuated  ^lonaT 
by  the  rise  in  those  that  are  obtained  by  many  men  of  extra-  ^^  *" 
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BOOK  VI.  ordinary  ability.    There  never  was  a  time  at  which  moderately 

cH^.    g^^  ^- J  p^^jjigs  sold  more  cheaply  than  now.and  there  never 

was  a  time  at  which  first-rate  paintings  sold  so  dearly.    A 

business  man  of  average  ability  and  average  good  fortune 

gets  now  a  lower  rate  of  profits  on  his  capital  than  at  any 

previous  time;   while  yet  the  operations,  in  which  a  man 

exceptionally  favoured  by  genius  and  good  luck  can  take 

part,  are  so  extensive  as  to  enable  him  to  amass  a  huge 

fortune  with  a  rapidity  hitherto  unknown. 

as  a  result         The  causes  of  this  change  are  chiefly  two ;  firstly,  the 

causes       general  growth  of  wealth ;  and  secondly,  the  development  of 

new  facilities  for  communication,  by  which  men,  who  have 

once  attained  a  commanding  position,  are  enabled  to  i^phr 

their   constructive   or  speculative   genius  to  undertakings 

vaster,  and  extending  over  a  wider  area,  than  ever  before. 

of  which  It  is  the  first  cause,  almost  alone,  that  enables  some  bar* 

ahn^t^     risters  to  command  very  high  fees ;  for  a  rich  client  whose 

ai^e  on     reputation,  or  fortune,  or  both,  are  at  stake  will  scarcely  count 

fessionai     any  price  too  hicfh  to  secure  the  services  of  the  best  man  he 

iucomes,  "^    '  ,  .    .      ,  .  .       ,  i  ,       •     i  j        • 

can  get :  and  it  is  this  agam  that  enables  jockeys  and  painters 
and  musicians  of  exceptional  ability  to  get  very  high  prices. 
In  all  these  occupations  the  highest  incomes  earned  in  our 
own  generation  are  the  highest  that  the  world  has  yet  seen. 
But  so  long  as  the  number  of  persons  who  can  be  reached  by 
a  human  voice  is  strictly  limited,  it  is  not  very  likely  that 
any  singer  will  make  an  advance  on  the  £10,000  said  to  have 
been  earned  in  a  season  by  Mrs  Billington  at  the  b^:inning 
of  this  century  to  be  compared  with  that  which  the  busings 
leaders  of  the  present  generation  have  made  on  those  of  the 
last, 
while  both  For  the  two  causes  have  co-operated  to  put  enonnons 
^th regard  power  and  wealth  in  the  hands  of  those  business  men  of  our 
nes^^.  ^^^  generation  who  have  had  first-rate  genius,  and  have  been 
comes.  favoured  by  fortune.  This  is  most  conspicuous  in  America, 
where  several  men  who  began  life  poor,  have  amassed  moK 
than  £10,000,000  each.  It  is  true  that  a  great  part  of  these 
gains  have  come,  in  some  cases,  from  the  wrecks  of  the  rival 
speculators  who  had  been  worsted  in  the  race.  But  in  others, 
as  for  instance,  that  of  the  late  Mr  Vanderbilt,  they  were 
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earned  mainly  by  the  supreme  economizing  force  of  a  great  book  vi. 
constructive  genius  working  at  a  new  and  large  problem  with    ^•"^' 
a  free  hand :  and  Mr  Vanderbilt  probably  saved  to  the  people 
of  the  United  States  more  than  he  accumulated  himself  ^ 

§  12.     But  these  fortunes  are  exceptional.     The  diflRision  Progress 
of  knowledge,  the  improvement  of  education,  the  growth  of  proving 
prudent  halnts  among  the  masses  of  the  people,  and  the  ^*^f the 
opportunities  which  the  new  methods  of  business  oflFer  for  g^'^^^^ 
the  safe  investment  of  small  capitals : — all  these  forces  are  working 
telling  on  the  side  of  the  poorer  classes  as  a  whole  relatively 
to  the  richer.     The  returns  of  the  income  tax  and  the  house 
tax,  the  statistics  of  consumption  of  commodities,  the  records 
of  salaries  paid  to  the  higher  and  the  lower  ranks  of  servants 
of  Government  and  public  companies,  tend  in  the  same 
direction,  and   indicate  that  middle   class  incomes  are  in- 
creasing faster  than  those  of  the  rich ;  that  the  earnings  of 
artisans  are  increasing  faster  than  those  of  the  professional 
classes,  and  that  the  wages  of  healthy  and  vigorous  unskilled 
labourers  are  increasing  faster  even  than  those  of  the  average 
artisan*. 

1  It  shonld  be  noticed  however  that  some  of  these  gains  may  be  traced  to  those 
opportunities  for  the  formation  of  trade  combinations  engineered  by  a  few  able, 
wealthy  and  daring  men  to  exploit  for  their  own  benefit  a  great  body  of  manu- 
hctnres,  or  the  trade  and  tn^c  of  a  large  district.  That  part  of  this  power, 
which  depends  on  political  conditions,  and  especially  on  the  Protective  tariff,  may 
pass  away.  Bat  the  area  of  America  is  so  large,  and  its  condition  so  changeful, 
that  the  slow  and  steady  going  management  of  a  great  joint-stock  company  on 
the  English  plan  is  at  a  disadvantage  in  competition  with  the  vigorous  and  original 
scheming,  the  rapid  and  resolute  force  of  a  small  group  of  wealthy  capitalists, 
who  are  willing  and  able  to  apply  their  own  resources  in  great  undertakings  to  a 
much  greater  extent  than  is  the  case  in  England.  The  ever-shifting  conditions  of 
business  life  in  America,  enable  natural  selection  to  bring  to  the  front  the  best 
minds  for  the  purpose  from  their  vast  population,  almost  every  one  of  whom,  as 
he  enters  on  life,  resolves  to  be  rich  before  he  dies.  The  modem  developments  of 
bnsiness  and  of  business  fortunes  are  of  exceptional  interest  and  instruction  to 
Englishmen :  but  their  lessons  will  be  misread  unless  the  essentially  different  con- 
ditions of  bnsiness  life  in  the  Old  world  and  the  New  are  constantly  borne  in 
mind. 

^  A  great  body  of  statistics  relating  to  nearly  all  civilized  countries,  and  uni- 
formly tending  in  this  direction  is  contained  in  M.  Leroy  Beaulieu's  Eaaai  sur  la 
repartition  dts  JRiehesses,  et  star  la  tendance  d  une  moindre  inigaliti  des  conditions, 
1881.  Mr  Goschen's  Address  to  the  Boyal  Statistical  Society  in  1887  on  The 
increase  o/ moderate  incomes  points  the  same  way;  and  above  all  so  do  the  very 
careful  and  instructive  studies  of  wage  statistics  made  by  Mr  Giffen  in  his  private 
and  in  his  official  capacity. 
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BOOK  yi.         It  must  be  admitted  that  a  rise  in  wages  would  lose  part 

°°'  "^    of  its  benefit,  if  it  were  accompanied  by  an  increase  in  the 

mincon-  time  spent  in  enforced  idleness.     Inconstancy   of  emplov- 

stancyof  .^  .11.11  11.  -  * 

employ-      ment  is  a  great  evil,  and  ngntly  attracts  public  attention. 

modem      But  Several  causes  combine  to  make  it  appear  to  be  greater 

^^^     than  it  really  is. 

rated*^^^  When  a  large  fectory  goes  on  half  time,  rumour  bruits 
the  news  over  the  whole  neighbourhood,  and  perhaps  the 
newspapers  spread  it  all  over  the  country:  but  few  people 
know  when  an  independent  workman,  or  even  a  small  em- 
ployer, gets  only  a  few  days'  work  in  a  month ;  and  in  conse- 
quence whatever  suspensions  of  industry  there  are  in  modem 
times  are  apt  to  seem  more  important  than  they  are  relatively 
to  those  of  earlier  times.  In  earlier  times  some  labourers 
were  hired  by  the  year:  but  they  were  not  free,  and  were 
kept  to  their  work  by  personal  chastisement.  There  is  no 
good  cause  for  thinking  that  the  mediaeval  artisan  had  con- 
stant employment.  And  the  most  persistently  inconstant 
employment  now  to  be  found  in  Europe  is  in  those  non- 
agricultural  industries  of  the  West  which  are  most  nearly 
mediaeval  in  their  methods,  and  in  those  industries  of  Eastern 
and  Southern  Europe  in  which  mediaeval  traditions  are 
strongest'. 

In  many  directions  there  is  a  steady  increase  in  the  pro- 
portion of  employ^  who  are  practically  hired  by  the  year. 
This  is  for  instance  the  general  rule  in  many  of  those  trades 
connected  with  Transport  which  are  growing  fastest,  and  are 
the  representative  industries  of  the  second  half  of  the  nine- 
teenth century,  as  the  manufacturing  trades  were  of  the  fiist 
half.     And  though  the  rapidity  of  invention,  the  fickleness 

1  One  instance,  which  has  come  under  the  present  wiiter^s  obeerration  m^ 
be  mentioned  here.  In  Palermo  there  is  a  semi-fendal  oonnectioQ  between  the 
artisans  and  their  patrons.  Each  carpenter  or  tailor  has  one  or  more  large  booHi 
to  which  he  looks  for  employment ;  and  so  long  as  he  behaTes  himsdf  £airij  vcQ, 
he  is  practically  secmre  from  competition.  There  are  no  great  waTes  of  Depnmim 
of  Trade ;  the  newspapers  are  never  filled  with  aoconnts  of  the  soirerings  of  tboit 
out  of  work,  because  their  condition  changes  very  litUe  from  time  to  time.  Bit 
a  larger  percentage  of  artisans  are  out  of  employment  at  the  best  of  times  la 
Palermo,  than  in  England  in  the  centre  of  the  worst  depresaion  of  reeent  yeark 

On  the  probable  instability  of  industry  in  the  Middle  Ages  see  Dr  Cnnninghaa'i 
Qrowth  of  English  Industry  and  Commerce^  Vol.  z.  p.  348. 
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of  fashion,  and  above  all  the  instability  of  Credit,  do  certainly  book  vi. 
introduce  disturbing  elements  into  modem  industry ;  yet,  as    ^°'  "^' 
we  shall  see  presently,  other  influences  are  working  strongly 
in  the  opposite  direction,  and  there  seems  to  be  no  good 
reason  for  thinking  that  inconstancy  of  employment  is  in- 
creasing on  the  whole. 

Progress  then  has  done  much :  but  there  still  remains  a  Bat  not  of 
great,  and — in  consequence  of  improved  sanitation — perhaps  are^onflt*^ 
a  growing  Residuum  of  persons  who  are  physically,  mentally  ^^J^^^ 
or  morally  incapable  of  doing  a  good  day's  work  with  which 
to  earn  a  good  day's  wage ;  and  some  of  those  who  are  called 
artisans,  together  with  many  unskilled  labourers,  work  hard 
for  over  long  hours,  and  provide  for  others  the  means  of 
refinement  and  luxury,  but  obtain  neither  for  themselves  nor 
their  children  the  means  of  living  a  life  that  is  worthy  of 
man. 

There  is  a  strong  temptation  to  over-state  the  economic  The  temp- 
evils  of  our  own  age,  and  to  ignore  the  existence  of  similar  ^dereute 
and  worse  evils  in  earlier  ages;  for  by  so  doing  we  may  for  ^«^^^*® 
the  time  stimulate  others,  as  well  as  ourselves,  to  a  more<p^«8- 
intense  resolve  that  the  present  evils  shall  no  longer  be 
allowed  to  exist.  But  it  is  not  less  wrong,  and  generally 
it  is  much  more  foolish,  to  palter  with  truth  for  a  good  than 
for  a  selfish  cause.  And  the  pessimist  descriptions  of  our 
own  age,  combined  with  romantic  exaggerations  of  the  hap- 
piness of  past  ages,  must  tend  to  the  setting  aside  of  methods 
of  progress,  the  work  of  which  if  slow  is  yet  solid ;  and  to  the 
hasty  adoption  of  others  of  greater  promise,  but  which  re- 
semble the  potent  medicines  of  a  charlatan,  and  while  quickly 
effecting  a  little  good,  sow  the  seeds  of  widespread  and  lasting 
decay.  This  impatient  insincerity  is  an  evil  only  less  great 
than  that  moral  torpor  which  can  endure  that  we,  with  our 
modem  resources  and  knowledge,  should  look  on  contentedly 
at  the  continued  destmction  of  all  that  is  worth  having  in 
multitudes  of  human  lives,  and  solace  ourselves  with  the 
reflection  that  anyhow  the  evils  of  our  own  age  are  less  than 
those  of  the  past. 

§  13.     We  have  not  yet  reached  the  stage  at  which  we  The 
can  profitably  examine  the  general  effects  of  economic  pro-  influeSBes 


M. 
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CH.  xn. 

of  pro- 
gress. 


By  the 

Standard 
of  Life  we 
mean  the 
Standard 
of  Acti- 
▼itieeas 
well  as  of 
Wants. 


gress  on  human  well  being.     But  it  will  be  well^  belbre 

ending  this   Book,  to  pursue   a  little   further  the  line  of 

thought  on  which  we  started  in  Book   IIL,  when   oonsidef- 

ing  Wants  in  relation  to  Activities.     We  there  saw  reascms 

for  thinking  that  the  true  key-note  of  economic  progress  is 

the  development  of  new  activities  rather  than  of  new  wants; 

Connection  and  we  may  now  make  some  study  of  a  question  that  is 

the'man.    of  special  urgency  in  our  own  generation ;  viz. — ^what  is  the 

S^M  and  connection  between  changes  in  the  manner  of  living  and  the 

^ZI^l^  ^^  ^f  earnings ;  how  {blt  is  either  to  be  regarded  as  the 

cause  of  the  other,  and  how  tar  as  the  effect. 

Let  us  take  the  term  the  Standard  of  Life  to  mean 
the  Standard  of  Activities  and  of  Wants.  Thus  a  rise  in  the 
Standard  of  Living  implies  an  increase  of  intelligence,  and 
energy  and  self-respect ;  leading  to  more  care  and  judgment 
in  expenditure,  and  to  an  avoidance  of  food  and  drink  that 
gratify  the  appetite  but  afford  no  strength,  and  of  ways  of 
living  that  are  unwholesome  physically  and  morally.  A  rise 
in  the  Standard  of  Life  for  the  whole  population  will  mudi 
increase  the  National  Dividend,  and  the  share  of  it  which 
accrues  to  each  grade  and  to  each  trade ;  and  a  rise  in  the 
Standard  of  Life  for  any  one  trade  or  grade  will  raise  tbdr 
eflSciency  and  their  own  real  wages;  while  it  will  at  the 
same  time  enable  others  to  obtain  their  assistance  at  a  cost 
somewhat  less  in  proportion  to  its  eflSciency ;  and  of  course  it 
will  increase  the  National  Dividend  a  little. 

But  many  writers  have  spoken  of  the  influence  exerted 

on  wages  by  a  rise  not  in  the  Standard  of  Life,  but  in  that  of 

Comfort; — a  term   that   may  suggest  a  mere  increase  of 

wages        artificial  wants,  among  which  perhaps  the  grosser  wants  may 

through  its  predominate.     It  is  true  that  every  broad  improvement  in  the 

in^ence     Standard  of  Comfort  is  sure  to  bring  with  it  a  better  manner 

S's^^    of  living,  and  to  open  the  way  to  new  and  higher  activities: 

dardof       while  those  who  have  hitherto  had  neither  the  necessaries 

nor  the  decencies  of  life  can  hardly  fedl  to  get  some  increase 

of  vitality  and  energy  from  an  increase  of  comfort,  however 

gross  and  material  the  view  which  they  may  take  of  it  Thns 

a  rise  in  the  Standard  of  Comfort  does  to  some  extent  invohre 

a  rise  in  the  Standard  of  Life ;  and  in  so  far  as  this  is  the 


Arise  in 
the  stan- 
dard of 
Comfort 
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case  it  does  tend  to  increase  the  National  Dividend  and  to  book  vi. 
improve  the  condition  of  the  people.  °°'  "'* 

Some  writers  however  of  our  own  and  of  earlier  times  A  rise  in 
have  gone  further  than  this,  and  have  implied  that  a  mere  dard  of 
increase  of  wants  tends  to  raise  wages.    But  the  only  direct  J^JJ^I^ 
effect   of  an  increase  of  wants  is  to  make  people  n^^re^J^J®" 
miserable  than  before.     And  if  we  put  aside  its  probable  a  chief 


indirect  effect  in  increasing  activities,  and  otherwise  raising  SiSa^^ 
the  Standard  of  Life,  it. can  raise  wages  only  by  another JJj'^*^^^^ 
indirect  effect,  viz.  by  diminishing  the  supply  of  labour.  ^^^LmS 

The  doctrine  that,  merely  through  its  action  in  diminish-  ;*Maithu8. 
ing  the  supply  of  labour,  a  rise  in  the  Standard  of  Comfort  d^tnnes 
raises  wages,  and  is  one  of  the  most  effective  means  for  that  ^tre^o 
purpose,  has  been  consistently  held  by  those  who  believe  that  '®""- 
population  is  pressing  on  the  means  of  subsistence  so  hardly, 
that  the  rate  of  growth  of  population  exercises  a  predomi- 
nating influence  on  the  rate  of  wages.    For  if  that  be  true,  then 
it  is  also  true  that  at  least  one  of  the  most  efficient  means  of 
raising  wages  is  to  induce  people  to  adopt  a  higher  Standard  of 
Comfort,  in  however  mean  and  sordid  a  sense  the  term  Comfort 
is  used:   since  in  order  to   indulge  the  new  desires  rising 
out  of  their  extended  desire  for  comfort  they  may  probably 
marry  late,  or  otherwise  limit  the  number  of  their  children. 

But  it  cannot  be  maintained  by  those  who  hold,  as  most 
writers  of  the  present  generation  do,  that  the  new  facilities  of 
Transport  have  much  diminished  for  the  present  the  influence 
which  the  Law  of  Diminishing  Return  exercises  on  produc- 
tion ;  and  .that  the  countervailing  influences  of  the  Law  of 
Increasing  Return  are  so  strong  that  the  growth  of  population 
is  not  just  now  pressing  hardly  on  the  means  of  subsistence. 

It  is  indeed  still  possible  to  contend  that  a  mere  diminu-  The  infla- 
tion in  the  supply  of  manual  labourers  as  a  whole,  or  of  any  ^^eTot  a 
one  class  of  them  in  particular,  will  increase  the  competition  ^^f®^^ 
for  their  aid  on  the  part  of  the  higher  grades  of  labour,  and  laboor  of 
the  owners  of  material  capital ;  and  that  in  consequence  their  wiu  now 
wages  will  rise.    This  argument  is  no  doubt  valid  so  far  as  it  BtncSe?^ 
goes :  but  the  rise  of  wages  that  can  be  got  by  any  class  of  ^^^^^ 
labour  simply  by  making  itself  scarce,  and  independently  of  <>*  ^ork. 
any  improvement  in  its  Standard  of  Activities  is  generally  not 

47—2 
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BOOK  VI.   very  great,  except  in  the  case  of  the  lowest  grades.    We  will 
^'  ^"'    consider  this  problem  in  some  detail  with  reference  to  that  par- 
ticular change  in  the  Standard  of  Living  which  takes  the  form 
of  shortening  the  hours  of  labour,  and  of  wise  uses  of  leisure*. 
TooUttie  §  14.     The  earnings  of  a  human  being  are  commonly 

often  taken  couuted  gro88  /  no  Special  reckoning  being  made  for  his  weir- 
anJ^r*of  and-tear,  of  which  indeed  he  is  himself  often  rather  careless; 
human       j^^jj   q^  i\^q  whole,  but  little  account  is  taken  of  the  evil 

beings.  '  .  , 

eflfects  of  the  overwork  of  men  on  the  well-beipg  of  the 

next  generation,  although  the  hours  of  labour  of  children  are 

regulated  by  law  in  their  own  interests  and  those  of  women 

in  the  interests  of  their  fetmilies. 

It  is  waste-        When  the  hours  and  the  general  conditions  of  labour  are 

without      such  as  to  cause  great  wear-and-tear  of  body  or  mind  or  both, 

and  leisure  ^^^  ^  ^^^  ^  ^  ^^^  standard  of  living ;  when  there  has  been 

^J^^J^    a  want  of  that  leisure,  rest  and  repose,  which  is  one  of  the 

for  effici-    necessaries  for  efficiency ;  then  the  labour  has  been  extra va- 

ency.  . 

gant  from  the  point  of  view  of  society  at  large,  just  as  it 

The  gain    would  be  extravagant  on  the  part  of  the  individual  capitalist 

nation  of    to  keep  his  horses  or  slaves  overworked  or  underfed     In  such 

trades  S    ^  ^^^^^^  *  moderate  diminution  of  the  hours  of  labour  would 

J^^j^^.       diminish  the  National  Dividend  only  temporarily;   for  as 

injurious     soou  as  the  improved  Standard  of  Life  had  had  time  to  have 

its  full  effect  on  the  efficiency  of  the  workers,  their  increased 

energy,  intelligence  and  force  of  character  would  enable  them 

to  do  as  much  as  before  in  less  time ;  and  thus,  even  from  the 

point  of  view  of  material  production,  there  would  be  no  mure 

ultimate  loss  than  is  involved  by  sending  a  sick  worker  into 

hospital  to  get  his  strength  renovated.    And,  since  material 

wealth  exists  for  the  sake  of  man,  and  not  man  for  the  sake 

of  material  wealth,  the  fact  that  inefficient  and  stunted  human 

lives  had  been  replaced  by  more  efficient  and  fuller  lives 

would  be  a  gain   of  a  higher  order  than  any  temporaij 

material  loss  that  might  have  been  occasioned  on  the  way. 

provided     This    argument   assumes   that    the    new  rest   and   leisure 

andlielsure  raiscs  the  Standard  of  Life.     And  such  a  result  is  almoet 

are  turned 

!?^^^  ^  Mr  Ounton's  suggestive  writings  on  the  causes  that  govern  wages  seem  to  he 

somewhat  impaired  by  a  lax  use  of  the  phrases  **  Standard  of  Comfort "  and  "cod 

*f  production  at  labour." 
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certain  to  follow  in  the  extreme  cases  of  overwork  which  we  book  vi. 
have  been  now  considering ;  for  in  them  a  mere  lessening  of  ^'  "'* 
tension  is  a  necessary  condition  for  taking  the  first  step  up- 
wards. 

This  brings  us  to  consider  the  lowest  grade  of  honest  Exception- 
workers.     Few  of  them  work  very  hard ;  but  they  have  little  tionsof  the 
stamina ;  and  many  of  them  are  so  overstrained  that  they  ^^f  of 
might  probably,  after  a  time,  do  as  much  in  a  shorter  day  as  ^o'J^e"- 
they  now  do  in  a  long  one.     Moreover  they  are  the  one  class 
of  workers,  whose  wages  might  be  raised  considerably  at  the 
expense  of  other  classes  by  a  mere  diminution  in  the  supply 
of  their  labour.     Some  of  them  iudeed  are  in  occupations 
that  are  closely  pressed  by  the  competition  of  skilled  workers 
using  machinery ;  and  their  wages  are  controlled  by  the  Law 
of  Substitution.     But  many  of  them  do  work  for  which  no 
substitute  can  be  fouud ;  they  might  raise  the  price  of  their 
labour  considerably  by  stinting  its  supply;  and  they  might 
have  been  able  to  raise  it  a  very  great  deal  in  this  way,  were 
not  any  rise  sure  to  bring  into  their  occupation  other  workers 
of  their  own  grade  from  occupations  in  which  wages  are 
controlled  by  the  Law  of  Substitution  \ 

§  15.    Again  there  are  some  branches  of  industry  which  In  some 
at  present  turn  to  account  expensive  plant  during  only  ten  gborter 
hours  a  day;  and  in  which  the  gradual  introduction  of  two  b^^' 
shifts  of  eight  hours  would  be  an  unmixed  gain.    The  change  double 
would  need  to  be  introduced  gradually;  for  there  is  not  enough  would  be 
skilled  labour  in  existence  to  allow  such  a  plan  to  be  adopted  ^mix^ 
at  once  in  all  the  workshops  and  factories  for  which  it  is^"^^.^ 
suited.     But  some  kinds  of  machinery,  when  worn  out  or<^«>^«d. 
antiquated,  might  be  replaced  on  a  smaller  scale;  aud,  on 
the  other  hand,  much  new  machinery  that  cannot  be  profit- 
ably introduced  for  a  ten  hours'  day,  would  be  introduced  for 
a  sixteen  hours*  day ;  and  when  once  introduced  it  would  be 
improved  on.     Thus  the  arts  of  production  would  progress  ^ 

more  rapidly ;  the  National  Dividend  would  increase ;  work- 
ing men  would  be  able  to  earn  higher  wages  without  tempting 
capital  to  migrate  to  countries  where  wages  were  lower,  and 
all  classes  of  society  would  reap  benefit  from  the  change. 

1  See  end  of  Book  vi.  Ch.  m. 
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BOOK  vi.  The  importance  of  this  consideration  is  more  apparent 
cH^^.  gy^jy  year,  since  the  growing  expensiveness  of  machineiy, 
and  the  quickness  with  which  it  is  rendered  obsolete,  are 
constantly  increasing  the  wastefulness  of  keeping  theimtiiing 
iron  and  steel  resting  in  idleness  during  sixteen  hours  out  of 
the  twenty-foiu*.  In  any  country,  such  a  change  would 
increase  the  Net  produce,  and  therefore  the  wages  of  each 
worker ;  because  much  less  than  before  would  have  to  be 
deducted  from  his  total  output  on  account  of  charges  for 
machinery,  plant,  feictory-rent,  &c.  But  the  Anglo-Saxon 
artisans,  unsurpassed  in  accuracy  of  touch,  and  surpassing  all 
in  sustained  energy,  would  more  than  any  others  increase 
their  Net  produce,  if  they  would  keep  their  machinery  going 
at  its  full  speed  for  sixteen  hours  a  day,  even  though  they 
themselves  worked  only  eight*. 

It  must  however  be  remembered  that  this  particular  plea 

for  a  reduction  of  the  hours  of  labour  applies  only  to  those 

trades  which  use,  or  can  use,  expensive  plant ;  and  that  in 

some  cases,  as  for  instance  in  some  mines  and  branches  of 

railway  work,  the  system  of  shifts  is  already  applied  so  as  to 

keep  the  plant  almost  constantly  at  work. 

Bntin  §  16.     There  remain  therefore  many  trades  in  which  a 

Sudes  a     reduction  of  the  hours  of  labour  would  certainly  lessen  the  out- 

^njantion  p^^  [j^  ^y^Q  immediate  present,  and  would  not  certainly  bring 

hours  of     about  at  all  quickly  any  such  increase  of  eflSciency  as  would 

would 

less^  pro-  I  DoQi^Xe  gjiiftg  ^^  j^g^  more  on  the  Continent  than  in  EngUnd.  Bvi  IImj 
*  have  not  a  fair  trial  there,  for  the  hours  oi  labour  are  so  long  that  double  ridft^ 
involve  work  nearly  all  the  night  through;  and  night  work  is  neT«r  so  good 
as  day  work,  partly  because  those  who  work  at  night  do  not  rest  perfectly  dmiac 
the  day.  No  doubt  certain  practical  objections  can  be  urged  against  the  plan ;  for 
instance,  a  machine  is  not  so  well  cared  for  when  two  men  share  the  respoosbilitT 
of  keeping  it  in  order,  as  when  one  man  has  the  whole  management  of  it;  tad 
there  is  sometimes  a  difficulty  about  fixing  responsibility  for  imperfectiaiis  ia  the 
work  done;  but  these  difficulties  can  be  in  a  great  measure  overoome  by  pottiaf 
the  machine  and  the  work  in  charge  of  two  partners.  Again,  there  would  be  a  httk 
difficulty  in  readjusting  the  office  arrangements  to  suit  a  day  of  sixteen  boon. 
But  employers  and  their  foremen  do  not  regard  these  difficulties  as  inaopenhlr: 
and  experience  shews  that  workmen  soon  overcome  the  repngnanoe  whidi  thf? 
feel  at  first  to  double  shifts.  One  set  might  end  its  work  at  noon,  and  the  oCbrr 
begin  then ;  or  what  would  perhaps  be  better,  one  shift  might  work,  say*  fras 
5  a.m.  to  10  ajn.  and  from  1.30  p jn.  to  4.30  p.m.,  tiie  second  set  working  iron 
10.15  ajm.  to  1.15  p.m.  and  from  4.45  pjn.  to  9.45  p.m.;  the  two  sets  might  cfaaaf* 
places  at  the  end  of  each  week  or  month. 
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raise  the  average  work  done  per  head  up  to  the  old  level.   In   book  vi. 
such  cases  the  change  would  diminish  the  National  Dividend ;    ^°'  ^"' 
and  the  greater  part  of  the  resulting  material  loss  would  fall  ^^  t*"8 
on  the  workers  whose  hours  of  labour  were  diminished.     It  is  faced, 
true  that  in  some  trades  a  scarcity  of  labour  would  raise  its 
price  for  a  good  long  while  at  the  expense  of  the  rest  of  the 
community.     But  as  a  rule  a  rise  in  the  real  price  of  labour 
would  cause  a  diminished  demand  for  the  product,  partly 
through  the  increased  use  of  substitutes;  and  would  also 
cause  an  inrush  of  new  labour  from  less  favoured  trades. 

This  leads  us  to  consider  the   origin  of  the  common  origin  of 
belief  that  a  reduction  of  the  hours  of  labour  would  raise  ^t''?^'*''' 
wages  generally  by  merely  making  labour  scarce,  and  inde-  p^e^^ 
pendently  of  any  effect  it  might  have  in  keeping  machinery  of  the 
longer  at  work  and  therefore  making  it  more  eflScient,  or  in  laboor 
preventing  people  from  being  stunted  and  prematurely  worn  wftges.™^^ 
out  by  excessive  work.     This  opinion  is  an  instance  of  those 
misunderstandings  as  to  the  ways  in  which  a  rise  in  the 
Standard  of  Comfort  can  raise  wages,  to  which  we  referred 
a  little  while  back. 

§  17.    It  appears  to  rest  on  two  fallacies.     The  first  of  The  fallacy 
these  is  that  the  immediate   and  permanent   effects  of  a^ouid 
change  will  be  the  same.     People  see  that  when  there  are  JSmnent 
competent  men  waiting  for  work  at  the  factory  gates,  those  P^*«® 
already  at  work  think  more  of  keeping  their  posts  than  of  mandfor 
striving  for  a  rise  of  wages :  and  that  if  these  men  were  away,       "* 
the  employers  could  not  resist  a  demand  for  higher  wages 
unless  they  were  prepared  to  stop  work  altogether.     It  is 
known  that  the  immediate  effect  of  a  reduction  of  the  hours 
of  labour  would  be  to  cause  those  employers  who  had  con- 
tracts on  hand,  and  some  others,  to  take  on  extra  men ;  and  it  is 
argued  that  therefore  a  reduction  of  the  hours  of  labour  would 
diminish  the  number  of  the  unemployed,  and  raise  wages. 

But  there   is  not,  as  this  argument  assumes,  a  fixed  and  that 
Work-Fund,  a  certain  amount  of  work  which  has  to  be  done,  fixed 
whatever  the  price  of  labour.     On  the  contrary,  the  demand  p^j. 
for  work  comes  from  the  National  Dividend ;  that  is,  it  comes 
from  work:  the  less  work  there  is  of  one  kind,  the  less 
demand  there  is  for  work  of  other  kinds ;  and  if  labour  were 
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BOOK  Ti.  scarce,  fewer  enterprises  would  be  undertaken.     Again,  the 

^''"'    constancy  of  employment  depends  on   the  organization  of 

faA^Ueaift  "^^^^^  *^^  trade,  And  on  the  success  with  which  those  who 

as  lOteiy  to  arrange  supply  are  able  to  forecast  coming  movements  of 

to  diminish  demand  and  of  price,  and  to  adjust  their  actions  accordingly. 

^J^^l^f'   But  this  would  not  be  better  done  with  a  short  day's  woric 

Sent^       than  with  a  long  one ;  and  indeed  the  adoption  of  a  shcHt 

day,  not  accompanied  by  double  shifts,  would  discourage  the 

use  of  that  expensive  plant,  the  presence  of  which  makes 

employers  very  unwilling  to  close  their  works;  and  it  would 

therefore  probably  tend,  not  to  lessen,  but  to  increase  the 

inconstancy  of  employment. 

The  faiiAcy       §  18.    The  second  fidlacy  is  allied  to  the  first.    It  is  that 

Si^taU^  all  trades  will  gain  by  the  general  adoption  of  a  mode  of 

top^  can  q^Wqj^  which  has  been  proved  to  enable  one  trade,  under 

^^P^      certain  conditions,  to  gain  at  the  expense  of  others.    It  is 

laboor        undoubtedly  true  that,  if  they  could  exclude  external  com- 

petition,  plasterers  or  shoemakers  would  have  a  feur  chance 

of  raising  their  wages  by  a  mere  diminution  of  the  amount 

of  work  done  by  each.     But  these  gains  can  be  got  only  at 

the  cost  of  a  greater  aggregate  loss  to  other  sharers  in  the 

National  Dividend*. 

One  trade         It  is  a  fact — and,  so  fieir  as  it  goes,  an  important  fact — that 

to«rS*    some  of  these  will  not  be  members  of  the  working  classes; 

amore*'    P*"^  ^^  ^^®  ^^^^  ^^'  certainly  fall  on  employers  and  capital* 

than  eqnai  ists  whose  Personal  and  Material  capital  is  simk  in  building 

other         or  shoemaking,  and  part  on  the  well-to-do  users  or  consumers 

of  the"      ^f  houses  or  shoes.     But  a  part  of  the  loss  will  fall  on  the 

Diddend.    ^^^^^g  classes  as  users  or  consumers  of  houses  or  shoes;  and 

part  of  the  loss  resulting  fh)m  the  plasterers'  gain  will  6dl  on 

bricklayers,  carpenters,  &c.,  and  a  little  of  it  on  brickmakers, 

seamen  employed  in  importing  wood  for  building,  and  others. 

A  ffeneral  If  then  all  workers  reduce  their  output  there  will  be  a 

oSoutput    great  loss  of  National  Dividend ;  capitalists  and  employers 

much         °^^y  indeed  bear  a  large  share  of  the  burden ;  but  they  are 

diminish     gure  not  to  bear  alL    For — to  say  nothing  of  the  chance  that 

National     they  may  emigrate  and  take  or  send  their  free  capital  for  in- 

ivi  end,   ygg^jjjgjj^  abroad — a  great  and  general  diminution  of  Earnings 

^  See  Book  ▼.  Ch.  vi.  §  3,  and  Book  vi.  Ch.  n.  §S  4,  5. 
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of  Management  and  of  interest  on  capital,  would  lead  on  the   book  yi. 
one  hand  to  some  substitution  of  the  higher  grades  of  labour    °°'"'' 
for  the  lower  throughout  the  whole  continuous  descending  and  the 
scale  of  employment*,  and  perhaps  to  some  falling-off  in  the  receivers 
energy  and   assiduity  of  the   leading  minds   of  industry ;  ^CTrge 
while,  on  the  other  hand,  it  would  check  the  saving  of^/^'***® 
capital*.    And  in  so  feur  as  it  had  this  last  result  it  would 
diminish  that  abundance  of  capital  relatively  to  labour  which 
alone  would  enable  labour  to  throw  on  capital  a  part  of  its 
share  of  the  loss  of  the  National  Dividend'. 

But  we  must  be  careful  not  to  confuse  the  two  questions  Caution 

against 

^  See  Book  vi.  Ch.  vn.  §§  2 — 1.  crude  argn- 

«  See  Book  nr.  Ch.  vn.  §  9,  and  Book  vi.  Ch.  vi.  §  11. 

'  To  take  an  iUastration,  let  us  suppose  that  shoemakers  and  hatters  are  in  the 
same  grade,  working  equal  hours,  and  receiving  equal  wages,  before  and  after  a 
general  reduction  in  the  hours  of  labour.  Then  both  before  and  after  the  change, 
the  hatter  could  buy,  with  a  month's  wages,  as  many  shoes  as  were  the  Net 
product  of  the  shoemaker's  work  for  a  month  (see  Book  vi.  Ch.  n.  §  4).  If  the 
shoemaker  worked  less  hours  than  before,  and  in  consequence  did  less  work,  the 
Net  product  of  his  labour  for  a  month  would  have  diminished,  unless  either  by  a 
system  of  working  double  shifts  the  employer  and  his  capital  had  earned  profits 
on  two  sets  of  workers,  or  his  profits  could  be  cut  down  by  the  full  amount  of 
the  diminution  in  output.  The  last  supposition  is  inconsistent  with  what  we 
know  of  the  causes  which  govern  the  supply  of  capital  and  business  power. 
And  therefore  the  hatter's  wages  would  go  less  far  than  before  in  buying  shoes ; 
and  so  all  round  for  other  trades. 

A  small  part  of  the  loss  might  be  thrown  on  rent :  but  it  is  not  necessary 
to  allow  for  much  under  this  head.  Also  our  argument  assumed,  what  would  be 
sure  to  be  approximately  true,  that,  taken  one  with  another,  the  values  relatively 
to  shoes  of  the  things  that  the  employer  had  to  buy  remain  unchanged. 

It  may  be  well  to  say  here  dogmatically,  and  in  anticipation  of  the  results 
of  the  next  volume,  that  the  influence  of  foreign  trade  competition  in  this  con- 
nection can  be  proved  to  be  different  from  what  it  at  first  sight  appears.  Au 
international  agreement  to  diminish  simultaneously  the  hours  of  labour  in  all 
trades  would  indeed  have  the  important  effect  of  preventing  the  workers  in  any 
one  country  from  having  to  fear  that  capital  would  leave  it  for  others ;  and  further 
a  reduction  in  the  hours  of  labour  whether  by  a  given  percentage,  or  down  to  a 
given  minimum,  would  diminish  output  in  unequal  proportions  in  different  trades, 
and  would  therefore  disturb  relative  values  and  relative  wages;  and  these  dis- 
turbances would  be  aggravated  by  competition  from  a  foreign  country  that  was  not 
passing  through  the  same  changes.  If  however  the  hours  of  labour  could  be 
reduced,  not  on  any  rigid  plan,  but  in  such  a  way  as  not  to  disturb  relative  values, 
the  change  would  not  directly  affect  the  course  of  foreign  trade,  whether  other 
nations  adopted  the  movement  or  not.  For  if  it  just,  but  only  just,  paid  to  export 
cutlery  and  import  in  exchange  sewing  machines  before  the  change;  then  after 
the  change,  relative  values  remaining  unaltered,  it  would  still  pay,  and  only  just 
pay,  to  do  the  same.  International  agreements  are  therefore  likely  to  go  less  far, 
than  at  first  sight  appears,  towards  lessening  the  evils  of  a  general  diminution 
of  output. 
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BOOK  VI.   whether  a  cause  tends  to  produce  a  certain  effect  and  whetho* 

cH^i.    ^jj^^  cause  is  sure  to  be  followed  by  that  effect.     Opening 

mentefrom  the  sluice  of  a  rescrvoir  tends  to  lower  the  level  of  the  water 

faiiiuT       in  it ;  but  if  meanwhile  larger  supplies  of  water  are  flowing 

i^^pj^op.   in  at  the  other  end,  the  opening  of  the  sluice  may  be  fol- 

ier  hoe.      lowed  by  a  rising  of  the  level  of  the  water  in  the  cistern. 

And  so  although  a  shortening  of  the  hours  of  labour  would 

tend  to  diminish  output  in  those  trades  which  are  not  already 

overworked,  and  in  which  there  is  no  room  for  double  shifts ; 

yet  it  might  very  likely  be  accompanied  by  an  increase  of 

production  arising  from  the  general  progress  of  wealth  and 

knowledge*. 

^  Compare  Book  i.  Ch.  vi.  §§  3,  4.  We  must  distrust  all  attempts  to  solre  ike 
qaestion,  whether  a  reduction  of  the  hours  of  labour  redaces  production  and  wa^ee, 
by  a  simple  appeal  to  facts.  For  whether  we  watch  the  statistics  of  wages  and 
production  immediately  after  the  change  or  for  a  long  period  following  it,  the  tacts 
which  we  obsenre  are  likely  to  be  due  chiefly  to  causes  other  than  that  whicfa  we 
are  wishing  to  study.  Firstly,  the  tf  ects  which  immediately  follow  are  likely  to 
be  misleading  for  many  reasons.  If  the  reduction  was  made  as  a  result  d  a 
successful  strike,  the  chances  are  that  the  occasion  chosen  for  the  strike  was  000 
when  the  strategical  position  of  the  workmen  was  good,  and  when  the  general 
conditions  of  trade  would  have  enabled  them  to  obtain  a  rise  of  wages  if  there  had 
been  no  change  in  the  hours  of  labour:  and  therefore  the  immediate  effects  ol  the 
change  on  wages  are  likely  to  appear  more  favourable  than  they  really  were.  And 
again  many  employers,  having  entered  into  contracts  which  they  are  bound  to 
fulfil,  may  for  the  time  offer  higher  wages  for  a  short  day  than  before  for  a  fetig 
day :  but  this  is  a  result  of  the  suddenness  of  the  change,  and  is  a  mere  lUdi  io 
the  pan.  On  the  other  hand,  if  men  have  been  overworked,  the  shortening  of  the 
hours  of  labour  will  not  at  once  make  them  stnmg :  the  physical  and  morsl  m- 
provement  of  the  condition  of  the  workers,  with  its  consequent  increase  of  effkicocy 
and  therefore  of  wages,  cannot  show  itself  at  once. 

And  secondly,  the  statistics  of  production  and  wages  several  yean  after  ^ 
reduction  of  hours  are  likely  to  reflect  changes  in  the  prosperity  of  the  eoontrv, 
or  of  the  trade  in  question,  or  of  the  methods  of  production,  or  lastly  of  the  pv- 
chasing  power  of  money :  and  it  may  be  as  difficult  to  isolate  the  effects  of  redoctiao 
of  the  hours  of  labour  as  it  is  to  isolate  the  effects  on  the  waves  of  a  noisy  set 
caused  by  throwing  a  stone  among  them. 

For  instance,  when  we  look  at  the  history  of  the  introduction  of  the  ei|^t  boan' 
day  in  Australia  we  find  great  fluctuations  in  the  prosperity  of  the  mines  and  the 
supply  of  gold,  in  the  prosperity  of  the  sheep  farms  and  the  price  of  wool,  in  the 
borrowing  from  old  countries  capital  with  which  to  employ  Australian  lafaov 
to  build  raflways,  &c.,  in  immigration,  and  in  commercial  credit.  And  all  them 
have  been  such  powerful  causes  of  change  in  the  condition  of  the  Aostimfin 
working  man  as  to  completely  overlay  and  hide  from  view  the  effects  of  a  redat- 
tion  of  the  hours  of  labour  from  10  gross  (8}  net  after  deducting  meal  times)  Io 
8  net.  Money  Wages  in  Australia  are  much  lower  than  they  were  before  the  1 
were  shortened ;  and,  though  it  may  be  true  that  the  purchasing  power  of  1 
has  increased,  so  that  real  wages  have  not  fallen,  yet  there  seems  no  doabC  tkst 


Digitized  by  VjOOQ  iC 


GENERAL  CONCLUSION  AS  TO  LABOUR  AND  LEISURE.  747 

§  19.  All  this  tends  to  show  that  a  general  reduction  of  book  vi. 
the  hours  of  labour  is  likely  to  cause  a  little  net  material  loss  ^^[J^  * 
and  much  moral  cfood :  that  it  is  not  adapted  for  treatment  General 

.  ,  ,  .  .  condaMon 

by  a  rigid  cast-iron  system,  and  that  the  conditions  of  each  as  to  the 
class  of  trades  must  be  studied  separately.  labour. 

Perhaps  £100,000,000  annually  are  spent  even  by  theWeU-spent 
working  classes,  and  £400,000,000  by  the  rest  of  the  popula-  would  be 
tion  of  England  in  ways  that  do  little  or  nothing  towards  ^,5^^'^rth 
making  life  nobler  or  truly  happier.     And  it  would  certainly  ^^a 
be  well  that  all  should  work  less,  if  we  could  secure  that  the  of  our 
new  leisure  be  spent  well,  and  the  consequent  loss  of  material  enjoy- 
income  be  met  exclusively  by  the  abandonment  by  all  classes  °'®"^- 
of  the  least  worthy  methods  of  consumption.     But  this  result 
is  not  easy  to  be  attained  :  for  human  nature  changes  slowly, 
and  in  nothing  more  slowly  than  in  the  hard  task  of  learning 
to  use  leisure  well.    In  every  age,  in  every  nation,  and  in 
every  rank  of  society,  those  who  have  known  how  to  worl^ 
well  have  been  far  more  numerous  than  those  who  have 
known  how  to  use  leisure  well ;  but  on  the  other  hand  it  is 
only  through  freedom  to  use  leisure  as  they  will  that  people 
can  learn  to  use  leisure  well :  and  it  is  true  that  no  class  of 
workers  who  are  devoid  of  leisure  can  have  much  self-respect 
and  become  full  citizens :  some  time  free  from  fatigue  and  free 
from  work  are  necessary  conditions  of  a  high  Standard  of  Life^ 

A  person  can  seldom  exert  himself  to  the  utmost  for  Those  who 
more  than  eight  hours  a  day  with   advantage  to  anyone ;  over- 
but  he  may  do  light  work  for  longer,  and  he  may  be  "on  ^'°**^®^- 
duty,"  ready  to  act  when  called  on,  for  much  longer.     And 
since  adults,  whose  habits  are  already  formed,  are  not  likely 
to  adapt  themselves  quickly  to  long  hours  of  leisure,  it  would 
seem  more  conducive  to  the  well-being  of  the  nation  as  a 
whole,  to  take  measures  for  increasing  the  material  means  of 
a  noble  and  refined  life  for  all  classes,  and  especially  the 

the  real  wages  of  labour  in  Australia  are  not  nearly  as  much  above  those  in 
England  as  they  were  before  the  redaction  in  the  hoars  of  labonr:  and  it  has  not 
been  proved  that  they  are  not  lower  than  they  woald  have  been  if  that  change 
had  not  taken  place.  (The  history  of  the  Eight  Hour  Day  in  Victoria  has  been 
excellenUy  told  by  Mr  Bae  in  the  first  Number  of  the  Economic  Journal.) 

^  This  is  well  argned  by  Mr  Sidney  Webb  and  Mr  Harold  Cox  in  their  plea 
for  An  Eight  Eoun*  Dag, 
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BOOK  Ti.    poorest,  than  to  secure  a  sudden  and  very  great  diminution 
cH^.    ^  ^j^^  hours  of  labour  of  those  who  are  not  now  weighed 
down  by  their  work. 
Leisare  for        In  this,  as  in  all  similar  cases,  it  is  the  young  whose  &culties 
and  activities  are  of  the  highest  importance  both  to  the  moral- 
ist and  the  economist.     The  most  imperative  duty  of  this 
generation  is  to  provide  for  the  young  the  best  education  for 
the  work  they  have  to  do  as  producers  and  as  men  or  women» 
together  with  long-continued  freedom  from  mechanical  toil 
and  abundant  leisure  for  school  and  for  such  kinds  of  play  as 
strengthen  and  develop  the  character. 
The  in-  And,  even  if  we  took  account  only  of  the  injury  done  to 

tSTrisSig  ^^^  rising  generation  by  living  in  homes  in  which  the  &ther 
p^ration  g^^j  ^Y^Q  mother  lead  joyless  lives,  it  would  be  in  the  interest 
hours  of     of  society  to  afford  them  some  relief    Able  workers  and  fiwd 

labour  .  .  "^  ,.i    i  /•  i  o  i  •  i      i 

of  their  Citizens  are  not  likely  to  come  from  homes  from  which  the 
^^^^  *■  mother  is  absent  during  a  great  part  of  the  day,  nor  from 
homes  to  which  the  father  seldom  returns  till  his  children 
are  asleep.  And  therefore  not  only  the  individuals  directly 
concerned,  but  society  as  a  whole,  has  a  direct  interest  in  the 
curtailment  of  extravagantly  long  hours  of  duty  away  from 
home  even  for  mineral-train-guards  and  others,  whose  wwk 
is  not  in  itself  very  hard. 


And  now  we  must  conclude  this  part  of  our  study  of 
Distribution  and  Exchange.  We  have  reached  very  few  prac- 
tical conclusions ;  because  it  is  generally  necessary  to  look  at 
the  whole  of  the  economic,  to  say  nothing  of  the  moral  and 
other  aspects  of  a  practical  problem  before  attempting  to 
deal  with  it  at  all :  and  in  real  life  nearly  every  economic 
issue  depends,  more  or  less  directly,  on  some  complex  actions 
and  reactions  of  Credit,  of  Foreign  Trade,  and  of  modem 
developments  of  Combination  and  Monopoly.  But  the  ground 
which  we  have  already  traversed  is,  in  some  respects,  the 
most  diflScult  of  the  whole  province  of  economics;  and  it 
commands,  and,  so  to  speak,  holds  the  key  of,  that  which  lies 
yet  before  us. 
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OF    MATHEMATICAL    NOTES. 


Note  I.  (p.  151).    The  law  of  dimination  of  marginal  atility  may  be 
expressed  thus : — If  u  be  the  total  atility  of  an  amount  j;  of  a  commodity 

to  a  given  person  at  a  given  time,  then  -r-  measures  its  marginal  utility; 

and,  subject  to  the  qualifications  mentioned  in  the  text,  ^  3  is  always 
negative. 

Note  II.  (p.  153).    If  m  is  the  amount  of  money  or  general  purchasing 
power  at  a  person's  disposal  at  any  time,  and  fi  represents  its  total  utility 

to  him,  then  ~  represents  the  marginal  utility  of  money  to  him. 

If  j>  is  the  price  which  he  is  just  willing  to  pay  for  an  amount  x  of  the 
commodity  which  gives  him  a  total  pleasure  u,  then 

—  A— A*       d— ^  — — 
dm  '  dm  dx~' dx' 

If  p'  is  the  price  which  he  is  just  willing  to  pay  for  an  amount  x'  of 
another  commodity,  which  affords  him  a  total  pleasure  u' ;  then 

dfi      dp'  _  du'  ^ 
dm  *  d?~dx'* 

andtherefore  di  '  d^'  =  dx  '  iU'' 

(Compare  Jevons's  chapter  on  the  Theory  0/  Exchange^  p.  151.) 

Eveiy  increase  in  his  means  diminishes  the  marginal  utility  of  money  to 

(pa 

him;  that  is,     -^  is  always  negative. 
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Therefore,  .   ,  the  mAigiiial  otflity  to  him  of  an  amount  x  of  a  oom- 
ax 

modity  remaining  unchanged,  an  increase  in  his  means  inoeaaes  t-  -^  ^ : 

.    .  dp 

i.e.  it  mcreaaes  ^,  that  is,  the  rate  at  which  he  is  willing  to  paj  for 

farther  sopplies  of  it.    Treating  «  as  TariaUe,  that  is  to  saj,  allowing  for 
possible  Tariations  in  the  person's  liking  for  the  commodity  in  qnestioii, 

we  may  regard  ^  as  a  fnnction  of  «,  «,  and  x;  and  then  we  have  ^^ 
ox  dmax 

always  positive.    Of  course  ^^  is  always  positiTe. 

Note  m.  (p.  161).     Let  P,  P'  be  crasecatrve  points  on  the  demand 
dure ;  let  PRM  be  drawn  poiwndicalar  to  Ox,  and  let  PP*  cut  Ox  and  Oy 

in  r  and  t  respectively;  so  that  P'R  is 
that  increment  in  the  amoont  demanded 
which  eorresponds  to  a  diminution  PR  in 
the  pdce  per  nnit  of  the  commodity. 

Then  the  elasticity  of  demand  at  P  is 
measoredby 


;/ 


P^^PR     .      .P'R     PM 
\  OM  '  PM'  ^^^  Pr"^  OM* 

.       .      TM     PM 


*  .     ,    rjf     .    PT 

When  the  distance  between  P  and  P'  is  diminifthed  indefinitely,  PP*  becomes 
the  tangent ;  and  thus  the  proposition  is  proved. 

It  is  obvioos  a  priori  that  the  measure  of  elasticity  cannot  be  altoed 
by  altering  relatively  to  one  another  the  scales  on  which  distances  parallel  to 
Ox  and  Oy  are  measured.  Bat  a  geometrical  proof  of  this  resolt  can  be  got 
easUy  by  the  method  of  projections:  while  analytically  it  is  dear  that 

h  ~    - ,  which  is  the  analytical  expression  for  the  measure  of  elasticity, 

does  not  change  its  yaloe  if  the  cnrve  y  =/  (x)  be  drawn  to  new  scales,  so  that 
its  equation  becomes  qy=f{px);  where  p  and  q  are  constants. 

If  the  elasticity  of  demand  be  equal  to  unity  for  all  prices  of  the 
commodity,  any  fall  in  price  will  cause  a  proportionate  increase  in  the 
amount  bought,  and  therefore  will  make  no  change  in  the  total  outlay 
which  purchasers  make  for  the  commodity.  Sudi  a  demand  may  therefore 
be  called  a  "  Constant  Outlay  demand." 

The  curve  which  represents  it,  a  **  Constant  Outlay  curve,"  as  it  may 
be  called,  is  a  rectangular  hyperbola  with  Ox  and  Oy  as  asymptotes;  and 
a  series  of  such  curves  are  represented  by  the  dotted  curves  in  the  following 
figure. 
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There  is  some  advantage  in  acouatoming  the  eye  to  the  shape  of  theae 
ccmres;  so  that  when  looking  at  a  demand  carve  one  can  tell  at  onoe 


whether  it  is  inclined  to  the  vertical  at  any  point  at  a  greater  or  less  angle 
than  the  part  of  a  Constant  Ontlay  curve,  which  would  pass  through  that 
point.  Greater  accuracy  may  he  obtained  by  tracing  Constant  Outlay 
curves  on  thin  paper,  and  then  laying  the  paper  over  the  demand-curve. 
By  this  means  it  may,  for  instance,  be  seen  at  once  that  the  demand-curve 
in  the  figure  represents  at  each  of  the  points  A,  B^  C  and  D  an  elasticity 
about  equal  to  one :  between  A  and  B,  and  again  between  C  and  D,  it  repre- 
sents an  elasticity  greater  than  one ;  while  between  B  and  C  it  represents 
an  elasticity  less  than  one.  It  will  be  found  that  practice  of  this  kind 
makes  it  easy  to  detect  the  nature  of  the  assumptions  with  regard  to  the 
character  of  the  demand  for  a  commodity,  which  are  implicitly  made  in 
drawing  a  demand  curve  of  any  particular  shape ;  and  is  a  safeguard  against 
the  unconsdous  introduction  of  improbable  assumptions. 

The  general  equation  to  demand-curves  representing  at  every  point  an 

dx       dy 
elasticity  equal  to  nis       — + n -^ = 0,  i.a  xy*  =  C, 
X  y 

dx  C 

It  is  worth  noting  that  in  such  a  curve  -p  =  — ^^ ;  that  is,  the  pro- 
portion in  which  the  amount  demanded  increases  in  consequence  of  a  small 
fall  in  the  price  varies  inversely  as  the  (n  -{■  1)^  power  of  the  price. 
In  the  case  of  the  Constant  Outlay  curves  it  varies  inversely  as  the  square 
of  the  price ;  or,  which  is  the  same  thing  in  this  case,  directly  as  the  square 
of  the  amount. 

Note  IY.  (p.  167).    The  lapse  of  time  being  measured  downwards  along 
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Oy ;  and  the  amounts,  of  which  record  is  being  made,  being  measared  by 
distances  from  Oy ;  then  P*  and  P  being  adjacent 
points  on  the  curve  which  traces  the  growth  of 
the  amount,  the  rate  of  increase  in  a  small  unit 
of  time  N'N  is 

PH_PH     PJ£  _  PX     PH  _  P^H 
FN'^P'H  '  yN'"  St  '  P'.V  ~  Nt  ' 
since  PN  and  P'N'  are  equal  in  the  limit. 

If  we  take  a  year  as  the  unit  of  time  we  find 
the  annual  rate  of  increase  represented  by  the  in- 
verse of  the  number  of  years  in  Ni. 

The  rate  of  increase  would  be  constant  for  all 

T)oints  of  the  curve  if  Nt  were  constant  and  always = a,  that  is,  if  -x^=a 

ax 

for  all  values  of  x ;  that  is,  if  the  equation  to  the  curve  were  y  =  -  a  log  x. 

NoTB  Y.  (p.  180).  We  have  seen  in  the  text  that  the  rate  at  which  future 
pleasures  are  discounted  varies  greatly  from  one  individual  to  another.  Let 
r  be  the  rate  of  interest  per  annum,  which  must  be  added  to  a  present 
pleasure  in  order  to  make  it  just  balance  a  future  pleasure,  that  will  be  of 
equal  amount  to  its  recipient,  when  it  comes ;  then  r  may  be  50  or  even  300 
per  cent,  to  one  person,  while  for  his  neighbour  it  is  a  negative  quantity. 
Moreover  some  pleasures  are  more  urgent  than  others ;  and  it  is  conceivable 
even  that  a  person  may  discount  future  pleasures  in  an  irregular  random 
way;  he  may  be  almost  as  willing  to  postpone  a  pleasure  for  two  years  as  for 
one ;  or,  on  the  other  hand,  he  may  object  very  strongly  indeed  to  a  long  post- 
ponement, but  scarcely  at  all  to  a  short  one.  There  is  some  difFerenoe  of 
opinion  as  to  whether  such  irregularities  are  frequent ;  and  the  question 
cannot  easily  be  decided ;  for  since  the  estimate  of  a  pleasure  is  purely  sub- 
jective, it  would  be  difficult  to  detect  them  if  they  did  occur.  In  a  case,  in 
which  there  are  no  such  irregularities,  the  rate  of  discount  will  be  the  same 
for  each  element  of  time;  or,  to  state  the  same  thing  in  other  words,  it  will 
obey  the  Exponential  Law.  And  if  A  be  the  future  amount  of  a  pleasure  of 
which  the  probability  is  p,  and  which  will  occur,  if  at  all,  at  time  ( ;  and  if 
/2=l  +  r;  then  the  present  value  of  the  pleasure  is  phR-',  It  must,  how- 
ever,  be  borne  in  mind  that  this  result  belongs  to  Hedonics,  and  not  properly 
to  Economics. 

Arguing  still  on  the  same  hypothesis  we  may  say  that,  if  ttr  be  the 
probability  that  an  element  of  happiness  Lh  a  person  will  derive  from  the 
possession  of,  say,  a  piano  in  the  element  of  time  Af ,  then  the  present  value 

of  the  piano  to  him  is  /  fEri2~<  -^dt.    If  we  are  to  include  all  the  happiness 

that  results  from  the  event  at  whatever  distance  of  time  we  must  take  r=  » • 

If  the  source  of  pleasure  is  in  Bentham*s  phrase  **  impure,'*  -r-  will  probably 

be  negative  for  some  values  of  t ;  and  of  course  the  whole  value  of  the  integral 
may  be  negative. 

NoTB  YI.  (p.  181).    If  y  be  the  price  at  which  an  amount  x  of  a  eom- 
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moditj  can  find  pnrohasers  in  a  given  market,  and  yzsf{x)  be  the  equation 
to  the  demand-oorve,  then  the  total  utility  of  the  commodity  is  measured  by 


/: 


/  (x)  dx,  where  a  is  the  amount  consumed. 


If  however  an  amount  6  of  the  commodity  is  necessary  for  existence, 
f{x)  will  be  infinite,  or  at  least  indefinitely  great,  for  values  of  x  less  than 
b.  We  must  therefore  take  life  for  granted,  and  estimate  separately  the 
total  utility  of  that  part  of  the  supply  of  the  commodity  which  is  in  excess 

of  absolute  necessaries :  it  is  of  course  /  f{x)  dx. 


If  there  are  several  conunodities  which  will  satisfy  the  same  imperative 
want,  as  e.g.  water  and  milk,  either  of  which  will  quench  thirst,  we  shall 
find  that,  under  the  ordinary  conditions  of  life,  no  great  error  is  introduced 
by  adopting  the  simple  plan  of  assuming  that  the  necessary  supply  comes 
exclusively  from  that  one  which  is  cheapest. 

It  should  be  noted  that,  in  the  discussion  of  Consumers'  Bent,  we  assume 
that  the  marginal  utility  of  money  to  the  individual  purchaser  is  the  same 
throughout.  Strictly  speaking  we  ought  to  take  account  of  the  fact  that  if 
he  spent  less  on  coals,  the  marginal  utility  of  money  to  him  would  be  less 
than  it  is,  and  he  would  get  an  element  of  Ck)nsumer8'  Bent  from  buying 
other  things  at  prices  which  now  yield  him  no  such  Bent.  But  these  changes 
of  Ck>nsumers'  Bent  (being  of  the  second  order  of  smallness)  may  be  ne- 
glected, on  the  assumption,  which  underlies  our  whole  reasoning,  that  his 
expenditure  on  any  one  thing,  as,  for  instance,  coals,  is  only  a  small  part  of 
his  whole  expenditQre.     (Ck>mpare  Book  v.  Ch.  ii.  §  8.)  • 

NoTK  Vn.  (p.  187).  Thus  if  a^,  a,,  a,...  be  the  amounts  consumed  of 
the  several  commodities  of  which  ft^,  b,*  ^s---  ^^  necessary  for  existence, 
if  y=fi{x),  y=f2(x),  y=fi{x)..,  be  the  equations  to  their  demand-curves 
and  if  we  may  neglect  all  inequalities  in  the  distribution  of  wealth,  then 
the  total  utility  of  wealth,  subsistence  being  taken  for  granted,  is  repre- 
sented by  2)  I    f{x)dx. 


Of  course  all  but  a  few  members  of  the  series  6^,  b^.,,  are  equal  to  zero. 
It  must  be  remembered  that  this  estimate  is  likely  to  omit  all  those  elements 
of  wealth  which  are  not  habitually  sold,  and  which  have  therefore  no 
demand-curve.    Their  utility  must  be  allowed  for  separately. 

NoTB  VUL  (p.  187).  If  y  be  the  happiness  which  a  person  derives  from 
an  income  x\  and  if,  after  Bernoulli,  we  assume  that  the  increased  happi- 
ness which  he  derives  from  the  addition  of  one  per  cent,  to  his  income  is  the 

same  whatever  his  income  be,  we  havex^=/r,    and    .'.  y=JriogaB-|-C 

when  K  and  C  are  constants. 

Let  a  be  the  income  sufficient  to  purchase  the  necessaries  of  life,  so 
defined  that  the  total  pleasure  derived  from  life  with  an  income  less  than  a 

is  a  negative  quantity;  then  our  equation  becomes  ysJTlog-.     Of  course 
M.  48 
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both  K  and  a  vary  with  the  temperament,  the  health,  the  habits,  and  the 
sooial  sorroondings  of  each  individoal.  Laplaoe  giyee  to  x  the  name  forUimt 
phytique^  and  to  y  the  name  fortunt  morale, 

Bernoulli  himaelf  seems  to  have  thought  of  x  and  a  as  representing 
certain  amounts  of  property  rather  than  of  income;  but  we  cannot  estimate 
the  property  necessary  for  life  without  some  understanding  as  to  the  length 
of  time  during  which  it  is  to  support  life,  that  is,  without  really  treating  it  •• 
income. 

Perhaps  the  guess  which  has  attracted  most  attention  after  BemouUfs 
is  Cramer's  suggestion  that  the  pleasure  afforded  by  wealth  may  be  taken 
to  vary  as  the  square  root  of  its  amount. 

NoTB  IX.  (p.  188).  The  argument  that  fair  gambling  is  an  eoooomic 
blunder  is  generally  based  on  Bernoulli's  or  some  other  definite  hypothesis. 
But  it  requires  no  further  assumption  than  that  firstly  the  pleasure  of 
gambling  may  be  neglected,  and  secondly  ^"(x)  is  negative  for  all  vahies 
of  OB,  where  0  (x)  is  the  pleasure  derived  from  wealth  equal  to  x. 

For  suppose  that  the  chance  that  a  particular  event  will  happen  is  p, 
and  a  man  makes  a  fair  bet  of  py  against  (1  -p)  y  that  it  will  happen. 
By  so  doing  he  changes  his  expectation  of  happiness  from 

i>(x)  toi»^{x  +  {l-p)y}  +  (l-j))^(x-j)jf); 
and  this  when  expanded  by  Taylor's  Theorem  becomes 

0(x)  +  ip{l-p)«0"{x+^(l-j»)yK4P»a-J')^"(«+epy); 
and,  since  4i>'*(x)  is  negative  for  all  values  of  x,  this  is  less  than  ^  (x). 

It  is  true  that  this  loss  of  probable  happiness  need  not  be  greater  tiian 
the  pleasure  derived  frt>m  the  excitement  of  gambling,  and  we  are  then 
thrown  back  upon  the  induction  that  pleasures  of  gambling  are  in  Baitham*s 
phrase  "impure,"  since  experience  shows  that  th^  are  likely  to  engender  a 
restiess,  feverish  character,  unsuited  for  steady  work  as  well  as  for  the 
higher  and  more  solid  pleasures  of  life. 

NoTB  X.  (p.  194).    Following  on  the  same  lines  as  in  Note  L,  let  us 

take  V  to  represent  the  disutility  or  discommodity  of  an  amount  of  labour  (, 

do 
then  ^  measures  the  mai^ginal  disutility  of  labour ;  and,  subject  to  die 

dH 
qualifications  mentioned  in  the  text,  ^  is  always  positive. 

Let  m  be  the  amount  of  money  or  general  purchasing  power  at  a  person't 
disposal,  /i  its  total  utility  to  him,  and  therefore  -^  its  marginal  utility. 

Thus  if  Ato  be  the  wages  that  must  be  paid  him  to  induce  him  to  do  labour  A^ 

^,        .     d/i      .  -  dw     dfi      do 

then  Aw  -r-=Ar,  and  -jr  .  t-  =  tt  • 
dm  dl      dm     dl 

If  we  assume  that  his  dislike  to  labour  is  not  a  fixed,  but  a  fluctuattng 

quantity,  we  may  regard  -^    as  a  function  of  m,  r,  and  I ;  and  then  bodi 

d^w       dHo  -  .  . 
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Note  XI.  (p.  306).  If  f{t)  he  the  average  length  of  the  giraffe*8  neok  at 
time  ty  then  the  supposition  in  the  passage  to  which  this  note  refers,  is  that 
the  rate  of  increase  of  the  average  neck  increases  (within  certain  limits) 
with  every  increase  in  the  length  of  the  neck,  and  that  therefore  f"{t)  is 
poeitive.    Now  we  know  by  Taylor's  Theorem  that 

f{t+h)=f{t)  +  hf(t)+^^^^r{t-}-eh); 

and  if  A  be  large,  so  that  h*  is  very  large,  then  f(t  +  h)  will  be  much  greater 
then  f(t)  even  though /'(t)  be  small  and/"(0  is  never  large.  There  is  more 
than  a  superficial  connection  between  the  advance  made  by  the  applications 
of  the  differential  calculus  to  physics  at  the  end  of  the  last  centuiy  and  the 
beginning  of  this,  and  the  rise  of  the  theory  of  evolution.  In  sociology  as 
well  as  in  biology  we  are  learning  to  watch  the  accumulated  effects  of  forces 
which,  though  weak  at  first,  get  greater  strength  from  the  growth  of  their 
own  effects ;  and  the  universal  form,  of  which  every  such  fact  is  a  special 
embodiment,  is  Taylor's  Theorem ;  or,  if  the  action  of  more  than  one  cause 
at  a  time  is  to  be  taken  account  of,  the  corresponding  expression  of  a 
function  of  several  variables. 

Note  XII.  (p.  890).  If  as  in  Note  X.  t?  be  the  discommodity  of  the 
amount  of  labour  which  a  person  has  to  exert  in  order  to  obtain  an  amount 
a;  of  a  commodity  from  which  he  derives  a  pleasure  u,  then  the  pleasure  of 
having  further  supplies  will  be  equal  to  the  pain  of  getting  Uiem  when 
rfii_  dv 
dx"  dx  * 

If  the  pain  of  labour  be  regarded  as  a  negative  pleasure;  and  we  write 

U=-v]  then  3-+  v-  =0,  i.e.  ti+  U=a  maximum  at  the  point  at  which  his 

labour  ceases. 


Note  XIT.  bis  (p.  897).    In  an  article  in  the  QiomaXe  degli  Eeonomitti  for 
Februazy,  1891,  Prof.  Edgeworth  draws  the  adjoining  diagram  to  represent 
the  cases  of  barter  of  apples  for  nuts  described  on  pp.  896-6.    Apples  are 
measured  along  Ox^  and  nuts  along  Oy  ;  Op=4t  pa=iO;  and  a  represents 
the  termination  of  the  first  bargain  in 
which  4  apples  have  been  exchanged 
for  40  nuts,  in  the  case  in  which  A  gets 
the  advantage  at  starting :  b  represents 
the  second,  and  e  the  final  stage  of  that 
case.    On  the  other  hand,  a'  represents 
the  first,  and  b',  c\  (f ,  the  second,  third, 
and  final  stages  of  the  set  of  bargains  in 
which  B  gets  the  advantage  at  starting. 
QP  the  locus  on  which  c  and  d!  must 
both  necessarily  lie,  is  called  by  Prof. 
Edgeworth  the  Contract  Curve* 

Following  a  method  adopted  in  his  Mathematical  Psychics  (1881),  he 
takes  U  to  represent  the  Total  Utility  to  ^  of  apples  and  nuts  when  he  has 

^g 2 
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giren  up  x  apples  and  received  y  note,  V  the  Total  Utility  to  B  of  apples  and 
nuts  when  he  has  received  x  apples  and  given  up  y  nnts.  If  an  additional 
£ix  apples  are  exchanged  for  Ay  nnts,  the  exchange  will  be  indifferent  to  J  if 

^Ax^^Ay=0; 

and  it  will  be  indifferent  to  B  it  ~  Ax  + -=-■  Ay=0.     These,  therefore,  are 

the  equations  to  the  IndifiFerence  curves  OP  and  OQ  of  the  figure  respeetiTely; 

and  the  Contract  Curve  which  is  the  locus  of  points  at  which  the  tenns  of 

exchange  that  are  indifferent  to  ^  are  also  indifferent  to  B  has  the  elegant 

,.      dU     dU     dV     dV 
equation  -?-  -J-  -r-  =  "r*  -J-  j-  • 
^  dx      dy      dx     dy 

If  the  marginal  utility  of  nuts  be  constant  for  A  and  also  for  B, 

dy^^^^dy*' 
U  becomes  ^(a-^)  +  ay,  and  V  becomes  ^(a-x)+/9y;  and  the  Contract 
curve  becomes  F(x)=0;  or  x=C;  that  is,  it  is  a  straight  line  parallel  to 
Oyt  and  the  value  of  Aj^  :  Az  given  by  either  of  the  Indifference  curves,  a 
function  of  C ;  thus  showing  that  by  whatever  route  the  barter  may  have 
started  equilibrium  will  have  been  found  at  a  point  at  whidi  C  apples  have 
been  exchanged,  and  the  final  rate  of  exchange  is  a  ftmction  of  C ;  that  is,  it  is 
a  constant  also.  This  last  application  of  Prof.  Edgeworth*s  mathematical 
version  of  the  theory  of  barter,  to  confirm  the  results  reached  in  the  text,  was 
first  made  by  Mr  Beny,  and  is  published  in  the  Giomale  degli  Economisti  for 
June,  1891. 

Prof.  Edgeworth's  plan  of  representing  U  and  V  as  general  functions  of  x 
and  y  has  great  attractions  to  the  mathematician ;  but  it  seems  less  adapted 
to  express  the  everyday  facts  of  economic  life  than  that  of  regarding,  as 
Jevons  did,  the  marginal  utilities  of  apples  as  functions  of  x. simply.  In 
that  case,  if  A  had  no  nuts  at  starting,  as  is  assumed  in  the  particular 
case  und^r  discussion,  U  takes  the  form 

similarly  for  V, .  And  then  the  equation  to  the  Contract  curve  is  of  the  fbnn 

^  (a  -  ar)-^^i  (y) =^ (x)-5-^,  (6  -  y) ; 
which  is  one  of  the  Equations  of  Exchange  in  Jevons's  Theory,  2nd  Edition, 
p.  108. 

NoTB  XnL  (p.  411).  Using  the  same  notation  as  in  Note  Y.,  let  us  take 
our  starting-point  as  regards  time  at  the  date  of  beginning  to  build  the  boose 
and  let  7*  be  the  time  occupied  in  building  it.  Then  the  present  value  of  die 
pleasures,  which  he  expects  to  derive  from  the  house,  is 


H=('^wR-^^dt. 
J  r  dt 


Let  Av  be  the  element  of  effort  that  will  be  incurred  by  him  in  building  the 
house  in  the  interval  of  time  At  (between  the  time  t  and  the  time  ( -|-  At),  then 
the  present  value  of  the  aggregate  of  effort  is 


/'*       dv 
Jo        dt 
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If  there  is  an  j  nnoertainty  as  to  the  labour  that  will  be  required,  every 
possible  element  must  be  counted  in,  multiplied  by  the  probability,  -r- ,  of 

its  being  required;  and  then  V  becomes  /    w'R-*  -j-  dt. 


If  we  transfer  the  starting-point  to  the  date  of  the  completion  of  the 
hoQse,  we  have 

if=  (^mR-'  i-,dt  and  V=  T    w'i?  -dt, 
Jo  dt  J  .r  d^ 

where  Ti=T-T\  and  this  starting-point,  though  perhaps  the  less  natural 
from  the  mathematical  point  of  view,  is  the  more  natural  from  the  point  of 
view  of  ordinary  business.  Adopting  it,  we  see  T  as  the  aggregate  of  esti- 
mated pains  incurred ;  each  bearing  on  its  back,  as  it  were,  tiie  accumulated 
burden  of  the  waitings  between  the»time  of  its  being  incurred  and  the  time 
when  it  begins  to  bear  fruit. 

Jevons's  discussion  of  the  investment  of  capital  is  somewhat  injured  by 
the  unnecessary  assumption  that  the  function  representing  it  is  an  expression 
of  the  first  order ;  which  is  the  more  remarkable  as  he  had  himself,  when  de- 
scribing Gos8en*8  work,  pointed  out  the  objections  to  the  plan  followed  by 
him  (and  Whewell)  of  substituting  straight  lines  for  the  multiform  curves 
that  represent  the  true  characters  of  the  variations  of  economic  quantities. 

Note  XIY.  (p.  412).  Let  a,  a',  a"...  be  the  several  amounts  of  different 
kinds  of  labour,  as,  for  instance,  wood-cutting,  stone-oarrying,  earth-digging, 
&c.y  that  would  be  used  in  building  the  house  on  any  given  plan ;  and 
/3,  ^,  fi\  Ac.,  the  several  amounts  of  aoconunodation  of  different  kinds 
such  as  sitting-rooms,  bed-rooms,  offices,  Ac,  which  the  house  would  afford 
on  that  plan.  Then  F,  /3,  ^,  ^'  are  all  functions  of  a,  a',  a" . . .,  and  H  being 
a  function  of  /3,  ^,  /3"...  is  a  function  also  of  a,  a',  a"....  We  have,  then,  to 
find  the  marginal  investments  of  each  kind  of  labour  for  each  kind  of  use 

dV_dHdp_dHd^_dHd^__ 
da      d^  da"  d^  da"  d^"  da" 

dV_dHdl_dHd^_dH  dfi' _ 
da'"dp  da'"dfi'da'"dfi"  da' 

These  results  are  in  the  form  most  convenient  for  the  general  purposes  of 
economics ;  but  they  may  all  be  regarded  as  mathematically  contained  in 
the  statement  that  if-  F  is  to  be  made  a  maximum.  If  the  series  a,  a', 
a"...  be  extended  so  as  to  include  investments  in  land,  machinery  &c.,  we 
obtain  general  equations  representing  the  causes  that  govern  the  investment 
of  capital  and  effort  in  any  undertaking.  Compare  Note  (/)  to  Prof. 
Edgeworth*8  brilliant  Address  to  the  British  Association  in  1890. 

NoTB  XIY.  his  (p.  488).  In  the  diagrams  of  this  chapter  the  supply 
curves  are  all  inclined  positively;  and  in  our  mathematical  versions  of  them 
we  shall  suppose  the  marginal  expenses  of  production  to  be  determined  with 
a  definiteness  that  does  not  exist  in  real  life;  and  we  shall  take  no  account 
of  the  time  required  for  developing  a  business  with  the  Internal  and  External 
economics  of  production  on  a  large  scale.    And  we  shall  ignore  the  Law 
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of  Inoreasing  Betum  and  all  those  difficulties  conneoted  with  it  whidi  are 
discoflsed  in  Book  v.  Ch.  xi.  To  adopt  any  other  conrse  wonld  lead  as  to 
mathematical  complexities,  which  though  perhaps  not  without  their  use 
wonld  he  unsuitable  for  a  Treatise  of  this  kind.  The  discussions  therefore 
in  this  and  the  following  Notes  must  be  regarded  as  sketches  rather  than 
complete  studies. 

Let  the  factors  of  production  of  a  commodity  Ahe  Oi,  a.  Set,;  and  I^ 
their  supply  equations  be  y=:^^{x),  y=^(ae),  Ao,  Ibk  the  number  of 
units  of  them  required  for  the  production  of  x  units  of  ^1  be  w^^x,  si,r,... 
respectively;  where  irj,  fM,...  are  generally  not  constants  but  fnnotioiisof 
X.    Then  the  supply  equation  of  ^  is 

Let  y=F{x)  be  the  demand  equation  for  the  finished  commodity,  then 
the  derived  demand  equation  for  a^  ther*^  foctor  is 

y=F(x)-{*{x)-m^AmrX)l 
But  in  this  equation  y  is  the  price,  not  of  one  unit  of  the  factor  but  oi 
m^  units;  and  to  get  an  equation  expressed  in  terms  of  fixed  units  let  i|  be 

the  price  of  one  unit,  and  let  {=iii^,  then  17=^      .  y  and  the  equatioo  be- 
nt- 


comes 


.'-''<«-i[-(i')-(H40-*'«)] 


If  III,,  is  a  function  of  x  say  =^r(') «  ^®^  '  mxiat  be  determined  in  ( 
of  I  by  the  equation  ^=x}/^^{x),  so  that  m^  can  be  written  Xr(l)*  substituting 
this  we  have  17  expressed  as  a  function  of  (.  The  supply  equation  for  a^  is 
simply  i?=^tt). 

Note  XV.  (p.  434).    Let  the  demand  equation  for  knives  be 

y=F{x) (1), 

let  the  supply  equation  for  knives  be  y=<l>(x) (2), 

let  that  for  handles  be  y=^i>i{^) (5), 

and  that  for  blades  be  y=^{x) (*)» 

then  the  demand  equation  for  handles  is 

y=fi{^)=F(x)-^^{x) (5). 

The  measure  of  elasticity  for  (6)  is  -  j^V  f  (     »  *****  ^ 

~\         /,W    '"    \     • 
that  i*  i-  'f'^^  ^>  +  ?*»'  Wl " 

This  will  be  the  smaller  the  more  ftdly  the  following  oooditions  ait 

xF*  tx\ 
satisfied:  (i)  that-   c*/  v   »  which  is  necessarily  positive,  be  large,  i.e.  that 

the  elasticity  of  the  demand  for  knives  be  small;  (ii)  that  fi'(x)  be  poaitivt 
and  large,  i.e.  that  the  supply  price  for  blades  should  increase  n^iidly  with 
an  increase,  and  diminish  rapidly  with  a  diminution  of  the  amount  supplied ; 
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and  (iii)  thai  t-^  should  be  large ;  that  is,  that  the  price  of  handles  should 

/i  W 
be  but  a  small  part  of  the  price  of  knives. 

A  sunilar,  but  more  complex  inquiry,  leads  to  substantially  the  same 
results,  when  the  units  of  the  factors  of  production  are  not  fixed,  but  vaiy  as 
in  the  preceding  note. 

NoTB  XVI.  (p.  485).  Suppose  that  m  bushels  of  hops  are  used  in  making 
a  galkm  of  ale  of  a  certain  kind,  of  which  in  equilibrium  af  gallons  are 
sold  at  a  price  ^=^¥(7^),  Let  m  be  changed  into  m+ Am;  and,  as  a  result, 
when  3f  gallons  are  still  offered  for  sale  let  them  find  purchasers  at  a  price 

y'  +  Ai^';  then  ^-  represents  the  marginal  demand  price  for  hope:  if  it  is 

greater  than  their  supply  price,  it  will  be  to  the  interest  of  the  brewers  to 
put  more  hops  into  the  ale.  Or,  to  put  the  case  more  generally,  let 
y=:F  (s,  m),  y^^(x^  m)  be  the  demand  and  supply  equations  for  beer,  x 
being  the  number  of  gallons  and  m  the  number  of  bushels  of  hops  in  each 
gallon.  Then  F[x^  in)-^(x,  fii)=  excess  of  demand  oyer  supply  price.  In 
equilibrium  this  is  of  course  zero :  but  if  it  were  possible  to  make  it  a 
poflitiTe  sum  by  varying  m  the  change  would  be  effected:  therefore 
(asBuming  that  there  is  no  perceptible  change  in  the  expense  of  making 
the  beer,  other  than  what  results  from  the  increased  amount  of  hops) 

—  =  3— ,  the  one  representing  the  marginal  demand  price,  and  the  other  the 
am     am 

marginal  supply  price  of  hops ;  and  the  two  are  equal. 

This  method  is  of  course  capable  of  being  extended  to  cases  in  which 
there  are  concurrent  variations  in  two  or  more  ffiotors  of  production. 

NoTX  XYII.  (p.  436).  Suppose  that  a  thing,  whether  a  finished  commodity 
or  a  factor  of  production,  is  distributed  between  two  uses,  so  that  of  the 
total  amount  ar  the  part  devoted  to  the  first  use  is  Xy^  and  that  devoted  to 
the  second  use  is  x^.  Let  y=:0(x)  be  the  total  supply  equation;  y^S\K^\i 
and  y=:/s(^s)  be  the  demand  equations  for  its  first  and  second  uses.  Then 
in  equilibrium  the  three  unknowns  a;,  a^ ,  and  x^  are  determined  by  the  three 
equations /i(a5i)=/,(arj  =  0(x);  a?i+Xj=a?. 

Next  suppose  that  it  is  desired  to  obtain  separately  the  relations  of 
demand  and  supply  of  the  thing  in  its  first  use,  on  the  supposition 
that,  whatever  perturbations  there  may  be  in  its  first  use,  its  demand  and 
supply  for  the  second  use  remains  in  equilibrium;  ie.  that  its  demand 
price  for  the  second  use  is  equal  to  its  supply  price  for  the  total  amount 
that  is  actually  produced,  i.  e.  /,  (x,) = ^ (o^ + x,)  always.  From  this  equation 
we  can  determine  x^  in  terms  of  X|,  and  therefore  x  in  terms  of  Xx\  and 
therefore  we  can  write  ^(x)=^(xi).  Thus  the  supply  equation  for  the 
thing  in  its  first  use  becomes  y=^(xi);  and  this  with  the  already  known 
equation  y=/i(Xi)  gives  the  relations  required. 

Note XVIII.  (p.  437).  Let  a|,  a,...  be  joint  products,  m^x,  n^x ...  of  them 
severally  being  produced  as  the  result  of  x  units  of  their  joint  process  of 
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production,  for  which  the  supply  equation  is  y=0(j;).  Lety=/i(x),y=/2(x)... 
be  their  respective  demand  equations.    Then  in  equilibrium 
iiij/i(mix)  +  m,/j(fii^)  + =  0(x). 

Let  X*  be  the  value  of  x  determined  from  this  equation ;  then  /^  (m,x^, 
/^(ii^x'),  (bo.  are  the  equilibrium  prices  of  the  several  joint  products.  Of 
course  Tn,,  m,,  are  expressed  if  necessary  in  terms  of  x\ 

Note  XIX.  (p.  488).  This  case  corresponds,  mutaXit  muUmdu,  to  that 
discussed  in  Note  XVI.  If  in  equilibrium  x'  oxen  annually  are  supplied 
and  sold  at  a  price  y'=^{x'};  and  each  ox  yields  m  units  of  beef:  and  if 
breeders  find  that  by  modifying  the  breeding  and  feeding  of  oxen  th^  can 
increase  their  meat-yielding  properties  to  the  extent  of  Am  units  of  beef 
(the  hides  and  o^er  joint  products  being,  on  the  balance,  unaltered),  and 

that  the  extra  expense  of  doing  this  is  Ay\  then  .^  represents  the  marginal 

supply  price  of  beef :  if  this  price  were  less  than  the  selling  price,  it  would 
be  to  the  interest  of  breeders  to  make  the  change. 

Note  XX.  (p.  439).  Let  Oj,  a, ...  be  things  which  are  fitted  to  subaerfe 
exactly  the  same  function.  Let  their  units  be  so  chosen  that  a  unit  of  any 
one  of  them  is  equivalent  to  a  unit  of  any  others.  Let  their  several  tnpfij 
equations  be  yi=iPi{xj),  ya=^(xj... 

In  these  equations  let  the  variable  be  changed,  and  let  them  be  written 
X] = ^1  {tfi) ,  Xj = ^2  (y^) . . .  Let  y  =/  (x)  be  the  demand  equation  for  the  eervioe 
for  which  all  of  them  are  fitted.  Then  in  equilibrium  x  and  y  are  deter- 
mined by  the  equations  y=/(x);  x=Xj+x,+  ...,  y^=y^=.,.=zy,  (Hm 
equations  must  be  such  that  none  of  the  quantities  x^,  x,...  can  have  a  nega- 
tive value.  When  j/i  has  fallen  to  a  certain  level  Xj  becomes  zero ;  and  for 
lower  values  x^  remains  zero ;  it  does  not  become  negative.)  As  was  observed 
in  the  text,  it  must  be  assumed  that  the  supply  equations  all  conform  to 
the  law  of  Diminishing  Betum ;  i.e.  that  0i'(x),  ^'(x) ...  are  always  positive. 

NoTB  XXI.  (p.  441).  We  may  now  take  a  bird's-eye  view  of  the  probiems 
of  Joint  Demand,  Composite  Demand,  Joint  Supply  and  Ck>mpoeite  Supp^ 
when  they  all  arise  together,  with  the  object  of  making  sure  thai  our 
abstract  theory  has  just  as  many  equations  as  it  has  unknowns,  neither  man 
nor  less. 

First,  in  a  problem  of  joint  demand  we  may  suppose  that  there  are  n  com- 
modities Ai,  A^,..A^,  Let  Ai  have  o^  factors  of  production,  let  A^  have  a, 
factors,  and  so  on,  so  that  the  total  number  of  factors  of  production  is  Z^^a^: 
let  this  =m. 

First,  suppose  that  all  the  factors  are  different,  so  that  there  is  no  com- 
posite demand ;  that  each  factor  has  a  separate  process  of  production,  so 
that  there  are  no  joint  products ;  and  lastly,  that  no  two  factors  subserve  the 
same  use,  so  that  there  is  no  composite  supply.  We  then  have  2ii+S»  un- 
knowns, viz.  the  amounts  and  prices  of  n  commodities  and  of  m  factors; 
and  to  determine  them  we  have  2m+2n  equations,  viz.— (i)  n  demand  equa- 
tions, each  of  which  connects  the  price  and  amount  of  a  commodity;  (ii)  a 
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equations,  each  of  which  equates  the  supply  price  for  any  amount  of  a  com- 
modity to  the  sum  of  the  prices  of  corresponding  amounts  of  its  factors; 
(iii)  m  supply  equations,  each  of  which  connects  the  price  of  a  factor  with 
its  amount;  and  lastly,  m  equations,  each  of  which  states  the  amount  of  a 
factor  which  is  used  in  the  production  of  a  given  amount  of  the  oonunodity. 

Next,  let  us  take  account  not  only  of  joint  demand  hut  also  of  composite 
demand.  Let  ^  of  the  factors  of  production  consist  of  the  same  thing, 
say  carpenters'  work  of  a  certain  efficiency;  in  other  words,  let  carpenters' 
work  be  one  of  the  factors  of  production  of  pi  of  the  n  commodities  A^  A^-.. 
Then  since  the  carpenters'  work  is  taken  to  have  the  same  price  in  whatever 
production  it  is  used,  there  is  only  one  price  for  each  of  these  factors  of 
production,  and  the  number  of  unknowns  is  diminished  by  /3|  - 1 ;  also  the 
number  of  supply  equations  is  diminished  by  /^i  - 1 ;  and  so  on  for  other 


Next,  let  us  in  addition  take  account  of  joint  supply.  Let  7^  of  the  things 
used  in  producing  the  commodities  be  joint  products  of  one  and  the  same 
process.  Then  the  number  of  unknowns  is  not  altered ;  but  the  number  of 
supply  equations  is  reduced  by  (71  - 1) ;  this  deficiency  is  however  made  up  by 
a  new  set  of  (7^  - 1)  equations  connecting  the  amounts  of  these  joint  products ; 
and  so  on. 

Lastly,  let  one  of  the  things  used  have  a  composite  supply  made  up  from 
$1  rival  sources,  then  reservihg  the  old  supply  equations  for  the  first  of 
these  rivals,  we  have  2  (8j  - 1)  additional  unknowns,  consisting  of  the  prices 
and  amounts  of  the  remaining  (d,  - 1)  rivals.  These  are  covered  by  (dj  -  1) 
supply  equations  for  the  rivals,  and  (^  - 1)  equations  between  the  prices  of 
the  di  rivals. 

Thus,  however  complex  the  problem  may  become,  we  can  see  that  it  is 
theoretically  determinate,  because  the  number  of  unknowns  is  always  exactly 
equal  to  the  number  of  the  equations  which  we  obtain. 

Note  XXL  hii  (p.  515).  If  y=/i(x),  y  =/](£)  be  the  equations  to  the  de- 
mand and  supply  curves  respectively,  the  amount  of  production  which  affords 
the  Maximum  Monopoly  Bevenue  is  found  by  making  {xfi{x)-xf^{x)}  a 
maximum ;  that  is,  it  is  the  root,  or  one  of  the  roots  of  the  equation 

The  supply  function  is  represented  here  by  f^{x)  instead  of  as  before  by 
0  {x),  partly  to  emphasize  the  fact  that  supply  price  does  not  mean  exactly 
the  same  thing  here  as  it  did  in  the  previous  Notes,  partly  to  fall  in  with 
that  system  of  numbering  the  curves  which  is  wanted  to  prevent  confusion 
now  that  their  number  is  being  increased. 

Note  XXII.  (p.  517).  If  a  tax  be  imposed  of  which  the  aggregate  amount 
is  F(x),  then  in  order  to  find  the  value  of  x  which  makes  the  Monopoly 

Revenue  a  maximum,  we  have  -r-  {xfi  {x)  -  xf^{x)  -  F{x) }  =0 ;  and  it  is  dear 

(ix 

that  if  F{x)  is  either  constant,  as  in  the  case  of  a  license  duty,  or  varies 
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as  xfi{x)-xf2{x)t  as  in  the  oase  of  an  inoome>Ux,  this  equation  has  the 
same  roots  as  it  would  have  if  F{x)  were  zero. 

Treating  the  problems  geometrioally,  we  notice  that,  if  a  fixed  borden 
be  imposed  on  a  monopoly  sufficient  to  make  the  monopoly  revenue  eurre 
fall  altogether  below  Ox,  and  q*  be  the  point  on  the  new  curre  TerticaUj 
below  £  in  fig.  (36),  then  the  new  curve  at  ^  will  touch  one  of  a  series  of 
rectangular  hyperbolas  drawn  with  yO  produced  downwards  for  one  asyn^ 
tote  and  Ox  for  the  other.   These  curves  may  be  called  Constant  Loas  curfos. 

Again,  a  tax  proportionate  to  the  Monopoly  Revenue  and  amounting  to 
m  times  it  (m  being  less  than  one)  will  substitute  for  QQ*  a  curve  the  length 
of  each  ordinate  of  which  is  (1  -  m)  x  the  length  of  the  corresponding  point 
on  QQ' ;  i.e.  the  point  which  has  the  same  abscissa.  The  tangents  to  cor- 
responding points  on  the  old  and  new  position  of  QQ*  will  cut  Ox  in  the  mmt 
point,  as  is  obvious  by  the  method  of  projections.  But  it  is  a  law  of  rect- 
angular hyperbolas  which  have  the  same  asymptotes  that,  if  a  line  be 
drawn  parallel  to  one  asymptote  to  cut  the  hyperbolas,  and  tangents  be 
drawn  to  them  at  its  points  of  intersection,  they  will  all  cut  the  other 
asymptote  in  the  same  point.  Therefore  if  q^'  be  the  point  on  the  new  posi- 
tion of  QQ'  corresponding  to  g, ,  and  if  we  call  O  the  point  in  which  the 
common  tangent  to  the  hyperbola  and  QQ'  cuts  Ox,  Gq^  will  be  a  tangent 
to  the  hyperbola  which  passes  through  g,' ;  that  is,  g/  is  a  point  of  maximum 
revenue  on  the  new  curve. 

The  geometrical  and  analytical  methods  of  this  Note  can  be  applied  to 
cases,  such  as  are  discussed  in  the  latter  part  of  §  4  in  the  text,  in  which  the 
tax  is  levied  on  the  produce  of  the  monopoly. 

Note  XXIII.  (p.  524).  These  results  have  easy  geometrical  proofo  by 
Newton's  method,  and  by  the  use  of  well-known  properties  of  the  rectangular 
hyperbola.  They  may  also  be  proved  analytically.  As  before  let  y  =/i  (x),  be 
the  equation  to  the  demand  curve;  y=f^(x)  that  to  the  supply  curve;  and 
that  to  the  Monopoly  Revenue  curve  is  y-fi(x\  where /3(x)=/|(x)-/2(x) 
the  equation  to  the  Consumers'  Rent  curve  y=f^{x)\  where 

h(^)^\\]fMda-A(x)' 

That  to  the  Total  Benefit  curve  is  y:=f^(x) ;  where 

/5W=/3W+/4^  =  ^  l''fi(^)da-Mx); 

X  J  0 

a  result  which  may  of  course  be  obtained  directly.  That  to  the  Compromist 
Benefit  Curve  is  y=f^(x);  where  /e(«)=/s(x)-i-fi/4(x);  Consumes'  Beat 
being  reckoned  in  by  the  monopolist  at  n  times  its  actual  value. 

To  find  OL  (fig.  38),  that  is,  the  amount  the  sale  of  which  wiU  afford  the 
maximum  Monopoly  Revenue,  we  have  the  equation 

^{x/,(x)}=0;  i.e.  /,(ap)-./,(^)=«{/,'(x)-//(x)}; 

the  left-hand  side  of  this  equation  is  neoeesarily  positive,  and  thoefoie  so 
is  the  right-hand  side,  which  shews,  what  is  otherwise  obvious,  that  if  Lg,  be 
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prodaoed  to  cat  the  supply  and  demand  corves  in  g,  and  g^  respectiyely,  the 
supply  curve  at  g,  (if  inclined  negatively)  must  make  a  greater  angle  with 
the  vertical  than  is  made  by  the  demand  curve  at  q^. 

To  find  OW,  that  is,  the  amount  the  sale  of  which  will  afford  the  maxi- 
mum Total  Benefit,  we  have 

To  find  or,  that  is,  the  amount  the  sale  of  which  will  afford  the  maximum 
Ck>mpromi8e  Benefit,  we  have 

^{^/•Wl=0;  i.e.  ^{l-nVi(x)-x/i{x)+nj*/,(a)da}=0; 

i.e.  i^^A'{x)+Mx)-f^{x)-xf,'{x)^0. 
UOL=c,  the  condition  that  OY  should  be  greater  than  OiV^is  that  j-  {xf^{x)} 

be  positive  when  c  is  written  for  « in  it ;  i.e.  since  ^  {xf^ix)}  =0  when  x=c, 

that  ^{xf^{x)}  be  positive  when  «=c;  i.e.  that/i'(c)  be  negative.    But 

this  condition  is  satisfied  whatever  be  the  value  of  c.  This  proves  the  first 
of  the  two  results  given  at  the  end  of  Book  v.  Chap.  vra.  §  7;  and  the  proof 
of  the  second  is  similar.  (The  wording  of  these  results  and  of  their  proofs 
tacitly  assumes  that  there  is  only  one  point  of  maiimnm  Monopoly  Bevenue.) 

We  may  add  one  more  result  to  those  in  the  text. 

Let  us  write  OH^a^  then  the  condition  that  OY  should  be  greater 
than  OH  is  that  —  {n/,  («)}  be  positive  when  a  is  written  for  x :  that  is,  since 

/i(«)=/aWf  ^^^  1- w/i'(«)  -/s'(«)  be  positive.  Now  //(a)  is  always  nega- 
tive, and  therefore  the  condition  becomes  that  f^(x)  be  negative,  i.e.  that 
the  supply  obey  the  Law  of  Increasing  Betum  and  that  tan  0  be  numerically 
greater  than  1  -n  tan  0,  where  B  and  0  are  the  angles  which  tangents  at  A 
to  the  demand  and  supply  curves  respectively  make  with  Ox.  When  n=:l, 
the  sole  condition  is  that  tan  0  be  negative  :  that  is,  OW  ia  greater  than  OH 
provided  the  supply  curve  at  ^1  be  inclined  negatively.  In  other  words,  if  the 
monopolist  regards  the  interest  of  consumers  as  identical  with  his  own,  he 
will  cany  his  production  further  than  the  point  at  which  the  supply  price  (in 
the  special  sense  in  which  we  are  here  using  the  term)  is  equal  to  the  demand 
price,  provided  the  supply  in  the  neighbourhood  of  that  point  obeys  the 
Law  of  Increasing  Betum :  but  he  will  carry  it  less  far  if  the  supply  obeys 
the  Law  of  Diminishing  Betum. 

Note  XXIY.  (p.  697).  Let  Hx  be  the  probable  amount  of  his  production 
of  wealth  in  time  At,  and  ^y  the  probable  amount  of  his  consumption. 

Then  the  discounted  value  of  his  ftiture  services  is   /  R'*  (  ^  -  "^  )  *^^» 

where  T  is  the  maximum  possible  duration  of  his  life.    On  the  like  plan  the 

past  cost  of  his  production  is  /     Br*  (  ^  -  ^7  )  **'»  where  T  is  the  date  of 
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bis  birth.    If  we  were  to  assume  tbat  he  would  neither  add  to  nor  take  from 
the  material  well-being  of  a  country  in  which  he  stayed  all  his  life,  we 

should  have  /      R"'  [.,  ~  ^]  dt^O ;  or,  taking  the  starting-point  of  time 

at  his  birth,  and  l=:T+  r=the  maiimnm  possible  length  of  his  life,  this 

takes  the  simpler  form,  l  iJ"'  (    -  -  ^  )  <^=»^« 

In  saying  that  Ax  is  the  probable  amount  of  his  production  in  time  Al, 
we  have  put  shortly  what  may  be  more  accurately  expressed  thus: — let 
Pii  P2'"»  ^  ^®  chances  that  in  time  At  he  will  produce  elements  of  wealth 
Ajx,  Agx...,  where P]+p,+  ...  cannot  exceed  unity:  then 
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Ahattntnce  292 

Accumulated  412 

Activities  in  relation  to  wants  146 — 8, 

738 
Adams,  H.  C.  511  n. 
Agricnltnre  197—224, 347 ;  English  system 

of  691—700 
Agricultural  Holdings  Act  702  n. 

Improvements  676—9 
Allotments  698—9 
American  influence  on  economic  practice 

47 ;  on  economic  theory  67 — 8 
Anwttnt-Index  408  n. 
Anderson  55 
Apprenticeships  270 
Arbitration  716 

Aristotie  11  n.,  18  n.,  230  n.,  628 
Art  education  273—6 
Ashley  628  n.,  680  n. 
Atkinson  582  n. 
Anspitz  and  lieben  159  n. 
Australia  47,  746—7  n. 
Auxiliary  Capital  127 

Babbage  324,  337  n. 

Bagehot  18  n.,  64,  108,  104  n.,  280  n., 

300  n.,  639  n.,  641,  644  n.,  645  n. 
Banfield  14&-9 
Barter  895—7 
BastUt  69  n.,  203  n. 
Beaulien-Leroy  203  n.,  659  n.,  688  u., 

735  n. 
Beddoe  258  n. 
Beeke  298 

Bell,  Sir  Lowthian  269  n.,  328  n. 
Bentham  58, 149, 184  n.,  628 
Bernoulli,  Daniel  187, 753—1 
Berry  756 
BerthiUon  238  n. 
Biology  and  Economics  63,  70,  102,  299 

—300 
Blanc,  Louis  66 
Bodio  249  n.,  262  n. 


BohmBawerk  130,  159  u.,  435  n.,  453  n., 

549  n.,  615  n.,  627  n. 
Bonar  234  n.,  543 
Booth  338  n. 
Boulton  342  n. 
Bounties  502—11 
Brentano  553  n.,  603  n. 
Buckle,  on  the  influence  of  climate  11 
Burnett  173 
Business  iianagement  349—70,  634—662 

Caird  702  n. 

Caimee  64,  104  n.,  155  n.,  400  n.,  575, 
593  n. 

Gantillon  53  n.,  56  n. 

Capital  123—133,  Demand  for  618—621 ; 
Growth  of  280—298,  615—18;  its  ad- 
justment to  business  ability  865—370; 
Investment  of  410 — 17;  MUl's  proposi- 
tions on  564,675—6 

Carey  67,  203  n.,  221—3,  231,  378  n.,  449 

Carlyle  76 

Caste  ^stem  303—4 

Child,  Sir  Josiah  231,  294,  618 

Christianity,  gradual  influence  of  19—27 

Church,  the  mediteval  26—7 

Circulating  Capital  128 

Clark,  J.  B.  453  n.,  616  n. 

Classification,  principles  of  99 — 102 

Cliffe  Leslie  64,  80  n.,  575,  628  n.,  645 

Climate,  influence  of  11, 12 

Cohn  131 

Coke  (see  Leicester) 

Collective  goods  111;  property  80;  use 
of  wealth  189—90 

Colqnhoun  298 

Commodities  103 

Competition^  fundamental  characteristics 
of^6— 8,  571—2 

Composite  demand  436 ;  supply  438 ;  Quasi- 
Rent  713;  Rent  478 

Compromise  Benefit  523 

Curve  523 
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Comte  62,  71—3,  573 
Goociliation  716—7 
Conjuncture  definition  of  660  n. 
Constant  Return  376;  Curve  600—6 

Revenue  Curve  611 
Constmur'a  Surplus  or  Rent  181  (see  Rent); 

how  affected  by  taxation  609 — 11  and 

monopolies  621 — 7 
Consumer's  Rent  Curve  522  n. 
Consumption  116;  ethical  aspects  of  188 

—90;  of  different  grades  161—6 
Consumption  or  Consumer's  goods  116 — 

16;  Capital  127 
Conventional  necessaries  122 
Co-operation  362—6,  648,  687,  699,  716 
Cosmopolitan  wealth  112 
Cost  oi  marketing  444 — 6 
Cost  of  Production  399 
Cost  of  Reproduction  449—60 
Conmot,  metaphor  of  the  mean  snn  9  u. ; 

66, 168  n.,  184  n.,  883,  467,  485  n. 
Courtney  330  n. 
Craigie  699  n. 
Cnmnlative  effects  with  regard  to  labour 

691,  696,  699,  600,  602 
Custom  6,  10—16,  146,  691—2,  664  n., 

684 
Cunningham  628  n.,  629  n.,  736  u. 
Cunyn^iame  Preface  xv.  n.,  498  n. 

Darwin  102,  240  u.,  299,  311  n. 

Deduction  and  induction  88 — 9 

Definition,  principles  of  99—102 

Demand,  Klastictty  of  160—70;  Law  of 
167;  element  of  time  in  166:  increase 
of  164;  of  rich  and  poor  161 ;  for  neces- 
saries 165;  joint  430;  <fen'v«<^4d0;  com- 
posite 435 ;  cxtrve  164  n. ;  point  164  n. ; 
price  162 

Demand  Schedule  163 :  raising  of  167, 497 
—601 ;  negative  inclination  of  167 

Democracy,  its  dependence  on  the  print- 
ing-press and  telegraph  23,  24 

Depreciation  413, 448 

Derived  Demand  430 

Supply  schedule  437 

Dif&'entiation  300 

Diminishing  Return,  Law  of  {see  Law) 

Discommodity  193 

Discounted  value  178,  666,  622  n. 

Discounting  future  pleasures  and  pleasure- 
able  events  179,  762,  284—6,  290—6, 
410-12 

Distribution  of  means  between  wants  ac- 
cording to  marginal  utilities  176 ;  of  a 
commodity  between  different  uses  176 
—180 

Division  of  labour  209—326 

Domestic  industry  353 — 4 
servants  601 

Dose  161  n.,  249 

Dose  of  Capital  and  Labour  227—8 

Doubleday  239  n. 

Draper  22  n. 

Dunbar  638 

Dupoint  611  n. 

Dupont  de  Nemours  64  n. 

Dupuit  168  n.,  184  n. 


Earnings,  in  relation  to  efficiency  65S, 
566, 679—81,711—12, 718—20, 738— U ; 
e^ual  to  net  product  of  labour  566 — 72; 
time  679 ;  piece-work  679 ;  ejgieiestey  579 
real  and  nominal  682;  effect  of  fMOgicig 
on  730—5.    See  also  678—614 

Eamings-and-Interest  Fubd  564 — 5n. 

JCcumings  of  Management  136;  gross  and 
net  370.    See  also  634—62 

Earnings  of  Undertaking  136 

Economie  Freedom  8;  growth  of  10—49 

Economic  Harmony  510 

Economic  Law  82—6 

Economic  method  83 — 9 

Economic  motives  71 — 81 ;  not  exdosi  vdy 
selfish  76—81, 288—9, 694—5 ;  generally 
measurable  73 — 6 

Economic  Science,  provisional  deflmtinn 
1;  not  more  hypothetical  than  other 
Sciences  85 — 6^  the  chief  questioiis 
which  it  investi^tes  93 — 5;  practical 
issues  which  pomt  to  these  inqiiiries 
96—7 

Eden  67,  60,  242  n. 

Edgeworth  159  n.,  184  n.,  756—6,  757 

Education,  technical  268—72 

EMciency  Earnings  679  tend  to  equality 
579—80 

Elasticity  of  Demand  160 

Ellison  822  n. 

Engel  172,  251  n.,  697  n. 

England,  growth  of  free  industry  and 
enterprise  in  31 — 44 ;  her  geogn^hical 
advantages  29—32 

Equilibrium  406;  multiple  positioos  of 
491—5 

Equilibriwn  amount  and  price  406 

Exchangeable  goods  108 

Expenses  of  Production  399 

External  economies  326,  474 
goods  107—9 

Factors  of  Production  400 

Factories,  growth  of  40—2 

Factory  farms  696  n. 

"Farmer"  American  690 — 1 

Farms,  large  and  small  694 — 7 

Fan-  243  n.,  244  n.,  248  n.,  253  n.,  2S6  n., 

527  n. 
Fertility  of  land,  general  conditjons  197 

— ^206;  relative  order  of  changes  with 

crops  and  methods  of  cultivation  213 

—23 
Feudalism  25—8 
Field  of  employment  717 
Final  utility  158  n.  (see  Marginal) 
Fisheries  226 
i^ir^  capital  128 
Fleeming  Jenkin  511  n. 
Footpounds,  measurement  by  250 
For^Bin  trade  716  n.,  722,  745  n. 
Fourier  66 

Foxwell,  H.  8.  292  n.,  588  n. 
Free  competition  402 
Freedom,  Economic  8 
Freedom,  objective  and  rablective  19  n. 
Freedom  of  Industry  and  Enterprise  8 
Free  goods  107 
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French  economists  66 

FuUer  328  n. 

'*Fatnre8"  dealinf^  in  398 

Gallon,  F.  1*2  n.,  238,  239,  260,  266  n., 

280  n. 
Gamier  231  n. 

George,  Heniy  132—3,  378  n. 
German  influence  on  economic  practice 

48 — 9;  on  economic  theory  67 — 70 
General  abiUty  266 
Giddings  278  n.,  618  n. 
Giflen  89  n.,  297—8,  728  n.,  731  n. 
Godwin  62  n.,  233  n. 
Goethe  63 

GoodM  108;  daadfication  of  103—8 
GoBchen  735  n. 
Go88en  158  n. 

Government  ondertakings  362,  524 
Graded  goods,  marketing  of  391 
Greece,  Ancient  16 — 19 
OroM  Earnings  of  Management  370 
Chrou  income  134,  560,  577 
Choas  interest  622;  analysis  of  622 — 1; 

does  not  tend  to  equality  625 
Groand-rent,  theory  of  460—3, 672—4, 679 
Gmber  172 
Gunton  740  n. 

Haas  633 

Haeckel  300  n. 

Harrison  241  n. 

Heam  149  n.,  300  n. 

Hegel,  Influence  of  physical  surroundings 
11  n. ;  on  objective  and  snl^'ective  free- 
dom 19;  22,  34  n.,  63 

Held  41  n. 

Heredity,  principle  <A  306 

Hermann  68,  78, 116  n.,  130,  131, 148—9, 
452 

Hobbes  57  n. 

Holland,  her  achievements  29,  31 

Hours  of  labour,  limitation  of  740—8 

House  industry  353 

Hume  55,  57  n.,  230 

Humphreys,  Noel  256  n.,  261  n.,  262  n. 

Hunter,  Sir  W.  658  n.,  684  n. 

Huxlev  269  n. 

Hypotheses  in  economics  83 

Improvements  in  Agriculture  676 — ^9 

Income  132—8;  groM  134;  net  134;  moneff 
184—5;  McioT  186;  nationtd  138 

Increasing  Betum  206  (see  Law) 

India,  Land  tenure  in  685  n.,  700  n.,  701  n. 

Induction  and  deduction  86 — 9 

Industrial  environment  473 — ^9 

Industrial  Organisation  299—808 

** Industry  is  limited  hj  Capital"  564  n., 
575 

Ingram  53  n.,  72  n. 

Inanrance  against  risk  446 — ^9 

fntegratian  300 

Interchangeable  Parts  315 

Interest  136, 370 ;  groaa  622 ;  n««  622 ;  theory 
of  615—33;  changes  in  729—30;  me- 
diaeval and  modem  fallacies  with  regard 
to  627—681 


Internal  economies  325,  474 

Internal  goods  104 

Interpretation  clause  in  economics  101 

In  the  long  run  409 

Investment  of  capital  410 — 17 

Ireland,  land  tenure  in  700 

Irregularity  of  employment  687—8, 736—7 

Jeukin,  Fleeming  511 

Jessop  624  n. 

Jevons  53  n.,  64,  116  n.,  131,  148—9  n., 

158—9  n.,  171, 180  n.,  184  n.,  194,  384, 

489  n.,  541—545,  555,  620  n.,  749,  756, 

767 
Joint  demand  430 
Joint  products  436,442—5 
Joint-Stock  Companies  359—62,  641—2, 

736  n. 
Joint  supply  436 
Jones,  Kichard  52,  289  u. 
Jowett  230  n. 

Kautz  19  n.,  53  n.,  628  n. 
Kebbel  585  n. 
Keynes  71  n. 
King,  Gregory  165  n.,  298 
Kleinwachter  129 

Knies  11  n.,  48  n.,  57  n.,  79  n.,  85  n., 
131,  628  n. 

Labour  116  (see  Earnings) 

Labour  value  666 

Laisser  fairey  laisaer  alter  64  n.,  550  n. 

Land  197 ;  Capital  value  of  674 ;  changes 

in  value  of  727—9 
Land  Tenure  680—703 
Lauderdale,  Lord  165  n. 
Launhardt  159  n. 
Law  83;  nature  of  82 — 6;  meaning  of 

the  phrase  **the  action  of  a  law,"  84 
Law  of  Constant  Hetum  376,  503-^ 
Demand  150—9,  403 
Derived  Demand  431 
Diminishing  Return  206—9, 500— 
11,  722—8;  applies  to  building 
land  226;  analogy  between  it 
and  law  of  Diminishing  Utility 
151  n.,  212  n.;  in  relation  to 
Mines  and  Fisheries  224—6; 
taxes  on  commodities  obeying 
608-11  ^^ 

Diminishing  Utility  150;  in  rela- 
tion to  Law  of  Diminishing 
Betum  from  Land  151  n. 
Increasing  Return  206,376.    Its 
effect  on  supply  price  376 — 6, 
489—40.  444—6,  485—92,  600 
—11,  721—2;  its  relation   to 
Taxation  608—11 
Nature  64  n. 
Satiable  Wants  150 
Substitution  176  n.,  401,  414—15, 
653—8.   Its  relation  to  Law  of 
Survival  of  fittest  636 ;  to  Earn- 
ings of  Management  684—41, 
70fr-9 
Supply  403 
Survival  of  the  Fittest  801,  636 
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Lawes,  Sir  John  89  n. 
Lecky  S85  n.,  628  n. 
Leicester,  Lord  201, 217,  702  n 
Leisure  747 — 8 
Liebig  199  n. 
List  48  n.,  66,  67,  203  n. 
Localised  industries  826—86 
Locke  53  n.,  56  n. 
Long-period  supply  price  421 
Longe  575 
Longstaff  257  n. 

Machinery  818—25;  duration  of  338  n.; 

its  influence  on  wages  570—1 
Macleod  131 
MacVane  615 
Maine  13  n. 
Malthas  57, 62, 129, 233—5, 238  n.,  239  n., 

299,  511  n.,  538—9,  541,  543,  551,  581, 

675,  728 
Mangoldt  452 
Manufacture  337  n. 
Margin  of  BuUding  461 
cultivation  210 
ProfitahLeneaa  415 
Marginal  disutility  194 

Demand-price  152 
Dose  210,  458 
Increment  150 
Return  210 

utility  150 ;  the  term  first  used 
by  Wieser.    See  Preface 
Mark  system  15  n. 
Market  169,  388—9 
Marketing  340—1, 344— €,  444—6, 487—9, 

672-4 
Marriage-rate,  causes  affecting  229 — 44 
Marx,  Karl  132,  293,  541,  630—1 
Material  and  Immaterial  goods  108 
Matheson  414 
Maximum  satisfaction  390 ;  and  taxation 

506 — 11 ;  limitations  to  doctrine 
Mayo  Smith  598 
M'Culloch  60, 148,  552 
Medieeval,  towns  23 — ^5;  theories  of  in- 
terest 627—9 
Menger,  Anton  630  n. 
Menger,  Carl  116  n.,  149  n.,  158  n.,  545 
Mercantilists  51-3, 116  n. 
Metayer  system  686—9 
Migration,  hindrances  to  in  Middle  Ages 

240 :  from  country  to  town  257—9 
Mill,  James  64  n.,  114  n.,  142  n.,  209 
Mill,  John  Stuart  62-4,  72,  73,  79  n., 

102,  117  n.,  129,  132,  133.  154—5  n., 

227,  277—8,  311  n.,  378  n.,  39^-400  n., 

452,  453  n.,  460,  541—5,  553,  561,  573 

—6 
Mines  224—6,  347;  rent  <A  463-4 
MobiUty  of  labour  277—9,  605—7,  707 
Money  cost  of  Production  399 
Money  Income  134 
Monopolies  456,  475  n.;  Theory  of  510 

—627 
Monopoly  Revenue  Curve  513;  Schedule 

514 
Monotony  of  life,  and  in  some  cases  of 

work,  diminished  by  machinery  321 — 3 


Montesquieu  11  n.,  12  n.,  60 

Moore  Ede  205  n. 

Morton  282  n. 

Multiple  positions  of  equilibrium  491— i 

Mun  52  n. 

Nasmyth  268  n. 

Nasse  20  n. 

National  Dividend  562—6.  709-12,  TO, 
741—5 

National  Income  138 

National  Wealth  106 

Nature,  rule  of  55 

Necessaries  for  life,  for  ejieieney,  conven- 
tional 119—22 

Negative  inclination  of  curres  157  n. 

Net  Advantages  135,  589—90 

Net  Earnings  of  Management  870 

Net  Income  184 

Net  Interest  622;  tends  to  equality  G2S 
—6 

Net  Product  of  labour  56^—7 

Netherlands,  agriculture  in  691 

Neumann  and  Fartsch  18  n. 

Neumann  Spallart  170 

New  countries,  causes  of  high  wages  and 
interest  in  717—20 

Newcomb  131,  562  n.,  576 

Neymarck  298 

Nicholson  575,  598  n.,  628  n. 

Nominal  Wages  582 

Normal  Si;  elasticity  of  term  418-9,  423 
— 5;  supply  price  424;  in  relatioo  to 
average  479.  See  also  398—129;  for 
general  references  see  Contents. 

North,  Dudley  54 

Ochenkowski  7  n..  38  n.,  42  u. 

Ogle,  Dr   236,  237  n.,  246  n^  257  n^ 

334  n. 
Open  Spaces,  public  interest  in  702—3 
Opportunity  427,  660  n. 
Chxlers  of  goods  115, 123, 127  n. 
Organisation  of  industry  299—808 
Organized  markets  385—7 

Pantaleoni  159  n. 

Particular  Expenses  Curve  483 

Partnership  358—9 

Passy  219  n. 

Patents  340  n. 

Patten  453  n. 

Peasant  proprietors  642,689—90,096 

PeU  203  n. 

Periods,   long  and  short  418—29,  uA 

pymyim 

Perozzo  262  n. 
Personal  capital  128 

gw>ds  106—8 

risks  624 

wealth  109 
PeUy  51, 56, 60.  597  n. 
Phear  282  n. 
Physiocrats  58—5,  67,  U6  n.,  120.  139, 

281—^,  54&--562, 557-8. 667 
Piece-work  wages  579 
PiU  281 
Plato  18  n.,  ^  n.,  299 
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Political  Economy.  See  Economic  Sci- 
ence 

Poor  law,  its  influence  on  popolation  238, 
•242—3;  on  saving  286 

PoDolation,  Doctrine  of  229 — 35 ;  causes 
that  govern  the  growth  of  235 — 16; 
SUtistics  of  241  n.,  244  n.,  245—9,  257 
— 62;  and  pressure  on  the  means  of 
subsistence  223 — 1,  875—9 

Porter  60,  728  n. 

Potter,  Beatrice  312  n. 

Pover^,  a  cause  of  degradation  2,  590, 
594—5 

Price  8 ;  a  measure  of  utility  151 

Price,  L.  L.  716  n. 

Prime  Co9t  415, 442—4,  642 

Primogeniture,  its  influence  in  England 
31 

ProctMses  of  Production  490 

Prodticera*  goods  116 
Bent  488 
Sw'iilw*  417,  451—64,  668—79 

Production  on  a  large  scale  887 — 48 

Production  goods  116 

Productive  118 

Productive  Conmimption  119 

Profit  Sharing  364,  687,  715 

Projits  136;  how  far  tendency  to  equality 
647—53;  "fair"  rate  of  653—4;  in  re- 
lation  to  fluctuations  of  price  657 — ^9 

Progress,  its  influence  on  values  717 — 
35 

Prothero  694  u. 

Prondhon  66 

Pusey  682  n.,  702  n. 

Quasi-rent  418—29,  451—79;  of  capital 
622;  of  labour  607—12;  of  businesses 
654—61,  718—5;  see  also  403,  425,  669, 
670 

Quesnay  53,  232 

-Bae  747 

Raising  the  Demand  Schedule  155 

Rau  129 

Bawson,  Sir  Rawson  246  n.,  249  n. 

Re€d  and  Money  income  134 — 5 
f^ost  of  Production  399 
Value  666 
Wof/es  582 

Beformation  28,  34—6 

Bent  136,  451—64,  663—74;  ground  226, 
460—3,  671—4,  678,  725;  of  mines  463; 
of  situation  474 — 8;  of  natural  abilities 
611 — 4, 660 ;  producer's  488 ;  consumer's 
483;  **does  not  enter  into  cost  of  pro« 
dnction"  457 — 64;  its  relation  to  quasi- 
rent  471—2;  composite  478 

Bent,  and  rise  in  value  of  produce  666 — 
7;  and  agricultural  improvements  676 
— 9;  effect  of  progress  on  727 — 8 

Bepresentative  Firm  875,  403 — 1,  426, 
481—2 

BeproducUon,  Cost  of  44^—50 

B^duum  737 

Betum  Schedule  212,  213  « 

Bicardo  59—64,  91,  129,  132,  142,  148, 
159  n.,  197  n..  210,  212  '  9—28,  226  u., 

M. 


428  n.,  458-«4,  588—45,  550-^,  556, 
573,  581  n.,  627,  631,  667,  668,  675—9, 
683,728 

Bisk  446—9 

Bival  commodities  438 

Bodbertus  541,  630—1 

Bogers,  Thorold  88  n.,  37  n.,  218  n.,  238  n., 
240  n.,  241  n.,  298  n.,  827  n.,  686  n. 

Bome,  Andent  19—21 

Boscher  129,  220  n.,  230,  284  n.,  823,  889, 
588  n.,  628  n. 

Boussean  54  n. 

Bovalties  226;  enter  into  cost  of  pro- 
duction 463 — 4 

Biimelin  230  n.,  284  n.,  241  n. 

Buskin  76 

Sadler  289  n. 

Samuelson,  Sir  Bemhard  269  n. 

Saracens,  influence  of  22 

Sargant  294 

Satiety  price  161 

Sax  159  n. 

Say  66, 116  n.,  544 

Schiiffle  300  n. 

Scherzer  170 

Schonberg  284  n.,  241  n.,  358 

Scott  Bum  202  n. 

Scott  Bussell  269  n. 

Seebohm  9, 241  n.,  680  n. 

Senior  115  n.,  119  u.,  129,  144,  149,  452, 
458  n.,  511  n. 

Settlement  Laws  241—2 

Shift  system  580  n.,  741—2 

Shopkeeping  844—6 

Short-period  supply  price  421,  581  u. 

Sidgwick  129,  575 

Siemens  269  n. 

Situaiian-rettt  474—8,  661,  667  n. 

Skill,  a  relative  term  264 

Slavery  8, 18,  598  n. 

**Sliffhtchange"  industries  651  n. 

Small  holdings  697—9 

Smiles  36  n.,  815  n.,  829  n.,  842  n. 

Smith,  Adam  8,  87  n.,  55—7,  85  n.,  109, 
117  n.,  120,  123,  130,  145,  197  n.,  232, 
239  u.,  242  n.,  299,  805,  812,  321  n., 
409,  448,  458—9  u.,  539,  649—51,  573, 
582,  598  n.,  597  n.,  604,  626,  647,  667, 
675 

Smith,  H.  LI.  607  n. 

Smithianismus  56,  305  n. 

Social  capital  127;  income  136;  wealth  111 

Social  Law  88 

Socialists  62,  552 

Sorley  464  n. 

Southwood  818,  19  u. 

Specialized  ability  266;  cainfal  128 

Spencer,  Herbert  13  n.,  71,  188  n.,  239  u., 
300  n.,  306 

Stable  eqfiUibrium  406;  oscillations  about 
406,  2-2;  theory  of  399—409 

Standard  of  Comfort  in  relation  to  wages 
736    11 

Standard  of  Li  fe  738—41 

Statical  method,  deficiencies  of  in  Econo- 
mics 495—7 

Stationary  State  481—3 
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Statistical  tables  of 

Expeuditnre  173 

Popnlatiou  241  n.,  244  n.,  245—9,  257 
—62 

Growth  of  wealth  298 
Statistics,  difficulty  of  interpreting  166— 

70,  526—7;  shopkeepers'  facilities  for 

coUecting  170-2,  525—7 
Stock  Exchange  securities  386 — 7 
St.  Simon  66 

Steuart,  (Sir  James)  55,  232 
Sturge  728  n. 
SiUmorvial  428 
Subsidiary  trades  330 
Sabstitntion  (see  Law  of) 
Supplementary  Cost  415,  442— «.  489 
Supply,  law  <u  403 
Suj^tly  Price  195 ;  long-period  and  short' 

period  421 
Supjfly  Schedule  195,  404—5 
Surplus  Produce  211 ;  its  relation  to  Bent 

211,  458 
Survival  of  the /it test,  law  of  300—8;  its 

relation  to  Law  of  Sabstitntion  635 
Syme  79 

Taxation,  its  effects  on  consumer's  rent 
502 — 11;  of  com  675;  of  monopolies 
515— «;  of  Rent  454—5,  664 

Technical  education  268—71 

Temporary  equilibrium  390 — 7 

Tenant' s-share  Curve  687  n. 

Teutonic  spirit  22 

Thompson,  William  630 

Thorbum  628  n. 

Thornton  574 

Thiinen,  Von  184  n.,  197  n.,  449  n..  475  n., 
'485  u.,  556 

Time,  the  element  of  in  economic  pro- 
blems 166—70,  389,  418 

Time  Earnings  579 

Tithes  675—6 

Tooke  17  n.,  60,  700  n. 

Total  Benefit  522 

Total  Cost  415,  443 

Total  Utility  150 

Town  life,  influence  of  257—9 

Toynbee  440 

Trade  capital  124 

Trade  combinations  416  n.,  425  n.,  721, 
735  n. 

Trade  Risks  624 

Trade  Unions  42, 44,  431—6,  715,  716 

Transferable  and  non-transferable  goods 
107 

Transport  industries  332—6, 346—7 ;  their 
influence  on  value  716—27 

Trowbridge  316  n. 

Truck  system  584 — 6 

Trusts  416  n.,  721 


Turgot  549  n. 

Turnover,  profits  on  652 — I 
Twiss,  Travers  53  n.,  117  n.,  231  n. 
Tylor  280  n. 

Undertaker  37,  351:  gradual  rise  of  SSI. 
55 ;  see  Business  Management 

Undertaking,  Earnings  of  142  (see  Earn- 
ings of  Management) 

Unskilled  Uibour  264 

Unstable  equilibrium  491 

Usance  of  wealth  126 

Utility  116;  Total  150;  Marginal  150: 
measurement  of  181 — 7 

Value  8;  for  general  references  see  Con- 
tents 
Yauban  54  n. 

Wages,  History  of  theory  549—53;  iron 

law  of  552 ;  in  relation  to  net  product 

of  labotir  566—72.    See  also  Earnings. 

For  general  references  see  Contoits 
Wages-and.Profits.Fund  564  n. 
Wages-Fund  theory  564,  572—5 
Wagner  28  n.,  113  n.,  129,  660  n. 
Waiting  rather  than  abstinence,  inwri^  «d 

in  saving  and  rewarded  by  interest.  Ub» 

term  apparently  first   used  by  Prot 

M^'Vane  615,293 
Wakefield  20,  231 
Walker,  F.  204  n.,  271  n.,  453  n.,  553, 575. 

683  n.,  644  n.,  645  n.,  661—2  n. 
Walker,  J.  H.  658  n. 
Wah^  159  n.,  545 
Wants  144—9;  classification  of  148—9: 

in  relation  to  Activities  146—8,  738 
Watt  121  n. 
Wealth   103—10;  and  well  being  1—2. 

187—190;  growth  of  280—98 
Webb,  Sidney  747 
Wedgwood  367  n. 
Wells  658  n. 
Welton  258  n. 
Westcott,  Bishop  84  n. 
Whitworth,  Sir  Joseph  316  n. 
Wicksteed  Preface  xiv.  n. 
Wieser  first  used  the  term  Marginal  Utilit  j 

see  Preface  xiv.  n.,  159  n.,  453  u. 
Wilkinson  639  n. 
WorkFund  743 
Wright,  CarroU  41  n. 

Yeoman  English,  precursor  of  Eogibh 

artisan  32 
Young,  Arthur  55,  57,  60,  207. 689 
Young  172 
Yves-Gyot  238  n. 

Zumpt  230  n. 
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